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ITEM 1. FINANCIAL STATEMENTS

FIBERTOWER CORPORATION
Condensed Consolidated Balance Sheets
(unaudited)

(In thousands, except par value)

Assets:
Current assets:
Cash and cash equivalents
Certificates of deposit
Restricted cash and investments, current portion
Accounts receivable, net of allowances of $117 at September 30, 2008 and $151 at
December 31, 2007
Prepaid expenses and other current assets
Total current assets
Restricted cash and investments
Property and equipment, net
FCC licenses
Goodwill
Debt issuance costs, net
Intangible and other long-term assets, net
Total assets

Liabilitiesand Stockholders Equity:
Current liabilities:
Accounts payable
Accrued compensation and related benefits
Accrued interest payable
Other accrued liabilities
Current portion of accrued restructuring costs
Total current liabilities
Other liabilities
Deferred rent
Asset retirement obligations
L ong-term accrued restructuring costs, net of current portion
Convertible senior secured notes
Deferred tax liability
Total liabilities
Commitments and contingencies
Stockholders' equity:

Common stock, $0.001 par value; 400,000 shares authorized, 150,396 and 146,242 shares

issued and outstanding at September 30, 2008 and December 31, 2007, respectively
Additional paid-in capital
Accumulated deficit

Total stockholders' equity

Totd liabilities and stockholders’ equity

See accompanying notes.
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September 30,2008 December 31, 2007

$ 159,315 $ 223,330
4,244 5,000

18,390 35,757

5,655 3,684

2,925 1,840

190,529 269,611

134 1,222

242,178 240,799
342,000 342,000

— 86,093

10,154 11,855

4,069 3,975

$ 789,064 $ 955,555
$ 4672 $ 13,672
2,295 3,369

13,584 4,629

2,362 3,555

1,643 =

24,556 25,225

1,041 487

5,820 4,223

3,007 3311

2,644 —

426,534 415,778
93,561 93,561
558,063 542,585

150 146

792,537 787,371
(561,686) (374,547)
231,001 412,970

$ 789,064 $ 955,555
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FIBERTOWER CORPORATION
Condensed Consolidated Statements of Operations
(unaudited)

(In thousands, except per share data)

Service revenues
Operating expenses:
Cost of service revenues (excluding depreciation and amortization)
Cost of service revenues - impairment of long-lived assets and
other charges
Sales and marketing
General and administrative
Depreciation and amortization
Restructuring charge
Impairment of goodwill
Total operating expenses
L oss from operations
Other income (expense):
Interest income
Interest expense
Miscellaneous income (expense), net
Tota other income (expense), net
Net loss

Basic and diluted net loss per share

Weighted average number of shares used in per share amounts:
Basic and diluted

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
$ 13,383 $ 7264 $ 34957 $ 18,875
15,819 13,335 48,220 38,296
885 4,966 14,318 5,632
1,020 2,219 4,601 6,154
4,530 5,595 15,493 18,461
6,090 4,904 17,908 13,127
438 — 5,962 —
— 61,407 86,093 61,407
28,782 92,426 192,595 143,077
(15,399) (85,162) (157,638) (124,202)
1,083 4,707 4,757 14,756
(11,397) (10,118) (34,306) (33,912)
38 (66) 48 280
(10,276) (5,477) (29,501) (18,876)
$ (25675 $ (90,639) $ (187,139) $ (143,078)
$ (0.18) $ (0.63) $ (1.30) $ (1.00)
144,826 143,266 144,387 142,802

See accompanying notes.
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FIBERTOWER CORPORATION
Condensed Consolidated Statements of Cash Flows

Operating activities
Net loss

(unaudited)
(In thousands)

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

Depreciation and amortization

Decline in value of embedded derivative
Accretion of convertible notes

Accretion of investmentsin debt securities
Accretion of asset retirement obligations
Accretion of restructuring costs
Amortization of debt issuance costs
Stock-based compensation

Loss on disposal of equipment

Impairment of long-lived assets and other charges

Restructuring charge

Impairment of goodwill

Net changesin operating assets and liabilities:
Accounts receivable, net
Prepaid expenses and other current assets
Other long-term assets
Accounts payable
Accrued compensation and related benefits
Accrued interest payable
Other accrued liabilities and deferred rent

Net cash used in operating activities

Investing activities
Purchases of short-term investments
Maturities of short-term investments
Purchases of certificates of deposit
Maturities of certificates of deposit
Maturities of restricted cash and investments
Purchase of property and equipment
Net cash used in investing activities

Financing activities
Proceeds from exercise of stock options
Cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental Disclosures
Cash paid for interest

See accompanying notes.
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Nine M onths Ended September 30,

2008 2007
$ (187,139) $  (143,078)
17,908 13,127
— (591)
10,756 9,331
(851) (2,179)
322 235
157 —
1,701 1,599
4,726 6,336
705 160
14,318 5,388
4,287 —
86,093 61,407
(1,971) (1,797
(1,085) 542
(318) (23)
(9,000) (4,939)
(1,074) (1,199)
8,955 8,252
1,074 4,964
(50,436) (42,465)
— (75,603)
— 70,991
(4,244) —
5,000 —
19,306 17,461
(34,000) (80,735)
(13,938) (67,886)
359 1,648
359 1,648
(64,015) (108,703)
223,330 345,174
$ 159315 $ 236,471
$ 18,128 $ 18,755
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FIBERTOWER CORPORATION
Notesto Condensed Consolidated Financial Statements
(Unaudited)

Note 1—Organization and Business

Organization and operations — FiberTower Corporation (collectively with its subsidiaries, the “Company”) was
incorporated in 1993 in the State of Delaware to build and operate a shared high-capacity backhaul network for wireless operators and
service providersin the United States.

The Company is aleading provider of facilities-based backhaul servicesto wireless carriers. Backhaul is the transport of
voice, video and data traffic from awireless carrier’ s mobile base station, or cell site, to its mobile switching center or other exchange
point where the traffic is then switched onto a fixed wireline telecommunications network. The Company utilizes its comprehensive
wirel ess spectrum assets to provide backhaul services through a hybrid radio/fiber network architecture. The Company’s services
allow wireless carriers to optimize their networks, enabling significant improvements in their availability, reliability, scalability and
cost, while providing along-term solution for the increasing demand for backhaul capacity. As of September 30, 2008, the Company
had master service agreements with six of the eight largest U.S. wireless carriers. Through these master service agreements and other
customer agreements, the Company provided servicesto 2,730 billing sites in 13 markets throughout the U.S. as of September 30,
2008.

The Company has incurred losses and negative cash flows from operating and investing activities since its inception, and it
had an accumulated deficit of $561.7 million as of September 30, 2008. Through September 30, 2008, the Company has relied
primarily on equity and debt financings to fund its operating and investing activities. Management expects operating losses and
negative cash flows to continue for the foreseeable future. Failure to generate sufficient revenue could have a material adverse effect
on the Company’ s results of operations, financial condition and cash flows. The recoverahility of assetsis highly dependent on the
ability of management to execute its business plan.

Note 2—Summary of Significant Accounting Policies

Basis of Presentation — The accompanying unaudited condensed consolidated financial statements have been prepared in
accordance with generally accepted accounting principles for interim financial information and in accordance with the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
generally accepted accounting principles for complete financial statements. In the opinion of management, all adjustments (consisting
of normal recurring accruals) considered necessary for afair presentation have been included. Operating results for the nine month
period ended September 30, 2008 are not necessarily indicative of the results that may be expected for the year ended December 31,
2008.

Certain amounts in the condensed consolidated statements of operations and statements of cash flows have been reclassified
to conform to the 2008 presentation.

For further information, refer to the consolidated financial statements and footnotes thereto included in FiberTower’s Annua
Report on Form 10-K for the year ended December 31, 2007.

There have been no significant changes in our significant accounting policies as of September 30, 2008 as compared to the
significant accounting policies described in FiberTower’'s Annual Report on Form 10-K for the year ended December 31, 2007 except
for the adoption of SFAS No. 157, Fair Value Measurements (“SFAS 157”) and SFAS No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities— ncluding an amendment of SFAS 115 (“SFAS 159”).

In September 2006, the FASB issued SFAS 157 which establishes specific criteria for the fair value measurements of financia
and non-financia assets and liabilities under current accounting rules. The new fair value criteria are primarily applied prospectively
upon adoption of SFAS 157. SFAS 157 is effective for fiscal years beginning after November 15, 2007. In February 2008, the FASB
amended SFAS 157 to exclude SFAS No. 13, Accounting for Leases, from its scope and approved, through its issuance of FASB Staff
Position No. FAS 157-2 (“FSP 157-2"), aone-year delay in applying SFAS 157 to certain fair value measurements, primarily related
to non-financial instruments such as those resulting from business combinations, acquired goodwill and intangibles, long-lived assets
held for disposal and liabilities related to exit or disposal activities. The Company adopted the provisions of SFAS 157 on January 1,
2008. The adoption of SFAS 157 did not have an impact on the consolidated financial condition, results of operations or cash flows of
the Company. See Note 8 for information and related disclosures regarding the Company’ s fair value measurements.
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In February, 2007, the FASB issued SFAS 159 which permits a company to voluntarily elect to use fair value, instead of
historical or original cost, to account for certain financial assets and liabilities. The fair value option is designated on an item-by-item
basis, isirrevocable and requires that changesin fair value in subsequent periods be recognized in earningsin the period of change.
On the date of adoption, if the fair value option is elected for any existing financial assets or liabilities, all previously unrealized gains
or losses, if any, will be charged directly to retained earnings as a cumulative-effect adjustment. Items eligible for the fair value
option include available-for-sale securities and loans payable. SFAS 159 is effective for fiscal years beginning after November 15,
2007. Effective January 1, 2008, the Company €elected not to apply the optional provisions of SFAS 159 to any of its assets and
liahilities. Therefore, SFAS 159 did not impact the consolidated financial condition, results of operations or cash flows of the
Company. Subsequent to the adoption of SFAS 159, the election to use the fair value method for future eligible transactions will be
made on a case-by-case and instrument-by-instrument basis.

Recent accounting pronouncements — In March 2008, the FASB issued Statement of Financial Accounting Standard No. 161
(“SFAS 161"), Disclosures about Derivative Instruments and Hedging Activities. SFAS 161 requires enhanced disclosures about
(a) how and why an entity uses derivative instruments, (b) how derivative instruments and related hedged items are accounted for
under SFAS No. 133 and itsrelated interpretations, and (¢) how derivative instruments and related hedged items affect an entity’s
financial position, financial performance and cash flows. SFAS 161 is effective for fiscal years and interim periods beginning after
November 15, 2008. The Company is currently evaluating the potential impact of this pronouncement on its consolidated financial
statements.

Note 3—Property and Equipment

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

September 30, 2008 December 31, 2007

Network equipment $ 234982 $ 183,179
Internal-use computer software 2,843 2,731
Office equipment and other 2,817 2,753

240,642 188,663
Less: accumulated depreciation and amortization 49,283 31,894
Property and equipment in-service, net 191,359 156,769
Construction-in-progress 50,819 84,030
Property and equipment, net $ 242178  $ 240,799

As of September 30, 2008 and December 31, 2007, network equipment and construction-in-progress included capitalized
internal labor costs of $19.0 million and $17.1 million, respectively. During the three and nine months ended September 30, 2008,
$0.3 million and $1.9 million, respectively, was capitalized. During the three and nine months ended September 30, 2007, $1.2
million and $4.4 million, respectively, was capitalized.

As of September 30, 2008 and December 31, 2007, network equipment and construction-in-progress included capitalized
interest of $11.7 million and $6.4 million, respectively. During the three and nine months ended September 30, 2008, $1.7 million and
$5.3 million, respectively, was capitalized. During the three and nine months ended September 30, 2007, $2.0 million and $4.0
million, respectively, was capitalized.

Assets classified as construction-in-progress are not being depreciated as they have not yet been placed in service.

See discussion in Note 5 regarding impairment charges recorded in 2008 and 2007 related to property and equipment.
Note 4—Restructuring Charge

During the three and nine months ended September 30, 2008, the Company recorded arestructuring charge of $0.4 million
and $6.0 million, respectively, as aresult of the Company’s decision to restructure its operations to reflect changesin its strategic
plans designed to reduce costs. The resultant restructuring charge reflects i) the Company’ s decision to cease market devel opment
activitiesin the Carolina’ s market resulting in an exit plan for its site operating leases, ii) termination benefits under a workforce
reduction of 59 employees consistent with the Company’s current network deployment plan and iii) the consequent termination or
renegotiation of excess office space including the former headquartersin New Jersey.

The Company accounted for its exit plan for operating leases in accordance with SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities, which requires that aliability for costs associated with an exit or disposal activity be
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recognized when the liability isincurred. The Company accounted for the termination benefits under the workforce reduction in
accordance with SFAS No. 112, Employer’s Accounting for Post-employment Benefits discounted using an estimated credit-adjusted
risk-freeinterest rate. The restructuring chargeis included in operating expenses on the condensed consolidated statements of
operations and is summarized as follows (in thousands):

Workforce
Operating L eases Reduction Total
Balance at March 31, 2008 $ — — 3 —
Restructuring charge 4,071 1,453 5,524
Cash payments (86) (445) (531)
Balance at June 30, 2008 3,985 1,008 4,993
Restructuring charge 265 173 438
Cash payments (375) (769) (1,244)
Balance at September 30, 2008 $ 3875 $ 412 $ 4,287

The accrued restructuring costs associated with the contract terminations of the operating |eases are expected to be paid over
the remaining lease term, which generally approximates four years, or shorter period as payoff arrangements are concluded. The
accrued restructuring costs associated with the workforce reduction are expected to be substantially paid before the end of fiscal year
2008.

Note 5—Impairment of Long-Lived Assets and Other Charges

Construction of the Company’s network operations is a complex process involving the interaction and assembly of multiple
components including internal labor, third party costs and egquipment costs. The Company regularly assesses the realizability of costs
accumulated in construction-in-progress as it executes its network build-out plans. During the three months ended September 30,
2008 and 2007, the Company recorded an impairment charge of $0.9 million and $0.4 million, respectively, relating to this process
which isincluded in cost of service revenues. During the nine months ended September 30, 2008 and 2007, this impairment charge
was $14.3 million and $1.0 million, respectively.

During the third quarter of 2007, the Company suspended development activities in the Carolina s market where the
Company had not yet generated billing customers. Third party project management fees and construction costs, capitalized as
construction-in-progress, had an aggregate net carrying value of $4.4 million at September 30, 2007 and had no alternative use or
salvage value. Therefore, in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, the
Company considered these long-lived assets to be impaired as of September 30, 2007. The resultant long-lived asset impairment
charge of $4.4 million isincluded in cost of service revenues for the quarter ended September 30, 2007.

In connection with the suspension of development activities in this market, the Company paid contract termination costs and
one-time termination benefits totaling $0.2 million. These were accounted for in accordance with SFAS 146, Accounting for Costs
Associated with Exit and Disposal Activities and have been included in cost of service revenues for the quarter ended September 30,
2007.

Note 6—Impairment of Goodwill

At December 31, 2007, the carrying value of the Company’ s goodwill, related to the First Avenue/FiberTower merger,
totaled $86.1 million. The carrying value of goodwill was reduced by $61.4 million and $86.5 million in impairment charges recorded
in the third and fourth quarters of 2007, respectively.

Asaresult of afurther declinein the Company’s market equity value during the quarter ended March 31, 2008, the Company
believed an indicator of further impairment existed and, accordingly, performed an interim review of the value of its goodwill. Inthe
quarter ended March 31, 2008, the Company concluded that the carrying value of goodwill was fully impaired and recorded an
impairment charge of $86.1 million, reducing the fair value of goodwill to zero.

In performing its impairment tests, the Company compared the fair value of the Company’s single reporting unit to its
carrying value. The Company estimated the fair value of the reporting unit using both observed market equity values based on the
Company’s publicly-traded stock price and the income approach, which requires estimates of future operating results and cash flows
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discounted using an appropriate discount rate. Asaresult of these tests, the Company concluded that the carrying amount of its
reporting unit exceeded itsfair value.

The goodwill impairment charge isincluded in operating expenses on the condensed consolidated statements of operations.
Note 7—Convertible Senior Secured Notes

On November 9, 2006, the Company completed the sale of $402.5 million of 9.00% Convertible Senior Secured Notes
(“Notes”) that mature on November 15, 2012. The Notes were sold to the initia purchasersin a private placement exempt from the
registration requirements of the Securities Act of 1933, as amended. The Notes are fully guaranteed, jointly and severally
(“Guarantees’), by the Company and each of its subsidiaries (“ Guarantors’).

The Notes bear interest at a coupon rate of 9% per annum, payable semi-annually in arrearsin cash on May 15 and
November 15 each year. As required by the indenture governing the Notes, the Company used $68.5 million of the net proceeds to
acquire U. S. Treasury securities to provide for the payment, in full, of the first four semi-annual interest payments. These securities
may only be used to pay the interest or other payments required by the indenture and are reflected as restricted investments in the
condensed consolidated balance sheet. In May 2008, November 2007, and May 2007, the Company made its first three interest
payments of $18.1 million, $18.1 million and $18.7 million, respectively. The final semi-annual interest payment from restricted
investments will be made on November 15, 2008.

Subject to certain conditions, commencing May 15, 2009, the Company has the option, to be made by April 2009, of making
any or al of the four semi-annual interest payments due in 2009 and 2010 with additional notesin lieu of cash. Such additional notes
would bear interest at an annual rate of 11%.

If not redeemed or converted prior to maturity, the Company will be required to repay the Notes for 125.411% of their initial
principal amount, or $504.8 million. The Company is accreting the principal premium ratably over the six-year period until the Notes
mature and is recognizing such accretion as additional interest expense. The effect of this accretion isto increase the effective yield to
the holdersto 12% per annum based on the par value of the Notes.

The Notes and Guarantees are secured by afirst priority pledge of substantially all of the assets of the Company and its
subsidiaries and by afirst priority pledge of the stock of all of its subsidiaries, subject, in each case, to any prior lien to secure a
working capital facility, if any, of up to $50.0 million. The Notes rank senior to all of the Company’s and the Guarantors’ existing and
future subordinated indebtedness.

The Notes are not redeemabl e by the Company before November 15, 2010. If the Company’s common stock exceeds
specified trading values, the Company may redeem any of the Notes, in whole or in part at any time on or after November 15, 2010, at
100% of the aggregate accreted principal amount, together with accrued and unpaid interest and liquidated damages, if any.

The Notes may be converted into shares of the Company’s common stock at an effective conversion price of $8.29 per share
which is subject to adjustment under certain circumstances. Holders who convert their Notes prior to November 15, 2009 or convert
their Notes prior to November 15, 2010 in connection with certain designated events related to consolidations and mergers, will
receive a make-whole premium.

The Notes contain certain anti-dilution provisions that will cause the conversion price of the Notes to be reduced (i) upon the
Company issuing or selling common stock or other securities convertible into common stock with aggregate proceeds of $25.0 million
or more prior to November 15, 2008; and (ii) if the Company has not consummated common stock issuances or sales for aggregate
proceeds of at least $50.0 million by November 15, 2008. Because of the reduction in the Company’s market price of its common
stock, the Company currently does not expect to consummate stock issuances or sales for aggregate proceeds of at least $50.0 million
by November 15, 2008. Consequently, management expects that such anti-dilution provisions will be triggered resulting in a
reduction to the conversion price of the Notes.

A majority of the Company’s sharehol ders executed written consents approving the issuance of shares of common stock in
connection with the possible conversion of the convertible notes. The number of common shares that could be issued would increase if
the anti-dilution provisions of the Notes are triggered before conversion. Thisincrease is capped at a 33% increase in the total number
of shares. Therefore, if no common stock issuances or sales occur by November 15, 2008, the conversion price of the Notes will be
reduced to $6.22 per share. Thiswill result in 20.0 million additional shares which could be potentially issuableif all currently
outstanding Notes were converted and upon conversion of additional notes that could be issued as payment for interest on the Notes.
See Note 10, Net Loss Per Share, for additional information.

The Notes contain covenants, including, but not limited to, restrictions on the Company’ s future indebtedness and the
payment of dividends. As of September 30, 2008, the Company isin compliance with all of the covenants.
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If certain designated events occur prior to maturity, the holders may require the Company to repurchase all or part of their
Notes for cash at a repurchase price equal to 101% of their aggregate accreted principal amount, plus accrued and unpaid interest and
liquidated damages, if any.

The Company concluded that the embedded feature related to the make-whole premium, designated event make-whole
premium and holder put option upon the occurrence of certain designated events, qualify as derivatives and should be bundled as a
compound embedded derivative (“Derivative'’) under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities.

The carrying value of the Notes is comprised of the following (in thousands):

September 30,2008 December 31, 2007

Convertible senior secured notes $ 401,383 $ 401,383
Accretion 25,151 14,395
Derivative — —

$ 426534 $ 415,778

See Note 8 for disclosure of the fair value of the Company’s Notes and Derivative. Debt issuance costsincurred in
connection with the sale of the Notes totaled $14.3 million and are being amortized as additional interest expense over the six-year
term of the Notes using the effective interest method. Accumulated amortization totaled $4.2 million at September 30, 2008 and $2.5
million at December 31, 2007.

Note 8—Fair Value Disclosures

Asdiscussed in Note 2, the Company adopted SFAS 157 on January 1, 2008. The following table presents information about
the Company’ s assets measured at fair value on arecurring basis as of September 30, 2008, and indicates the fair value hierarchy of
the vauation techniques utilized by the Company to determine such fair value (in thousands):

Fair Value M easur ements at September 30, 2008 Using
Quoted Pricesin
Active Marketsfor

Identical Assetsor Significant Other Significant Unobservable
Liabilities Observable | nputs Inputs
Level 1 Level 2 Level 3 Total
Cash and cash equivalents $ 163,559(1) $ — 3 — $ 163,559
Restricted cash — 18,524(2) — 18,524
Tota $ 163559 $ 18524 $ — 3 182,083
(@) Includes $154.6 million of money market funds which invest in U.S. Government securities.

2 Consists of U.S. Treasury securities.

The aggregate fair value of the Company’ s Convertible Senior Secured Notes, determined based on quoted prices, was
approximately $225.4 million as of September 30, 2008, compared to the aggregate carrying value of the Notes at such date of $426.5
million. The fair value of the Derivative as of September 30, 2008 was zero. The Company monitors the fair value of the Derivative
each reporting period and records changes in fair value through charges to miscellaneous income, net with an offsetting adjustment to
the carrying value of the Notes on the balance sheet. The value of the Derivative fluctuates based on changesin severa factors
including the trading price of the Company’s common stock, passage of time and other events described in the Notes. These value
changes could be significant.

Note 9—Stockholders Equity and Stock-Based Compensation

Old FiberTower Sock Plan —n May 2001, FiberTower Network Services Corp. (formerly known as “FiberTower
Corporation” and referred to herein as “ Old FiberTower”) adopted a stock option plan (the “Old FiberTower Stock Plan™) pursuant to
which the Board of Directors was authorized to grant options to purchase common stock, or issue shares of common stock, to
employees, officers, directors, advisors or consultants of Old FiberTower. Incentive stock options (“1SOs”) and nonqualified stock
options (“NSOs") were granted with an exercise price equal to the estimated fair value of the common stock at the date of grant. All
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options issued under the Old FiberTower Stock Plan have a ten-year term, become fully exercisable upon vesting, and generally vest
over oneto four years.

Asaresult of the First Avenue/FiberTower merger completed August 29, 2006, all outstanding options and restricted stock
awards under this plan were legally assumed by First Avenue and this plan was discontinued effective August 29, 2006. All existing
outstanding options and restricted stock awards continued under the same terms of the original grant agreements (including the ten-
year contractual life of options) as adjusted for the merger exchange ratio with respect to the number of shares and per share price.

FiberTower Corporation Sock Incentive Plan (formerly First Avenue Stock Incentive Plan) —As aresult of the First
Avenue/FiberTower merger , Old FiberTower, as the acquirer of First Avenue, assumed options for the purchase of 4.2 million shares
of common stock that had been granted by First Avenue under its Stock Incentive Plan (the “ Stock Incentive Plan”) prior to the
merger.

First Avenue amended the Stock Incentive Plan, effective as of August 29, 2006 as follows: (1) provided for the issuance of
restricted shares as well as 1SOs and NSOs; (2) increased the number of shares reserved for issuance under the plan from 7.6 million
shares to 23.3 million shares; (3) provided for annual awards of restricted shares with an aggregate value of $85,000 to each non-
employee director, and (4) alowed for an annual increase in the aggregate authorized shares to 1.5% of the then outstanding common
shares. In addition, options granted under the Stock Incentive Plan have a maximum term of up to five years.

On August 29, 2008, pursuant to the terms of the Stock Incentive Plan that allow for an annual increase in the aggregate
authorized shares available for grant, an additiona 2.3 million shares became available under the Stock Incentive Plan, for atotal
number of shares reserved for issuance under the Stock Incentive Plan of 27.8 million shares.

Unless otherwise stipulated by the Board of Directors, restricted stock awards to employees under the Stock Incentive Plan
vest over afour-year period from the grant date. During the quarters ended September 30, 2008, March 31, 2008 and March 31, 2007,
restricted stock awards to certain non-employee directors vested immediately.

During the three months ended September 30, 2008, the Company awarded 0.1 million restricted shares to employees under
the Stock Incentive Plan. During the nine months ended September 30, 2008, the Company awarded 5.5 million restricted sharesto
employees under the Stock Incentive Plan including 0.9 million restricted shares to Kurt J. Van Wagenen, the Company’s President
and Chief Executive Officer, who was appointed by the Board of Directorson April 9, 2008. Prior to vesting, the restricted share
awards have voting rights and are entitled to dividends. Therefore, such shares are considered outstanding for financia reporting
purposes, but are included in the net loss per share computations only to the extent vested. As of September 30, 2008, the number of
restricted stock award shares outstanding was 5.2 million.

There were no awards of options during the three months ended September 30, 2008. During the nine months ended
September 30, 2008, the Company awarded options to employees to acquire 1.2 million shares of the Company’s common stock under
the Stock Incentive Plan including an option for Mr. Van Wagenen to acquire 1.1 million shares. As of September 30, 2008, the
number of sharesissuable under outstanding stock options was 4.2 million. During the three and nine months ended September 30,
2008, the number of options exercised were 0.1 million and 0.6 million, respectively. The aggregate intrinsic value of options
exercised during the three and nine months ended September 30, 2008 was $0.1 million and $0.6 million, respectively. Theintrinsic
valueis calculated as the difference between the market value on the date of exercise and the exercise price of the options.

The Company uses the Black-Scholes-Merton option pricing model to determine the estimated fair value of stock options on
the date of grant. The fair value of the options granted was determined using the assumptions set forth below:

Three Months Ended September 30, Nine Months Ended September 30,
2008 2007 2008 2007
Expected life of options No awards 3.75 years 3.58 years 3.75 years
Voldtility 70% 67%-70% 70%
Risk-free interest rate l 4.64% 2.27%-2.98% 4.52% - 4.78%
Expected dividend yield 0.00% 0.00% 0.00%

The weighted-average grant-date fair value of stock options granted during the nine months ended September 30, 2008 was
$0.73 per share. During the three and nine months ended September 30, 2007, these amounts were $2.53 per share and $2.68 per
share, respectively.

As of September 30, 2008, there was approximately $3.3 million of unrecognized compensation cost related to stock options.
This compensation cost is expected to be recognized over a weighted-average period of approximately 2.25 years.
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The Company determines the fair value of each restricted common stock award based on the fair value of the Company’s
common stock at the date of award.

As of September 30, 2008, there was approximately $10.2 million of unrecognized compensation cost related to the restricted
stock awards. This compensation cost is expected to be recognized over aweighted-average period of approximately 2.5 years.

The employee and non-employee stock-based compensation expense was recorded in the condensed consolidated statements
of operations as follows (in thousands):

Three Months Ended September 30, Nine Months Ended September 30,

2008 2007 2008 2007
Cost of service revenues $ 290 $ 576 $ 1532 $% 1,698
Sales and marketing 168 408 723 1,302
General and administrative 1,132 1,018 2,471 3,336
Total $ 1590 $ 2002 $ 4726 $ 6,336

During the three months ended June 30, 2008, the Company reversed $0.9 million of previously recognized compensation
cost related to the cancellation of unvested restricted stock and stock options for employees who were part of the workforce reduction
discussed at Note 4.

Warrants — As of September 30, 2008, there were 2.9 million warrants outstanding at exercise prices ranging from $1.84 to
$7.25 per share. Such warrants expire between January 2009 and December 2014.

Common Sock Reserved for Future Issuance

Shares of common stock reserved for future issuance at September 30, 2008 were as follows (in thousands):

Convertible senior secured notes 60,148(1)
Warrants 2,880
Stock options and restricted shares 21,308
Total shares reserved 84,336
D Upon the expected triggering of certain anti-dilution provisions of the Notes on November 15, 2008, the common stock

reserved for future issuance under the convertible senior secured notes will increase by 20.0 million shares. See Note 10, Net Loss Per
Share for additional information.

Note 10—Net Loss Per Share

Basic and diluted net loss per share for the three and nine months ended September 30, 2008 and September 30, 2007 has
been calculated by dividing net loss by the weighted average number of the Company’ s common shares outstanding, less the weighted
average unvested restricted common shares outstanding, and excludes any dilutive effects of stock options, warrants and convertible
notes. Diluted net loss per share was the same as basic net |0ss per share in each period presented because the Company had net 1osses
in each of these periods and inclusion of potentially issuable shares would be anti-dilutive.

A reconciliation of the numerator and denominator used in the calculation of basic and diluted net loss per shareis asfollows
(in thousands):
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Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

Numerator for basic and diluted net loss per share:

Net loss for period $ (25,675) $ (90,639) $ (187,139) $ (143,078)
Denominator for basic and diluted net loss per

share:
Weighted average common shares outstanding 150,428 146,041 149,884 145,766
Weighted average unvested restricted common

shares outstanding (5,602) (2,775) (5,497) (2,964)
Denominator for basic and diluted net loss per

share 144,826 143,266 144,387 142,802

As of September 30, 2008, the Company had stock options outstanding to purchase 4.2 million shares, of which 2.2 million
shares were exercisable. In addition, at September 30, 2008, there are 5.2 million unvested restricted shares.

The Company’s Convertible Senior Secured Notes became convertible into shares of the Company’ s common stock on
February 15, 2007. As of September 30, 2008, 48.6 million shares were potentially issuable if all currently outstanding Notes were
converted and 11.6 million additional shares could be potentially issuable upon conversion of additional notes that could be issued as
payment for interest on the Notes. As described in Note 7, Convertible Senior Secured Notes, management expects certain anti-
dilution provisions of the Notes to be triggered on November 15, 2008 resulting in a reduction to the conversion price of the Notes.
Asaresult, on November 15, 2008, an additional 16.1 million shares will become potentially issuable if al currently outstanding
Notes were converted and 3.9 million additional shares could be potentially issuable upon conversion of additional notes that could be
issued as payment for interest on the Notes.

There are also warrants outstanding at September 30, 2008 to acquire 2.9 million common shares. These potentially issuable
shares would further dilute investors when the options and warrants are exercised, the restricted share awards vest and the Notes are
converted to common shares.

Note 11—Related Party Transactions

During the nine months ended September 30, 2008 and 2007, the Company leased colocation space from certain stockholders
that (i) own greater than 10% of the Company’s outstanding equity securities and/or (ii) have representatives who serve on the
Company’s Board of Directors. One of these related parties also provided the Company with certain services pertaining to its network
operations center during such periods. The aggregate operating expenses included in the accompanying condensed consolidated
statements of operations for the nine months ended September 30, 2008 and 2007, pertaining to these lease and service arrangements,
were approximately $2.1 million and $1.5 million, respectively.

Individuals affiliated with two entities holding approximately 27% of the outstanding common stock serve on the Company’s
Board of Directors. On October 24, 2008, one of these individuals affiliated with an entity holding approximately 9% of the
outstanding common stock, resigned as a director of the Company. See Note 13 Subsequent Events, Resignation of Director. A
company controlled by a member of the Board of Directors periodically serves as a consultant to a holder of approximately 15% of the
Company’s common stock regarding its investments, including its holdings in the Company.

The Chairman of the Company’s Board of Directors serves as a director of Tessco Technologies Incorporated. During the nine
months ended September 30, 2008 and 2007, the Company paid Tessco approximately $0.2 million and $0.7 million, respectively, for
the purchase of materials used in its business operations.

Note 12—Guar antees and Other Contingencies

Regulatory Matters—The Company is subject to significant FCC regulation, some of which isin a state of flux dueto
challenges to existing rules and proposals to create new rules. Such regulation is subject to different interpretations, inconsi stent
application and has historically given rise to disputes with other carriers and municipalities regarding the classification of traffic, rates,
rights-of-way and zoning matters. Management believes that resolution of any such disputes will not have amaterial adverse impact
on the Company’s consolidated financial position.

License Renewal—Like most other FCC licenses, the 24 GHz and 38.6-40.0 GHz (39 GHz) wide-area licenses which the
Company holds were granted for an initial ten-year term with renewal dates ranging from 2007 to 2014. The Company holds two
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types of 39 GHz licenses which cover either rectangular service areas (“RSAS"), or economic areas (“EAS’). Renewal applications
for the Company’ s wide-area 39 GHz licenses that expired in 2007 remained pending at the FCC as of September 30, 2008. They
were acted upon by the FCC on October 1, 2008. See Note 13 Subsequent Events, FCC License Renewal .

To obtain renewal of alicense, the licensee must demonstrate that, at the time of renewal, it either met a* safe harbor” build-
out requirement or that it has provided “substantial service” as determined by the FCC. What level of serviceis considered
“substantial” will vary depending upon the type of offering by the licensee. The FCC has provided specific safe harbor guidance only
for point-to-point offerings, where it has indicated the licensee should have constructed four links per channel per million personsin
the licensed area. Licensees may show that they have met the substantial service test in other ways, such as providing niche services,
offering service to underserved consumers and investing in the market in a credible manner to devel op equipment and systems to serve
the license.

Licensees are required, prior to the expiration date of their licenses, to file renewal applications with an exhibit demonstrating
compliance with the substantial service criteria. If an entity is deemed not to have provided substantial service through meeting the
safe harbor build-out requirement, or through other means, with respect to alicense for which renewal is sought, the renewal will not
be granted and the license will expire. The Company is required to demonstrate substantial service for the majority of its 39 GHz
licenses by June 1, 2012, and by 2017 for the others. The Company is required to demonstrate substantial service for al of its 24 GHz
licenses by 2011, except for one, which requires such a showing in 2014. The Company does not currently meet the substantial service
safe harbor guidance provided by the FCC for the substantial majority of its 24 and 39 GHz licenses, which require showingsin the
2011-2014 time period, but the Company believes that its licenses will be renewed based on its significant network investment and
expanding geographic coverage. However, since the Company is required to demonstrate substantial service at the time licenses are
renewed, the FCC has little precedent in the 24 GHz and 39 GHz bands and determination of substantial service is subject to FCC
discretion, the FCC could choose to not renew licenses that do not meet the substantial service safe harbor.

The Company continues to meet regularly with the FCC and is committed to present data on the Company’ s significant
network investment and expanding geographic coverage to make the spectrum bands viable and able to provide substantial service at
renewal and in the long term. The Company continues to believe that it will meet the substantial service requirements necessary for
renewal at the appropriate deadlines and will continue to engage the FCC on this subject.

Other guarantees—From time to time, the Company enters into certain types of contracts that contingently requireit to
indemnify various parties against claims from third parties. These contracts primarily relate to: (i) certain real estate leases, under
which the Company may be required to indemnify property owners for environmental and other liabilities and for other claims arising
from the Company’ s use of the applicable premises; (ii) certain agreements with the Company’ s officers, directors and employees,
under which the Company may be required to indemnify such persons for liabilities arising out of their employment relationship;

(iii) contracts under which the Company may be required to indemnify customers against third-party claims that a Company product
or service infringes a patent, copyright or other intellectual property right; and (iv) procurement or license agreements under which the
Company may be required to indemnify licensors or vendors for certain claims that may be brought against them arising from the
Company’s acts or omissions with respect to the supplied products or technology.

Generally, amaximum obligation under these contractsis not explicitly stated. Because the obligated amounts associated
with these types of agreements are not explicitly stated, the overall maximum amount of the obligation cannot be reasonably
estimated. Historically, the Company has not been required to make payments under these obligations, and no liabilities have been
recorded for these obligations in the Company’ s condensed consolidated balance sheets.

Legal proceedings—The Company is subject to certain legal proceedings and claims in the ordinary course of business. In the
opinion of management, the ultimate outcome of these matters will not have a material impact on the Company’s financia position or
results of operations.

Note 13—Subsequent Events

FCC License Renewal— On October 1, 2008, the FCC released an order governing all of the 566 Company-held 39 GHz
licenses. The Company’s RSA 39 GHz licenses with 2007 expiration dates received either ten-year renewals or construction
extensions until June 1, 2012. All of the Company’s RSA licenses|ocated in the Company’s top 50 markets met the FCC's
construction standard and, consequently, were renewed for ten years along with some licenses in smaller markets that were protected
due to spectrum lease or other construction activity. All of the Company’s remaining RSA licenses, totaling 183 (which held
expiration dates of 2007 through 2010), and all of the Company’s EA licenses (which held 2010 expiration dates), received an
extension until June 1, 2012 to demonstrate “ substantial service” as defined by the FCC. The licenses renewed or extended represent
over 1.15 hillion spectrum Points of Presence, or PoPs, in total.

Resignation of Director— On October 24, 2008, Mr. Darryl Schall resigned from the Board of Directors of the Company.
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ITEM 2. MANAGEMENT’SDISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

FORWARD LOOKING STATEMENTS

Thisreport includes “forward-looking” information, asthat term is defined in the Private Securities Litigation Reform Act of
1995 or by the Securities and Exchange Commission, or SEC, in its rules, regulations and releases, regarding, among other things, our
financial and business prospects, the deployment of our services, capital requirements and financing prospects. We caution investors
that any such statements are based on currently available operational, financial and competitive information, and are subject to various
risks and uncertainties. Actual future results and trends may differ materially depending on avariety of factors. Those factors include,
among others, those matters disclosed as Risk Factors contained in Item 1A of our Annual Report on Form 10-K for the year ended
December 31, 2007 (“Risk Factors”).

The following discussion of our financial condition and results of operations should be read in conjunction with the
condensed consolidated financia statements and related notes thereto included elsewhere in this Quarterly Report on Form 10-Q, and
other financial information appearing in our Annual Report on Form 10-K for the year ended December 31, 2007. Some of the
statements in the following discussion are forward-looking statements that are based on our current expectations, estimates and
proj ections about our business and operations. For avariety of reasons, including those described above and in Risk Factors, our
actual results may differ materially from these estimates and projections.

Company Overview

We provide backhaul servicesto wireless carriers and began generating service revenues in 2003 by deploying our first
network in Dallas, Texas. Backhaul is the transport of voice, video and data traffic from awireless carrier’s mobile base station, or cell
site, to its mobile switching center or other exchange point where the traffic is then switched onto a fixed wireline telecommunications
network. We compete with arange of diversified telecommunications services providers, primarily Incumbent Local Exchange
Carriers, (“ILECS"), including AT& T, Verizon, Embarg, and Qwest.

On May 8, 2008, management announced staffing reductions throughout the Company consistent with our current network
deployment plan. See Note 4, Restructuring Charge, in the Notes to Condensed Consolidated Financial Statements for further
information. As of September 30, 2008, we had 149 employees.

We have master service agreements with six of the eight largest U.S. wireless carriers and market our servicesin 13 markets
solely in the U.S. through our direct sales force.

Asan important part of our business strategy, we seek to:

(1) leverage our existing network and customer relationships by increasing utilization of existing assets;
(2) continue to improve the efficiencies of our network and reduce network expenses,

(3) sell additional bandwidth to our customers;

(4) expand our markets based on identified demand,;

(5) continue to develop innovative solutions that meet the needs of our customers, and

(6) dlocate capital efficiently by balancing new site and market growth.

The growth of our business depends substantially on the condition of the wireless communications industry. The willingness
of customers to purchase our servicesis affected by numerous factors, including:

(1) market demand for wireless services;
(2) availability of alternative services at better prices;
(3) predictability of our deployment schedules, and
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(4) quality of our services.

In order to provide backhaul servicesto our customers, we have constructed networksin 13 markets. Aswe continue to
expand our markets, we incur significant upfront costs for pre-development site evaluation, site leases, cost of new capital egquipment
and construction costs. These expenses are incurred well in advance of receiving revenues from customers. Beginning in late 2005, in
order to shorten the time a customer had to wait between commitment and initial service delivery, we implemented a strategy to
deploy networks where not all sites had committed customer orders at the start of deployment. We atered this strategy in early 2007
to only construct networks where the substantial majority of sites had a committed customer. However, as a consequence of our
previous strategy, we have an inventory of sites where T-1 equivalents are available following completion of a deployment project,
including some sites where no T-1 equivalents are being used to deliver services or generate revenues.

During the third quarter of 2008, we achieved the following significant financial and operational milestones:

e Billing sites grew 6% to 2,730 in the third quarter of 2008 from 2,584 at the end of the second quarter of 2008. Billing
sites grew by 37% year-over-year;

e Billing customer locations grew 10% to 5,832 in the third quarter of 2008 from 5,279 at the end of the second quarter of
2008. Billing customer locations grew by 79% year-over-year;

e Billing T-1 equivalents grew 12% to 22,522 in the third quarter of 2008 from 20,127 at the end of the second quarter of
2008. Billing T-1 equivalents grew by 87% year-over-year;

e Average monthly revenue per billing site grew 5% to $1,679 in the third quarter of 2008 from $1,605 in the second
quarter of 2008.

e Adjusted EBITDA improved to aloss of $6.4 million in the third quarter of 2008 from $9.7 million in the second quarter
of 2008.

As of September 30, 2008, we had deployed 3,096 sites, of which 2,730 had billing customers. A deployed site may not yet
be billing for various reasons including:

e We have sold service at that site, but have not yet commenced providing service to the customer; or

e We have not yet sold any service at that site, but the site islocated in amarket in which wireless carriers who are our
customers operate but with whom we may not have yet secured a commitment for this specific market.

Sites where we have sold service but not yet commenced providing service may be subject to factors including:
e The customer is not yet able to take delivery of the T-1 equivalent;

e Other elements of the network between the site and the drop-off location are not yet constructed, so service cannot yet be
delivered; or

e During certain periodsin certain markets, we may complete construction of sites at a faster rate than the services associated
with those sites can be provisioned to the customer, resulting in atemporary increase in the number of sites not yet billing.

Our business plan depends on the fact that most, if not all, sites will generate revenue at some future date sufficient to fully
recover our investment in property and equipment. If we are unable to generate sufficient revenues from these sites in the future, our
business, financial condition and results of operations would be adversely affected. We have recognized relatively limited amounts of
revenues to date, have generated operating and net |osses and negative cash flows and expect to generate operating and net losses and
negative cash flows for the foreseeable future. (See “Liquidity and Capital Resources’ below).

Service Revenues

We generate revenue by charging a monthly recurring charge per T-1 equivalent. Increasing revenues on a per site basisis
one of our most important objectives. Revenue per billing site, shown in the Performance Measures table herein, is akey metric
reflecting our ability to scale and leverage our existing network. The duration of our customer contracts are generally three or five
years.

We have derived a significant portion of our historic revenues from the following customers as shown below:
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Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
AT&T Mohbility 38% 54% 41% 59%
Sprint Nextel 35% 21% 32% 17%
T-Mobile 16% 13% 15% 13%

Accounts receivable from these customers comprised the following percentages of our total accounts receivable balances at
September 30, 2008 and December 31, 2007:

September 30, 2008 December 31, 2007

AT&T Mobility 40% 45%
Sprint Nextel 34% 23%
T-Mobile 15% 21%

Costs and Expenses

The major components of our cost of service revenues are:

e Leasing. Weincur charges for site lease expense for space leased at our sites. For lease arrangements that have rent
escalation provisions, we account for |ease expense on a straight-line basis over the lease term.

e Fiber Service Providers. We pay charges to our fiber service providers for the purchase and lease of fiber.

e Field Technicians. These are charges primarily of engineering and maintenance personnel expenses including stock-
based compensation.

e Other. Thisincludes costs for site evaluation, site maintenance, power, program and project management, costs related
to unsuccessful site acquisitions that are incurred during deployment and personnel costs to monitor the network.

We expect cost of service revenuesto increase in future periods as we execute our business plan to grow our network
operations.

Construction of our network operations is a complex process involving the interaction and assembly of multiple components
including internal labor, third party costs and equipment costs. We regularly assess the realizability of costs accumulated in
construction-in-progress as we execute our network build plans. During the three months ended September 30, 2008 and 2007, we
recorded an impairment charge of $0.9 million and $0.4 million, respectively, relating to this process which isincluded in cost of
service revenues. During the nine months ended September 30, 2008 and 2007, this impairment charge was $14.3 million and $1.0
million, respectively.

During the third quarter of 2007, we suspended development activitiesin the Carolina' s market where we had not yet
generated hilling customers. Third party project management fees and construction costs, capitalized as construction-in-progress, had
an aggregate net carrying value of $4.4 million at September 30, 2007 and had no aternative use or salvage value. The resultant long-
lived asset impairment charge of $4.4 million isincluded in cost of service revenues for the quarter ended September 30, 2007. In
connection with the suspension of development activities in this market, we paid contract termination costs and one-time termination
benefits totaling $0.2 million. These were also included in cost of service revenues for the quarter ended September 30, 2007. See
Note 5, Impairment of Long-Lived Assets and Other Charges, in the Notes to Condensed Consolidated Financial Statements for
further information.

Sales and marketing expenses are comprised primarily of compensation and related benefits, including stock-based
compensation and travel expenses. We expect sales and marketing expenses to increase in future periods as a result of expanding our
operations.

General and administrative expenses primarily consist of compensation and related benefits including stock-based
compensation, recruiting fees, travel expenses, professional fees and insurance. We do not expect general and administrative expenses
to grow during 2008.
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Depreciation and amortization expenses primarily consist of depreciation related to the deployment of network sites and the
amortization of certain intangible assets. We expect depreciation expense to increase in future periods as a result of deploying and
commencing depreciation on additional sites.

During the three and nine months ended September 30, 2008, we recorded a restructuring charge of $0.4 million and $6.0
million, respectively, as aresult of management’s decision to restructure our operations to reflect changesin our strategic plan
designed to reduce costs. The resultant restructuring charge reflects i) management’ s decision to cease market development activities
in the Carolina’s market resulting in an exit plan for our site operating leases, ii) termination benefits under aworkforce reduction of
59 employees consistent with our current network deployment plan and iii) the consegquent termination or renegotiation of excess
office space including the former headquartersin New Jersey. See Note 4, Restructuring Charge, in the Notes to Condensed
Consolidated Financial Statements for further information.

Asaresult of afurther declinein our market equity value during the quarter ended March 31, 2008, we believed an indicator
of further impairment of goodwill existed and, accordingly, performed an interim review of the value of our goodwill. In the quarter
ended March 31, 2008, we concluded that the carrying value of goodwill was fully impaired and recorded an impairment charge of
$86.1 million, reducing the fair value of goodwill to zero at March 31, 2008. The carrying value of goodwill was reduced by $61.4
million and $86.5 million in impairment charges recorded in the third and fourth quarters of 2007, respectively. See Note 6,
Impairment of Goodwill, in the Notes to Condensed Consolidated Financial Statements for further information.

Interest income and interest expense is primarily the result of interest earned on investment of cash proceeds and interest cost
incurred as aresult of the $402.5 million of gross proceeds from the convertible senior secured notes issued in November 2006. See
Note 7, Convertible Senior Secured Notes, in the Notes to Condensed Consolidated Financia Statements for further information.

Challenges Facing Our Business

In addition to the risks described in the section entitled Risk Factorsin Item 1A of our Annual Report on Form 10-K for the
year ended December 31, 2007 and in Item 1A of this Report, there are various challenges facing our business including deploying
new sites in a predictable manner, scaling our business and managing growth, acquiring new customers on existing sites, the
concentrated nature of our customers and the emerging nature of our market.

Deploying new sitesin a predictable manner can be challenging given the difficulties in dealing with numerous landlords in
order to lease space on sites, complying with the various zoning and permitting laws of different cities or districts, and managing the
contractors involved with construction, program and project management. We have taken steps to reduce deployment unpredictability
by engaging with large, well-established, turnkey vendors that are experienced in this area. Additionally, we concentrate on selecting
sites owned by major tower operators with whom we aready have agreements, which we believe will help minimize the risk of failing
to negotiate a definitive lease for a site.

We are arapidly growing company, and hiring qualified personnel and devel oping processes and systems rapidly are
necessary in order to grow successfully. If we cannot hire qualified employees, manage our growth and devel op these systems and
processes successfully, our business would be adversely affected.

As described above, acquiring customers on existing sites in atimely fashion isimportant for appropriate return on the capital
that we invest, particularly since we incur significant costs in preparing sites to become operational. In many cases, these costs are
incurred well in advance of having committed revenue from a customer. Our business, financial condition and results of operations
will be negatively affected if we do not obtain sufficient revenues from constructed sites.

We are arelatively new entrant into a highly concentrated market with few potential customersin any particular market.
Maintaining and growing our existing rel ationships with the leading wireless carriers and developing new relationships with other
carriers are critical to our success.

We operate in an emerging market. Our future success depends on an increased demand for wireless services for voice and
other mobile broadband services such as transmissions of photos or videos and internet communication.

Results of Operations

Presented below are selected statements of operations data for the three and nine months ended September 30, 2008 and 2007
that have been derived from our unaudited condensed consolidated financial statements. Y ou should read this information together
with the unaudited condensed consolidated financia statements and related notes that are included elsewhere in this document. Our
historical results are not necessarily indicative of the results that are expected in future periods.
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Statements of Operations Data:
(In thousands)

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

Service revenues $ 13,383 $ 7264 $ 34,957 $ 18,875
Cost of service revenues (excluding depreciation and amortization) (15,819) (13,335) (48,220) (38,296)
Cost of service revenues - impairment of long-lived assets and other

charges (885) (4,966) (14,318) (5,632)
Sales and marketing (1,020) (2,219) (4,601) (6,154)
General and administrative (4,530) (5,595) (15,493) (18,461)
Depreciation and amortization (6,090) (4,904) (17,908) (13,127)
Restructuring charge (438) — (5,962) —
Impairment of goodwill — (61,407) (86,093) (61,407)
Interest income 1,083 4,707 4,757 14,756
Interest expense (11,397) (10,118) (34,306) (33,912)
Miscellaneous income (expense), net 38 (66) 48 280
Net loss $ (25675 $ (90,639) $ (187,139) $ (143,078)

The following table sets forth selected statements of operations data as a percentage of our service revenues for each of the
periods indicated.

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

Service revenues 100% 100% 100% 100%
Cost of service revenues (excluding depreciation and

amorti zation) (118)% (184)% (138)% (203)%
Cost of service revenues - impairment of long-lived assets

and other charges (N% (68)% (41)% (30)%
Sales and marketing (8)% (3D)% (13)% (33)%
General and administrative (34)% (7T7)% (49)% (98)%
Depreciation and amortization (46)% (68)% (51)% (70)%
Restructuring charge (3)% — (17)% —
Impairment of goodwill — (845)% (246)% (325)%
Interest income 8% 65% 14% 78%
Interest expense (85)% (139Y% (98)% (180)%
Miscellaneous income (expense), net 0% (1)% 0% 1%
Net loss (192)% (1,248)% (535)% (758)%

Non-GAAP Financial Measures

We use the total adjusted EBITDA, which isanon-GAAP (Generally Accepted Accounting Principles) financial measure to
monitor the financia performance of our operations. This measurement, together with GAAP measures such as revenue and loss from
operations, assists management in its decision-making processes relating to the operation of our business. Adjusted EBITDA is
defined as net income (loss) from operations before interest, taxes, depreciation and amortization, impairment and restructuring
charges, stock-based compensation and other income (expense). Adjusted EBITDA is not a substitute for operating income, net
income (loss), or cash flow used in operating activities as determined in accordance with GAAP, as a measure of performance or
liquidity. In addition, our presentation of adjusted EBITDA may not be comparable to similarly titled measures reported by other
companies. Thisnon-GAAP financial measure should be viewed in addition to, and not as an aternative for, our reported financial
results as determined in accordance with GAAP.

The following table shows the calculation of our total adjusted EBITDA reconciled to net loss.
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Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Net loss $ (25675 $ (90,639) $ (187,139) $ (143,078)
Adjustments:
Depreciation and amortization 6,090 4,904 17,908 13,127
Stock-based compensation 1,590 2,002 4,726 6,336
Impairment of long-lived assets and other charges 885 4,966 14,318 5,632
Restructuring charge 438 — 5,962 —
Impairment of goodwill — 61,407 86,093 61,407
Interest income (1,083) (4,707) (4,757) (14,756)
Interest expense 11,397 10,118 34,306 33,912
Miscellaneous (income) expense, net (38) 66 (48) (280)
Adjusted EBITDA $ (6,396) $ (11,883) $ (28631) $  (37,700)

Three months ended September 30, 2008 compared to three months ended September 30, 2007

Service revenues for the three months ended September 30, 2008 increased 84% to $13.4 million from $7.3 million for the
three months ended September 30, 2007. This increase was primarily driven by the addition of 2,580 new billing customer locations
and greater penetration in existing markets, leading to an 87% increase in the number of billing T-1 equivalent lines during the
previous 12 months. Service revenuesin the third quarter of 2008 also include revenue from the delivery of Ethernet-based links to
Sprint Nextel under our 4G backhaul contract. The average monthly revenue generated per billing site increased to $1,679 during the
three months ended September 30, 2008 from $1,261 for the same period of 2007 despite discount volume targets being achieved by
certain customers.

Cost of service revenues (excluding depreciation and amortization) increased 19% to $15.8 million for the three months
ended September 30, 2008, compared to $13.3 million for the three months ended September 30, 2007. This increase was primarily
due to higher site lease expense and fiber service provider charges incurred to support the billing sites that were added to the network
during the past year. During the three months ended September 30, 2008, the Company incurred approximately $0.3 million in
material and contractor costs associated with the recovery from Hurricane Ike. Partialy offsetting this increase were the effects of the
workforce reduction in the second quarter of 2008.

Cost of service revenues also includes $0.9 million in the three months ended September 30, 2008 and $0.4 million for the
same period of 2007, of long-lived asset impairment charges related to our assessment of the realizability of costs accumulated in
construction-in-progress. In addition, during the third quarter of 2007, we suspended development activities in the Carolina’ s market
where we had not yet generated billing customers. Third party project management fees and construction costs, capitalized as
construction-in-progress, had an aggregate net carrying value of $4.4 million at September 30, 2007 and had no aternative use or
salvage value. The resultant long-lived asset impairment charge of $4.4 million isincluded in cost of service revenues for the quarter
ended September 30, 2007. In connection with the suspension of development activities in this market, we paid contract termination
costs and one-time termination benefits totaling $0.2 million. These were aso included in cost of service revenues for the quarter
ended September 30, 2007. See Note 5, Impairment of Long-Lived Assets and Other Charges, in the Notes to Condensed
Consolidated Financial Statements for further information.

Service revenues tend to lag cost of service revenues initially for new sites, especially in new markets, because there are
certain upfront costs that are generally incurred for a period of time before a site generates revenue. These costs include site evaluation
expenses, lease payments that are incurred before the site generates revenues, paymentsto fiber service providersin order to ensure
sufficient capacity is available to carry new traffic, aswell as costs related to unsuccessful site acquisitions that are incurred during
deployment. Due to the fact that most of our sites are relatively new, cost of service revenues (excluding depreciation and
amortization) have historically exceeded service revenues.

Sales and marketing expenses decreased 54% to $1.0 million for the three months ended September 30, 2008, compared to
$2.2 million for the three months ended September 30, 2007. The decrease reflects alower commission accrual in the third quarter of
2008 over the comparable period of 2007 due to changes to our 2008 commission plan and the effects of the workforce reduction.

Genera and administrative expenses decreased 19% to $4.5 million for the three months ended September 30, 2008, from

$5.6 million for the three months ended September 30, 2007. This decreaseis primarily due to lower professional and consulting fees
relating to public company-related costs and the effects of the workforce reduction.
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Depreciation and amortization expense increased 24% to $6.1 million for the three months ended September 30, 2008 from
$4.9 million for the three months ended September 30, 2007. This increase reflects $58.5 million in capital additions year over year
driven by the addition of 441 new deployed sites during the past 12 months.

Interest income decreased 77% to $1.1 million for the three months ended September 30, 2008 from $4.7 million for the three
months ended September 30, 2007. The reduction was due to lower cash balances available for investment and lower interest rates.

Interest expense increased 13% to $11.4 million for the three months ended September 30, 2008 from $10.1 million for the
three months ended September 30, 2007. The increase was primarily due to areduction in the amount of interest expense which was
capitalized.

Nine months ended September 30, 2008 compared to nine months ended September 30, 2007

Service revenues for the nine months ended September 30, 2008 increased 85% to $35.0 million from $18.9 million for the
nine months ended September 30, 2007. This increase was primarily driven by the addition of 2,580 new billing customer locations
and greater penetration in existing markets, leading to an 87% increase in the number of billing T-1 equivalent lines during the
previous 12 months. Service revenuesin the first nine months of 2008 also include revenue from the delivery of Ethernet-based links
to Sprint Nextel under our 4G backhaul contract. The average monthly revenue generated per hilling site increased to $1,575 during
the nine months ended September 30, 2008 from $1,235 for the same period of 2007 despite discount volume targets being achieved
by certain customers.

Cost of service revenues (excluding depreciation and amortization) increased 26% to $48.2 million for the nine months ended
September 30, 2008, compared to $38.3 million for the nine months ended September 30, 2007. This increase was primarily due to
higher site lease expense and fiber service provider charges incurred to support the billing sites that were added to the network during
the past year. Partially offsetting this increase were the effects of the workforce reduction in the second quarter of 2008. The nine
months ended September 30, 2008 included a $0.3 million reversal of previously recognized compensation cost related to the
cancellation of unvested restricted stock and stock options for employees who were part of the workforce reduction discussed at Note
4, Restructuring Charge, in the Notes to Condensed Consolidated Financial Statements.

Cost of service revenues aso includes $14.3 million in the nine months ended September 30, 2008 and $1.0 million for the
same period of 2007, of long-lived asset impairment charges related to our assessment of the realizability of costs accumulated in
construction-in-progress. In addition, during the third quarter of 2007, we suspended development activities in the Carolina’ s market
where we had not yet generated billing customers. Third party project management fees and construction costs, capitalized as
construction-in-progress, had an aggregate net carrying value of $4.4 million at September 30, 2007 and had no aternative use or
salvage value. The resultant long-lived asset impairment charge of $4.4 million isincluded in cost of service revenues for the quarter
ended September 30, 2007. In connection with the suspension of development activities in this market, we paid contract termination
costs and one-time termination benefits totaling $0.2 million. These were aso included in cost of service revenues for the quarter
ended September 30, 2007. See Note 5, Impairment of Long-Lived Assets and Other Charges, in the Notes to Condensed
Consolidated Financial Statements for further information

Sales and marketing expenses decreased 25% to $4.6 million for the nine months ended September 30, 2008, compared to
$6.2 million for the nine months ended September 30, 2007. The decrease reflects alower commission accrual in the first nine
months of 2008 over the comparable period of 2007 due to changes to our 2008 commission plan and the effects of the workforce
reduction. The nine months ended September 30, 2008 included a$0.1 million reversal of previously recognized compensation cost
related to the cancellation of unvested restricted stock and stock options for employees who were part of the workforce reduction.

Genera and administrative expenses decreased 16% to $15.5 million for the nine months ended September 30, 2008, from
$18.5 million for the nine months ended September 30, 2007. This decrease is primarily due to lower professional and consulting fees
relating to public company-related costs and the effects of the workforce reduction.  The nine months ended September 30, 2008
included a $0.5 million reversal of previously recognized compensation cost related to the cancellation of unvested restricted stock
and stock options for employees who were part of the workforce reduction.

Depreciation and amortization expense increased 36% to $17.9 million for the nine months ended September 30, 2008 from
$13.1 million for the nine months ended September 30, 2007. This increase reflects $58.5 million in capital additions year over year
driven by the addition of 441 new deployed sites during the past 12 months.

During the three and nine months ended September 30, 2008, we recorded a restructuring charge of $0.4 million and $6.0
million, respectively, as aresult of management’s decision to restructure our operations to reflect changesin our strategic plan
designed to reduce costs. The resultant restructuring charge reflects i) management’ s decision to cease market development activities
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in the Carolina’s market resulting in an exit plan for our site operating leases, ii) termination benefits under aworkforce reduction of
59 employees consistent with our current network deployment plan and iii) the consegquent termination or renegotiation of excess
office space including the former headquartersin New Jersey. See Note 4, Restructuring Charge, in the Notes to Condensed
Consolidated Financia Statements for further information.

Asaresult of theimpairment evaluation of the fair value of the carrying amount of goodwill performed during the quarter
ended March 31, 2008, we recorded a goodwill impairment charge of $86.1 million during the three months ended March 31, 2008
reducing the fair value of goodwill to zero at March 31, 2008. The carrying value of goodwill was reduced by $61.4 million in
impairment charges recorded in the third quarter of 2007. See Note 6, Impairment of Goodwill, in the Notes to Condensed
Consolidated Financia Statements for additional information.

Interest income decreased 68% to $4.8 million for the nine months ended September 30, 2008 from $14.8 million for the nine
months ended September 30, 2007. The reduction was due to lower cash balances available for investment and lower interest rates.
Miscellaneous income for the nine months ended September 30, 2007 included $0.6 million for the change in the fair value of the
embedded derivative associated with the convertible notes.

Interest expense increased 1% to $34.3 million for the nine months ended September 30, 2008 from $33.9 million for the
nine months ended September 30, 2007. The increase was primarily due to areduction in the amount of interest expense which was
capitalized.

Perfor mance M easur es

In managing our business and assessing our financial performance, we supplement the information provided by financial
statement measures with several customer-focused performance metrics to assess the growth and evaluate the performance of our
operations. In addition to traditional financial evaluations, including performance against budget, we aso consider non-financial
measurements, the most important of which are the number of sites deployed, number of sites billing, the number of customer
locations billing and total T-1 equivalents billing. The number of sites deployed represents sites from which we could deliver our
servicesin a particular market. Customer locations billing are carrier locations, at which we currently provide T-1 equivalents. A
deployed site could have multiple customer (carrier) locations. The number of sites billing represents the number of deployed sites on
which we currently have sold at least one T-1 equivalent to a customer. A T-1 equivalent isan increment of bandwidth that the
Company sells of approximately 1.54 megabits per second. This can be for either TDM or Ethernet-based backhaul.

We consider these to be key metrics because the number of sites constructed is akey factor in determining the amount of
additional capital expenditures required to grow the network and the number of field personnel required to support our operations and
sales growth. Sites billing, the number of customer locations billing and the number of T-1 equivalents per sites billing are all
indicators of the productivity of the network.

The following table shows quarterly key operating metric information.
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Three Months Ended
Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31,
2008 2008 2008 2007 2007 2007 2007

Billing Sites:

Billing sites added 146 237 199 157 143 265 254

Ending billing sites 2,730 2,584 2,347 2,148 1,991 1,848 1,583

Billing sites/ sites deployed 88% 86% 81% 76% 75% 75% 70%

Average monthly revenue/ site $ 1679 $ 1605 $ 1440 $ 1337 $ 1261 $ 1203 $ 1,241
Billing Customer L ocations:

Billing customer locations added 553 779 649 599 433 613 402

Ending billing customer locations 5,832 5,279 4,500 3,851 3,252 2,819 2,206

Colo rate 2.14 2.04 1.92 1.79 1.63 153 1.39
Billing T-1 Equivalents:

Billing T-1 equivalents added 2,395 2,974 2,952 2,171 1,823 1,884 1,454

Ending billing T-1 equivalents 22522 20,127 17,153 14,201 12,030 10,207 8,323

T-1's per customer location 3.86 3.81 3.81 3.69 3.70 3.62 3.77

T-1's/ billing site 8.25 7.79 7.31 6.61 6.04 5.52 5.26
Sites Deployed:

FiberTower sites constructed 87 98 98 158 190 193 276

Ending sites deployed 3,096 3,009 2,911 2,813 2,655 2,465 2,272

Billing Stes are installed sites from which we provide revenue producing services(s) to customer(s).
Average Monthly Revenue / Site is the average monthly revenue per billing site.

Billing Customer Locations are carrier locations at which we currently provide revenue producing service(s). Our sites could have
multiple customer locations.

Colo rate is the number of customer locations per billing site.
Billing T-1 Equivalent is either a T-1 or another increment of bandwidth of approximately 1.54 megabits per second.

Stes Deployed represents installed sites that are ready for the provision of services. Our sites can be located on cell towers, rooftops,
or other points of bandwidth aggregation.

Liquidity and Capital Resources

Our business does not currently generate sufficient cash flow from operations to fund our short-term or long-term liquidity
needs, and we may not be able to generate cash flow from operations sufficient to meet our liquidity needs in the future, which would
require us to continue to raise funds through external sources. We have relied on the proceeds from equity and debt financingsto
provide cash for our operations.

On November 9, 2006, we completed the sale of $402.5 million of 9.00% Convertible Senior Secured Notes due on
November 15, 2012 (“Notes’). The Notes were sold in a private placement exempt from the registration requirements of the Securities
Act of 1933, as amended. The Notes are fully guaranteed, jointly and severally, by us and each of our subsidiaries. The Notes contain
certain anti-dilution provisions that will cause the conversion price of the Notes to be reduced under certain circumstances. We
currently expect that such anti-dilution provisions will be triggered on November 15, 2008, which will result in areduction to the
conversion price. See Note 7, Convertible Senior Secured Notes, in the Notes to Condensed Consolidated Financial Statements for
further information.

Our primary liquidity needs arise from capital requirements necessary to expand our network and fund operating losses. We
had unrestricted cash and cash equivalents and certificates of deposit of $163.6 million at September 30, 2008.
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We also require cash to service the interest on the Notes described above. Upon closing the sale of the Notes to the initial
purchasers, we deposited into an escrow account $68.5 million of the net proceeds from the Notes offering, which, together with the
proceeds from the investment thereof, will be sufficient to make the first four semi-annual interest payments on the Notes. Thereafter,
we have the option to pay interest on any or all of the next four semi-annual interest payment dates in additional notes. 1n May 2008,
November 2007 and May 2007, the Company made its first three interest payments of $18.1 million, $18.1 million and $18.7 million,
respectively. Our ability to pay our expenses and make payments due on the Notes depends on our future performance, which will be
affected by financial, business, economic, legisiative and other factors, many of which are beyond our control.

We anticipate that we will continue to invest significantly in deploying our network over the next several years. The size of
our capital requirements will depend on numerous factors, including our ability to grow revenues, control costs, and deploy our
network on atimely basis according to plan and customer requirements. We will require significant cash expenditures related to
capital construction costs and operating losses. We anticipate that we will use no more than $50 million of cash for capital
expenditures during 2008 to expand our network. However, if market conditions warrant, we are able to slow the amount of capital
expenditures to alevel consistent with the business needs at that time.

In the future, we intend to obtain financing through the issuance of additional equity or debt securities, or both. There can be
no assurance that this additional financing will be available on terms acceptable to usor at al. If we are unable to raise sufficient
funds, we may need to reduce our operations or delay our expansion. In addition, we may be required to sell assets or incur additional
debt, or we may need to refinance al or a portion of our indebtedness at or before maturity. We may not be able to accomplish any of
these alternatives on terms acceptable to us, or at al. In addition, the terms of existing or future debt agreements may restrict us from
adopting any of these alternatives.

Cash Flow Analysis

Our principal liquidity requirements are primarily for working capital purposes and the expansion of our network through our
investment in network equipment and site acquisition and construction costs.

Operating Activities

In the nine months ended September 30, 2008, net cash used in operating activities increased by $8.0 million to $50.4 million
compared to cash used in operating activities of $42.5 million for the nine months ended September 30, 2007. The negative cash flow
from operationsin the nine months ended September 30, 2008 was primarily caused by anet loss of $187.1 million and a reduction of
accounts payable of $9.0 million due to the payment of vendors, offset by an increase of $9.0 million in accrued interest payable
related to our notes and non-cash charges of $140.1 million.

The following table shows non-cash charges included in net cash used in operating activities:

Nine Months Ended September 30,

2008 2007
Non-cash charges:
Depreciation and amortization $ 17,908 $ 13,127
Accretion of convertible notes 10,756 9,331
Stock-based compensation 4,726 6,336
Impairment of long-lived assets and other charges 14,318 5,388
Restructuring charge 4,287 —
Impairment of goodwill 86,093 61,407
Other, net 2,034 (776)
Total non-cash charges $ 140,122 $ 94,813

Investing Activities

Net cash used in investing activities consisted primarily of our investment in network equipment and site construction costs
as well as the back-office systems to support the network. As of September 30, 2008, we provided servicesto 2,730 billing sitesin 13
markets throughout the U.S., an increase of 582 billing sites during the first nine months of 2008.

24




Table of Contents

In the nine months ended September 30, 2008, there were $34.0 million in capital additions as compared to $80.7 million in
the first nine months of 2007. During the first nine months of 2008 and 2007, we completed deployment of 283 and 659 new sites,
respectively. Inthefirst nine months of 2008, additional capital spending went into deploying incremental customers at existing sites
relative to the first nine months of 2007. In addition, the Company incurred capital expenditures to support site builds beyond the third
quarter of 2008. We anticipate that we will use no more than $50 million of cash for capital expenditures during 2008 to expand our
network. However, if market conditions warrant, we are able to slow the amount of capital expendituresto alevel consistent with the
business needs at that time.

In the nine months ended September 30, 2008 and 2007, our restricted cash and investments were reduced by $18.5 million
and $17.5 million, respectively, reflecting our interest payments in May of 2008 and 2007 of $18.1 million and $18.7 million,
respectively, on the Convertible Senior Secured Notes, not all of which was paid out of restricted cash. During the first nine months
of 2008, there were $0.8 million in net maturities of certificates of deposit used in current operations. During the first nine months of
2007, there were $4.6 million in net purchases of short-term investments.

Financing Activities

Net cash of $0.4 million was provided by the exercise of stock options during the nine months ended September 30, 2008, as
compared to $1.6 million for the same period of 2007.

Debt Obligations and Restricted Cash and I nvestments

At September 30, 2008