
WINSTAR0 "

VIA HAND DELIVERY

Ms. Magalie Roman Salas
Secretary
Federal Communications Commission
1919 M Street, N.W.
Washington, D.C. 20554

FY r·~r-n:: OR U\TC FILED

February 25, 1999

RECEIVED
FEB 25 1999

Re: Notice of Ex Parte Presentation; CS Docket 96-83; CC Docket No. 96-98;
IB Docket 97-9/

Dear Ms. Salas: EX PARTE OR LATE F\lED

On February 23, 1999, William Rouhana, Timothy Graham and the undersigned,
on behalf of WinStar Communications, Inc. ("WinStar"), met with Commissioner Harold
Furchtgott-Roth and his Senior Legal Advisor and Chief of Staff, Paul Misener. During
the meeting, WinStar discussed its positions on record in the above-captioned
proceedings concerning non-discriminatory access to buildings and rights-of-way and
urged the Commission to act on its outstanding pleadings. WinStar is enclosing a copy of
its handout from the meeting. Pursuant to Section 1.1206(a) of the FCC's rules, 47
C.F.R. § 1.1206(a), we are filing with the Secretary an original and 6 copies of this notice
of ex parte presentation.

Should there be any questions regarding the above, please do not hesitate to
contact the undersigned at 202-833-5678.

Very truly yours,

/
~--PZ4~

Joseph M. Sandri, Jr.
VP & Regulatory Counsel

Enclosures

cc: Commissioner Furchtgott-Roth (w/o encl.)
Paul Misener (w/o encl.)

Wlnstar Communications. Inc.

1146 19th Street, NW.· Suite 200· Washington, D.C. 20036· TEL 202 833 5678· FAX 2026591931



WinStar Communications, Inc.
February 23,1999

1. lntroduction to WinStar Communications, Inc.
• 38 GHz licenses
-over 200 area licenses, each covering up to 10,000 square miles
-licenses in the top 50 U.S. cities
• 31 GHz and 28 GHz licenses (LMDS); 3'd highest bidder at recent LMDS auction
• Hub Networks attached to Lucent Class 5 Switches
• Approximately 2600 employees worldwide
• Interconnection Agreements Completed
-RBOCs, GTE, Sprint, major independent LECs
• CLEC Authority - 35 jurisdictions; CAP Authority - 42 jurisdictions
• IXC Authority - 47 jurisdictions

2. Process outstanding 39 GHz applications.

3. The Telecommunications Act of 1996 was crafted precisely for companies like WinStar

4. Satellite Encroachment
• Engineering studies clearly prove that ubiquitous satellite systems cannot economically or

feasibly share the same spectrum with high density fixed services

5. Non-Discriminatory Access to Customers via Building Rooftops, Inside Wire and Rights-of-Way is
essential to the success of Wireless CLECs.

• Rule on WinStar's Petition/or Reconsideration or Clarification filed Sept. 30, 1996, in the
Interconnection proceeding (CC Docket No. 96-98). WinStar seeks clarification that Section

. 224 of the Act requires, where technically feasible and safe, access by providers of facilities
based telecommunications services to ducts, conduits, rights-of-way, roofs and poles, within
and on a building, that are owned or controlled by utilities, including ILECs and electric
utilities. Clarification is also sought that CLECs have a right to access house riser cable and
conduit as unbundled network elements.

• Large-scale Competitive Telecommunications Networks Are Stopped at the last "100 feet";
• Building owners hold virtual monopoly control over tenant access to competitive

telecommunications providers;
• Incumbent LECs often pay nothing for building/customer access;
• Federal solution needed
• LMDS and broadband satellite systems success is also tied to building/customer access
• Section 207 of the Act clearly provides the FCC with authority to prevent the blockage of

video signals to viewers.
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The WinStar Story

e Large Market Opportunity

e Innovative Solution

e Established Position

e Demonstrated Execution

1

_ -- --- - ---._- - - ..--.-.-~" _- -- .-.- --- -.--.- --.1.



-I
:::T
ro

~--::s
(f)

6T...,



WinStar Point to Multipoint
Metropolitan Area Network

WinStar Local
Switch

Internet
Service

Provider.
•·•···•·.

'·7 /'"",,

""",~"",.,,,,_,.,w._..,,..
····,"'·,··"' ...... + .. c,.-..dHo

Fiber
Ring
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• Lowers Network Build-Out and
Operating Cost

• Greatly Expands Addressable
Market

• Integrates Voice/Video/Data
Network

• Bandwidth on Demand
• 4 Major Vendors

WinStar Hu

600



Size of Global Business Telecom,/Market

($ Billions)

Segment

Local
(Domestic)

Long Distance
(Domestic)

Data
(Global)

Aggregate
1999 Market

rv$55

rv$45

$20 - $30

"Aggregate
Rev Growth
Rate

rv6°/0

rv8°10

>30°10

Local Exchange Carriers have> 95°10 of Domestic Local Market Revenue After 10 years
of CLEC Competition

International Market Virtually 100°/0 Controlled by PTT'S

Source: Company Estimates
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Current Market Environment

-Static Pricing

e Lack of Product Line Innovation'0Y!"~i)".!d')

e Deregulation

e Technology Gap

e Expansion of Mass Market Demand for
Broadband Services

-,,_... . --_._- -- _. __ .J.
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Computing Trends Drive Demand
for Bandwidth

-.- - ---.-.----- . - '-.--'- .... -..--~- ..... --.---- .----.--- ....--.1.

Processor ARPlications

Next Generation Mass-market
applications
incorporating
live motion
image
processing PC

Wetr~6rowsing

Streaming
Video

Still Image
Download

Full-motion
Interactive Video

C6nferencing

Fax
9.6

56
28.8

1,544

Bandwidth in Kilobits
I

4,000

Mass-market
web browser
penetration

Graphical user
interfaces

486

Pentium

286 Lotus 1-2-3
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1980's Early 1990's Late-1990's 2000+
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Untapped Market Ripe for Conversion
...._------_ -._-_ _.. - -_ _........ .....•• ._-----_._-_.._._-------- ._-- ---_. __._-------._.. . _...••---_.__._.. _- ..__._-_.._.-'.

o ~ .!!! '!Z! Tt K

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

750,000

Total Number of
Commercial Buildings

0,000

Number ofBUildings Directly
Reached by CLEe Fiber

Note: Despite Mass Market Demand for Bandwidth the Fiber Business Model Cannot Scale to Ubiquity
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Fiber Is Reaching Its Addressable
Market Limit

1.

Annual Growth in Domestic Fibered Buildings

1998

9%

1997

47%

100%

80%
65%

I .•J~

60%

40%

20%

0% I

1996

Note: International Market Possesses a Limited Number of Fibered BUildings
Source: Piper Jaffray Equity Research
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Wireless Fiber's Superior Scala9i~ity

Point to
MUltipoint

Addressable Buildings 100,000+

Lines Sold to Break Even 10
on Capital*

Incremental Link Cost $6.5K

Capital Cost to Connect $25K

Point to Point

15,000 +

20

<$20K

< $50K

Fiber

N10,OOO

"'165

N$300K

N$400K

Time to Provision Days

Capacity Delivered 250 Mbsl
3,000 + Lines

Ubiquitous Yes

Days

45 Mb~rf:i

672 Lines

Yes

Months

Unlimited

No
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WinStar's Expanding Cost Advantage
'».,»». ._ ._._.__ ,.~_~._••c.~ __~~c c _»_~_~_c _.» __.~ c•• _ •.•_ _ ••_» '.""'''_ _ c._ __~••__~_._~.•_".._~..~~;•• __ ~c.,>

~st~Bu~~w~nadh~~o~~~~e~&~e
ilil'ii\ilili~b"~fJi 'l'lfl~';in~'. ij,.ijA*. :'!iii_ilI ~lriiiiilia_~1illlki:a~HiilIli~.~_W.~~.j~I~;I#'i<l~';lO'.'1~iiiili' '» •

Expense
Construction I Technology

900/0 1100/n.>"."cwzrttrr_~ Fiber

Construction I Technology
O/ft I 800/0

Wireless
Fiber
Service
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Capital Cost Per Wireless T-1
...... _.. . - --- .. __ _.. ---- ..- - .-1.

$3,500

$3,000

$2,500

$2,000

$1,500

$1,000

$500

$0
1995 1997

Note: Reduced Capital COst Increases Addressable Market

Source: Company Estimates 11
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Superior Market Reacn in One/=I=hira the Time

10,000

Buildings

50,000

40,000

30,000

20,000

10,000
o I • ,

Number of BUJrdi~gs Dir~ctly(
Reached by' Fiber'·

T + 15 years

12

50,000

;'<:'wiJ~Star
Reachable At

YE 2000
T + 4 years



Momentum & Critical Mass on All Fronts
.- ~

e National End to End Broadb,a,nd" Network

e Lucent Relationship

e Focused Organization and Systems

e Project Millennium
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Premier National Spectrum Portfolio

WinStar's Spectrum Holdings, Cover the
Nations Business Market

rt ~~~~
• Cover Over 200 Million People
• > 80% of the Business Market

14
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A Rock Solid Broadband Network
;._. -----"._ .._---_...._.__.. c,_.._. . . •... ~. . ..•.• .~__ .. --".

e 99.999% Rei iabi lity

e Outstanding "Customer Troubles" Record
• WinStar's NYC Trouble Rate for First Week

in December was 0.23 vs. New York PSC
Benchmark of 4.2

e Best Network components

15
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$2 Billion Global Strategic Relationship
with Lucent

---1.

e WinStarSelects Be$t of Breed Technology
~- ~

.,i'·

• Leverages Brain Power andKnc)w H6w of
Both Organizations

e $2 Billion in Vendor Commitment with
$500 Million Immediately Available

e Turnkey Services to Build Out/I:ach New
Global Market and Augment Existing Markets

16



International Expansion Strategy

e Service in 50 Targeted Markets by 2004
(6 Markets by 12/31/99)

• Secure Spectrum in tne~22-40 GHz Bands
e Leverage Domestic Platforms, Systems

and Infrastructure
e Keep Capital Expenditures Lower Through

Initial Focus on Data
e Interconnect Local Wireless Markets With

Backbone Fiber

·,..
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Williams Strategic Transactions
---- ....--.. . ..-_..... -.-.- "."--'...-_.. '" ... - 1.

e Williams Acquires 2·% of WinStar's U.S.
Capacity for $400 Million+

• WinStar Acquires NatIOnal Long-haul Assets
and Services for $640 Million

e Connects WinStar's Local Broadband,¢
Networks NationwiCle ,J~

e Improves EBITDA and Cash Flow

18



Optimal Netwotl<Topt)19gy
.- .._-_.__._~_ ...~.. ...__.__ .. ~

WinStar Broadband Network

"

~'\

'4

Asia/Pacific

Latin America

Western Europe
I

o MFN Intracity Fiber 1RU'

MFN Intercity Fiber IRU'

Williams Fiber IRU'

[[l Spectrum ... Voice Switch

o Elisting Mar1lets iii>. ATM Switch

• Targeted Mar1lets 1:. Frame Switch

I· 111>

~.

• Substantial Portions of This Fiber Networ1l Are Currently Being Constructed
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Focused Organization - Building Access Rights
-~

• Year End 1998

• Access Rights at End of 1999*

• Effect of PMP Technologynf2'OOO*

• Legislative Access Rights (LARs)*
(4 current states)

• Legislative Access Rights*
(additional states)

Year End 2000 Potential Buildings

* Estimated
20

4,200
.§' ,

8,000

12,000 +

15,000

15,000

50,000 +
,



Focused Organizatiorr:..- What We 'Sell

• Basic and Enhanced Services
• Local and Long Distance Phone Serytce
• High Speed Data andInter:net-Aca;~s
• Voice Mail, Web Hosting and Information Services
• Customized Solutions

• 3 Goals
• Drive Network Usage by Selling Multiple Services
• Differentiate Our Services
• Create Customer Loyalty

-~

21 '8~



Focused Organization- How We Sell
.....- .•••...••.•... .. _~ ._~._ ..c.c.~__• ~ . . .. ..•c .-------- ---'--'1.

e 2 Direct Sales Forces
• Small and Medium-sized Businesses
• Large Businesses

e Broadband Data Overlay Sales Force

e Superior Customer Experience

e Marketing $'s Focused on' WinStar Buildings

22
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Focused Organization - Customer
Centric Systems

e Integrated Customer Master Database,

• Scalability, Reliability,Avallability

e Mechanized Business Processes

e Products to Market Quickly

'\.

23
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Focus in Action ...... PrOject MilleJlR+ttm
.-------- --\"

e Sold to 1/000 Buildings in 13 of 30 Markets

e Free Local Service Until Year 2000 with
3-year Commitment and Acteptance of Intralata
Toll Service

e High Margin Business - 100% on Our Network

• Extremely Positive l3.esp6nse - l5aiBil1g On-net
Rates Significantly in,Millenniufn Markets

25



Focus in Action - Millennium On-net Results

e Percentage of Orders in Millennium
Buildings (All On-riel)

New York 93%
Boston 73%
Chicago 65%
Dallas 65%

Los Angeles 56%

1.

26
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Accelerating Customer Acceptance
1.

Cumulative Customers
12,000+

6,000 5,000

3,500

950
190 ;«';;:1

o ..j"- ;11 I 'ii"'. I ,f/' I :;,

2,000

4,000

8,000

12,000

10,000

Dec-96 Mar-97 lun-97 Sep-97 Dec-97 Mar-98 lun-98 Sep...98
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Overall Line Growth

Cumulative Lines Installed
:25',000

I.

250,000

200,000

150,000

30

Jun-98 Sep-98

\jYJlr@~



Rapid Revenue Growth
...... ..•... . _-'_ __ __ _._._.._ ~--_._-_._-_ _ __ .~._--"" .._ _ _----_.... . ",-"._•......",

Annualized CoreRevehue~(InMillions)

$175

$150

$125

$100

$75

$50

$25

$0

$19

$3 $l~i>
....... 1 ,I-r-

Dec-96 Mar-97 Juri-97

$33

Sep-97

$46

Dec-97

$89

Mar-98 Jun-98

$1'76
'i""i'0')

Sep-98

31
\j2r~



On-net Status In Mature Markets

Composition ofLinestls o[September 30, 1998
66°k

On-net ok

33%

18°k

All Markets "Mature" New York Target
Markets Market

I.

• WinStar On-net Gross Margins are 60-70%
32



New York Market Performance"
.. -..- - -- -... ---.----.-.- ---.---- --... _.- -_ --1.
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Accelerating Momentum and
Achieving Critical Mass _

-... - - ..--.. --- - .. - _..- - --.- --- --- -.---.-.-.---.-------.---.---~--.------ - '-"'-"-- ---. --'-1.

'Domestic International
;/0

Dec.. 31, 199§~Dec. 31, 1996 Dec. 31, 1998* Dec. 31,1999*
..

Major Markets with
Sales Offices 10 30 45 6

Field Sales Personnel 100 -500 600+ -50

Buildings BOO 4,200+ B,OQO+ -350

Customers 190 15,000+ ..../i

•••. >

-20035,000+

% of Business Market 10% 45% 75%+ NM
Covered

* Estimated
34
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Extending Breadth & Depth

e Accelerate Build-out to 110 Markets
• 60 Domestic (45 by 12/31/9~l_6Q~~y 12/31/00)
• 50 International (Up tertrby 12/31/99)

e Increase Focus on High-margin
"On-net" Buildings

e Create Multiple Levels of Value Through
Businesses That Drive Traffic to the Net

e Unlock Value of Network Through Additional
Strategic Relationships

I•
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The WinStar Story
........ _..._ . ····~H .. ··· __..__..... ,._._.. .. ...

e Large Market Opportunity

e Innovative Solution

e Established Position

e Demonstrated Execution

36
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WINSTARO® 1997 Annual Report
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WILLIAM J. ROUHANA, JR.

n 19'F. we got our first view of just how vast the demand

for broadband relecommunications capacin· IS III the

C.S., and how uniquel:' positioned \X'inSrar is ro meer this

demand and rranslate it inco a meaningti.I! business opportunity.

Our accomplishments OYCf the past \'ear extended to eyer\,

corner of rhe com pam', They highlighred the superiority

of our \'\'ireless Fiber' : solution for extending fiber networks.

and the,' propelled us to a position where we ate read" ro grow

our business significantly. By vear end, we had gained the

critical mass of people. svstems, nerwork and marketing

firepower necessan' to c'st~lhlish 'I hrge ,11lLl successful I,hone

compam'. The invesrmenc communin' began to take ~lCtivc

note of the progress \\'e made, and \,('inStar's share price has





~ore than tripled since I last wrote to you. Although we were pleased by this turn of events, we believe WinStar's current stock

price has only begun to reflect the true value of our company.

A Strong Enlphasis on Rapid 80. Robust Grovvth

The major expansion of WinStar's networ~ over the past year shows our strong emphasis on rapid growth. Today, WinStar is

offering services in 21 major metropolitan markets, in contrast to one at the close of 1996. By the end of 1998, we expect to

provide switched services in 30 cities, 12 months ahead of our original schedule.

Our network is not only larger than it was a year ago, it's far more robust, providing for the high-speed transport of broad

band data and voice traffic. In January 1998, we acquired GoodNet, a Tier I Internet service provider with a national backbone

and points-of-presence in 27 cities across the country. We are incorporating its network of ATM data switches into our national

local network. We also acquired the PacNet data network the same month, adding 17 frame relay switches plus a direct connection

to the Unispan consortium which roures frame relay traffic throughout the U.S. and internationally. Now WinStar can provide

customers with a choice of Internet, ATM and frame relay modes of data transmission, in addition to a full complement of local

and long distance voice services.

WinStar's network will further evolve in 1998, as we take steps to aggregate voice and data traffic onto a leased long distance

fiber backbone that will interconnect all our switches. We should realize substantial economies and efficiencies from this integration.

Using a Successful 80. Superior Netvvorking Model

We believe that our fixed wireless broadband solution for networking customer buildings is clearly superior to the approach used

by companies that rely on fiber-based connections. There are several key reasons for this: our lower deployment costs, our abiliry

to reach thousands of buildings that fiber cannot serve economically, and the high percentage of customer traffic we'll be able to

carry on our own network. We estimate that, over time, at least two thirds of our lines will be on our own network, and therefore

unaffected by provisioning systems and cost issues impacting lines leased from the incumbent local exchange carrier. These on-net

lines will give us excellent profitability and greater control over the type and quality of service we provide to customers.

Our recent experience in our first market, New York City, demonstrates that our model works, and works exceptionally

well. We began by reselling long distance services while we were building our switch, establishing hub sites and obtaining roof

rights. We then gradually moved an increasing percentage of our lines onto our network as it was built. By year-end 1997, 13

months after we launched our service, more than 50% of our New York lines were on our own network; and an even greater

percentage of lines were installed on our Lucent 5ESS switch. We expect this experience to be repeated in each of our cities as

WinStar extends its network to a total of 40 markets by the end of 1999.

Extending Our Service Capabilities to the 50 Largest U.S. Markets

The value of our radio spectrum holdings, which represent WinStar's core asset, was substantially enhanced in 1997 and early 1998.

This came abour through the addition of new spectrum licenses, and favorable rulings from the FCC on how we can use our

spectrum. In the fall of 1997, the FCC set out new rules permitting 38 GHz licensees to hold up to the full 1,400 MHz of

4



spectrum available in a given market, while also allowing utilization of that spectrum for a wide range of fixed or mobile

communications services.

As a result of license acquisitions, grants, and our participation in the LMD5 auction, Win5tar's potential service area

has been extended to include all 50 of the largest U.S. markets. Our bandwidth holdings in those key markets now average

approximately 740 MHz. WinStar's coverage area encompasses more than 200 million people and over one billion channel pops

(covered population times the numbet of 100 MHz equivalent channels).

Setting a Ne\N Standard \Nith a Point-to-Multipoint System

The competitive value and utility of our spectrum holdings will be further enhanced beginning in rhe latter part of 1998, when we

expect to start deploying our point-to-multipoint wireless network on a commercial basis. This is a major development for the

company and an entirely new paradigm for our industry.

Point-to-multipoint systems will enable us to install radios with 155 Mbps data rates and higher on a cusromer

building for a capital cost of as little as $4,000 per incremental building as our rollour reaches national scale in 1999.

This data rate is triple the speed of current point-to-point radios which have capital costs of about $20,000 per building.

Our point-to-multipoint technology has many other important benefits, including an ATM over-the-air interface to carry voice,

video and data traffic over a single network, and the ability to provide bandwidth on demand to our customers.

Our successful advanced testing of the technology reenforces our belief that we can deliver a rich blend of essential

services, ranging from voice and data communications, LAN-LAN interconnections and MPEG-2 video, to high-speed Internet

access and distance learning. This will be the Information Superhighway in operation.

Building TO\Nard a Much Bigger Future

The national deployment of services, systems, switches, and people on the large scale and accelerated schedule we are pursuing is

expensive. However, the infrastructure we are purting in place today will support the needs of the far larger company we expect to

become over the next several years. We have met with great success in raising the capital to build our network. Between January

1997 and April 1998 alone we secured more than $1.4 billion in debt and equity financing. The receptivity to our securities

offerings is a solid vote of confidence in our business plans and investment decisions.

During 1997, we also saw significant growth in WinStar's New Media business which develops information content

targeted to the business, educational and consumer markets. Their services help drive usage of the bandwidth we provide our

customers and differentiate us from other telecommunications companies. They also strengthen the loyalty of our customers by

helping (hem become more productive through our broadband connectivity and improved access to interactive services. This is

how we enable the true convergence of broadband connectivity, computer technology and content.

In 1997, we also added significant depth and breadth to our already strong managment team. This led, among other

things, to the formation of a stand-alone broadband services unit to spearhead the development of our data business, and to

the creation of a new division concentrating on the acquisition of building access rights. In a related vein, the deployment of a new

sales force ro call on large businesses expanded our focus to a previously unaddressed market segment.



These initiatives gave us three major sources of telecommunications revenues: voice services for small and medium-sized

businesses, voice services for large businesses, and broadband data services. WinStar's now broadened universe of potential

customers is quickening the pace of our orders and installations.

Addressing Our Business Priorities for 1998

For 1998, our priorities focus on executing our plan to deploy WinStar's network and systems to 30 cities. The valuable lessons we

learned in 1997 are being applied in 1998. We expect to increase efficiency as we add sales volume to our growing infrastructure.

We will also continue to analyze potential acquisitions that can lead to greater utilization of our network or enhance our service

offerings. At the same time, we remain extremely focused on the goal of gradually reducing EBITDA losses from the inflection

point we reached in the fourth quarter of 1997.

During 1998, we also expect to begin leveraging our expertise in creating fixed wireless communications networks in

markets outside the U.S. The demand for bandwidth is a global phenomenon, and our approach to meeting it is not limited to

national boundaries. Over the near term, we will likely seek spectrum rights in Canada, Europe and other regions. We could be in

a position to launch some operational networks in 1999.

Our employees are totally committed to WinStar's mission: bringing people into the information age through high-quality

wireless broadband services, and helping our customers use our network to productively share information with each other. Of the

more than 180 million local loop connections that make up the U.S. telecommunications network, only a fraction have been

upgraded to broadband status. This means we have an amazingly large business opportunity.

I look forward to keeping you updated on how WinStar is taking advantage of this great opportunity, and transforming

it into value for our shareholders, customers, employees and community. In the meantime, I would like to thank all of you, and

particularly our employees, for your tremendous enthusiasm and support, and for sharing WinStar's vision of the future, a future

we are beginning to turn into a reality.

WILLIAM J. ROUHANA, JR.

CHAIRMAN & CHIEF EXECUTIVE OFFICER

April 24, 1998





WinStar's telecommunications network has grown substantially since the installation

of our first local network switch only 17 months ago. Looking toward the end of this year,

we plan to have 23 Lucent 5ESS switches installed, and an additional 29 ATM switches and

17 frame ~e1ay switches in service. This extensive switching capability should increase again

in 1999.

We're Fielding a Direct Sales Force of Trained Professionals

To generate traffic for WinStar's expanding network, we've built a professional field sales force

to call directly on potential business customers. More than 800 WinStar sales and service rep

resentatives have been trained to assist customers with total solutions to their telecommunica-

NATHAN KANTOR

tions needs; including data specialists and salespeople concentrating solely on large businesses.

The rewards of this investment have come in the form of continually rising flows of

line orders and installations. Cumulative line orders reached 118,000 at the end of 1997, an

encouraging conclusion for a 12-month period that started with only about 6,000 ordered

lines. We achieved further gains in the first quarter of 1998, when cumulative orders rose to

nearly 200,000. Our base of installed lines expanded over thirty-fold, from 4,400 at the

beginning of 1997, to 82,000 as of December 31, to 145,000 at the end of the first quarter

of 1998. The cumulative orders and installations reported for March 1998 included some 24,500 lines acquired with our new

broadband data businesses. However, WinStar's ongoing rate of installation already exceeds 40,000 lines per quarter. The number

of quarterly installations should continue to rise as our services come on stream in additional major cities.

We're Gaining MOlnentuln _ith Hub Sites, Access Rights

81. Interconnect Agreements

Creating hub sites. to collect traffic from customer buildings and route it to our switches, is essential to the successful buildout of

our network. From no completed hubs at the beginning of 1997, within 15 months we had over 50 in service. Meeting our target

for 1998 will bring the total to more than 100.

Wireless connectivity to our hubs hinges on our success in obtaining building access rights to install a small antenna and

radio atop customer buildings. This makes access rights a second critical factor in deploying our wireless network nationwide.

Accordingly. we're giving this effort a significant amount of focused attention. During 1997. the number of building access rights

held by WinStar climbed to 2.100, versus 800 in 1996. We are finding that building owners increasingly recognize the value of

having broadband telecommunications services available to tenants within their buildings. In 1998. we're broadening our rights

acquisition program to include negotiations with REITs and other property owners and managers who control large numbers of

commercial office buildings. By year-end. we expect to have gained access to a total of 4.000 locations.

8



Cl.:ark, \'«inStar's network cannot he of true value withour connecting it ra the

national telecommunications system. Doing so requires us ra negotiate individual agreements

with the Regional Bell Operating Companies (RBOCs) and other established local and long

distance carriers. It's well worth noting that \VinStar has made interconnect agreements that

today cover 44 of the rap 50 U.S. markets. Additionally, the company has peering arrange

menrs with more than 130 U.S. and foreign Internet service providers.

CLEC authorizations represent a fourth crucial building block for a national

telecommunications provider like \1(!inStar, and our progress here has been very satisfacrary.

We currently have authorizarions applving to 48 of the largest markets in the country. That's

up considerably from 30 markets at the end of 1996.

We're Investing Heavily in Custoft'lers and the Future

The fact is, WinStar's combinarion of innovative service offerings, value-based pricing and passion for customer satisfuction is being

met with great enrhusiasm in the marketplace. ~re have quickly built a solid base of more than 7,000 customers. Our rate of

cusramer acquisition remains on a strong upswing, and our services are being enhanced by the most advanced operational and

business support systems in the industry. This is a critical area for the company, and we continue to make substantial investments

in order entry, order provisioning, billing and network management systems. We have also designed new network elements to

support the deployment of WinStar's poinr-to-multipoint technology, commencing later this year. It is equally gratifYing to report

that Winstar's wireless network achieved a 99.999% ("five-nines") level of availability in 1997. This accomplishmenr proved that

our unique approach to providing broadband connectivity is of the utmost quality and reliability.

Winstar's success is being further supported by an aggressive marketing program which incorporates media advertising

and a wide range ofspecial activities conducted inside our target buildings. Our marketing themes differentiate WinStar from other

service providers and encourage heightened expectations among our potential customers. Once they experience WinStar's

services, we work with our customers to handle an increasing amount of their communications requirements, and inregrate

WinStar into their business. This approach has been highly effective.

We're looking ahead and working toward even greater achievements in 1998. We're supremely confident about the unique

and talented group of employees we have at WinStar, and the bright new people we are attracting, who are delivering on our

promise: "See things from a phone company you've never seen before."

NATHAN KANTOR

PRESIDENT & CHIEF OPERATING OFFICER

April 24, 1998
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\X/irh rhe deplovmenr of our revolurionJ.ry poim-to-mulripoi I1I i P\1PI rech no!og:', rhere are hundreds of rhous,mds of buildings

we can reach and connecr wirh high-speed relecommunicariol1\ services, \Ve,re going (() hring rhl' people in rhose buildings all rhe

fcarures and beneflrs of wden'"s and romorrow's Inform'Hi'lI1 Superhighway,

This rich, new and exrremc!v robusr nerworking approach signitic'amlv expands llur ,lbi!in' (() ser\'ice man;' nlOrc'

customers, and dramaricall\' lowers rhe cosr llf re'lching rhem, lr ellso creares a rorallv new paradigm ttlr broadbemd localner\\'llrb:

marking rhe tirsr rime rhar voice, dJ.Ia J.nd video capabiliries have been inregrared inw nne nerwork,

1'0im-m-\lulripoim is a lill£'-o('lgin rechno!og\', Ir bq;ins ar our hub sires, where \\e ha\e a uni\'erSl' "f buildings in "ur

sighr, a uni\'erse rhar includes cusrom<:rs locared in buildings J.s small as 20,000 sCjuelre feer. Ir's an ellfordable 'llld relarivelv

easy-ro-insrall alrernative to the higher cosr. old wireline technolog:' sysrems otfered \1\' rhe coul1Ir::s enrrenched monopol\'

carriers, \'('hen the buildour of the cnmpal1\''s huhs is Cllll1pIere in our 'iO major rarger markers, we'll be able ro see from our hub

sires and reacb close ro 75% of all commercial oftlce buildings in rhese ciries,

Lacking broadband connecrivirv, rhese buildings can be dassitled as "elecess disadvanraged," As such, they're perfecr

candidates ro benefit from our PMI' "on ramp," which will he able ro connecr them - with bandwidth-on-demand - ro the narion's

telecommunications infrasuucrure, and ro rhe currem ,md furure Information Superhighway,

Fixed wireless broadband communications is nor cellular service. Jr's a high capac in' communications channel rhar march

es rhe performance and qualirv of fiber-based nenvorks and S\'stems, Connecrions are made rhrough (he air by waY of anrennae on

building root's, Service is delivered tasrer and less expensively than by tIber, and isn't vulnerable [() consrrucrion-re!ated outages

involving cur cables, \X/irh point-m-multipoim rechnolog:', WinSrar doesn't have w build specitlc pipes ro each building, or rrv co

fill them, Our vinual "pipe" can get bigger or smaller as demand increases or lessens: (he cosr ro our cusmmer is based on aerual

bandwidrh use, nor on capacity that is unused, These signitlcanr cosr advanrages, coupled wirh our suong service edge, make a

compelling ,ugument for cusromers ro swirch [tl \'('inSIar from orher local exdunge carriers,

III







I:ducctrion in ,\mcriu Is undlTgol11g.1 trctmtormalion ..1im,·d .ll improving d1ildren's learning and giving [hem [he skills [he\' need

[() succ"cd in rOlllOITO\\'S \\orld, rhis Ir.lllSt'lrnLll;on rq'rl'SentS .W e\'olution ri'om "produCls of the muscle" [() "flroduClS of the

mind." III lhe tllturc, [he .lbilin to ,[CCc'SS int()rI11.1[ion. ,wcl usc th,' mols of tcchnolo?\' [() anall'7c .lnd crcari\ek ,olle [lroblc-ms.

will he rhe ddining r:1Clor in,kterminins \1 ho ,ulnnls. \\·in,\t.[r is:1I1 active parr ofrhis big Jnd imporranr piClure, guiding schools

through thc Sl';[ of new tcchno!og\·.

The Seven "C's" of Education and the Internet

\'V'inStar has a srrong and social I\- responsiblc- \'ision for ,\merica's schools, intended to build the foundation of .1 nationwide

communil\' of lifelong karners. Ir begins with (olllll,etil'it\': gelling schools connected ro the Internet. Here, ,)tlr \Virdess Fiber

sen'icc is an ideal technolog\', pro\'lding high-spced conncCli\'in' at a fraction of the price of convenrional alterl1ati\'es. Contmt:

once conn cered, contenr is the critical iSSue, Our NCll'si\'O/{' program enabks children ro publish their content on the \\'eb, Context:

Our f.il'illg!'tlge enables schools to creare rhcir own electronic libr.uy, and students' electronic bibliographies t'lr Web-based

research, CO!f,dJOI;/tIOI1: thc rruc po\\'er or' [hc \Veb is clJnnccring minds ro other minds, Programs like our H'/'bRo'lId. J!illdsE)'l'

.\frJll.''{1'1" f::\,,.f,,lIlgl' .1Ild Tf,"/OIIl'IItT 'lre hl'inging rhousanlb of children from hundreds of schools around rhe \\'orld inro collabora

tion, Cmltil'it)': essenrial [() creating I',due. \ve're building :1 suire of creative problem-solving tools. and working with top experrs

in the rield to develop an Internet curriculum, COIIllIll'l'Cl': children must lea[l1 the fundamentals of eleerronic commerce, \ve'!1 be

inrroducing rools and programs to give them great hands-on experience, Commuility: we're dedicated ro improving communities

rhrough the creati\'e use of relecommunications, In the nation's capital, we rook the lead in forming a broad business and

communitv coalition involving D,C. public schools, the D,C. public librarv and various foundations and groups, with the goal of

making a signitlcant difference, and closing the "digital dividc" for inner cin' families, Vice President .AI Core hailed it as a model

I(H the nation,

Creating a Model for America's Communities

We're abour to link an inner cit" housing project in \vashingron, D,C. with neighborhood elemental''', middle and high schools,

and <l iocal senior citizens home, The Internet cnvironment we're creating is cxtending the schools into the home, and opening the

door I'll rich, cross-gennarional cOll1mlll1ic~l[iol1b~rwe~n s~niors and children, WinStar is roda,,'s new phone COl11palll' not onl" in

terms of its technolog\', but :llso in terms of our passionate sense of social responsibility to the country's schools and cOI111l1unities,
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WINSTAR COMMUNICATIONS, INC AND SUBSIDIARIES

fOR THE YEAR ENDED

DECEMBER 31,

Operating revenues
Telecommunications services - commercial
Telecommunications services - residential
Information services

fOR THE TEN

MONTHS ENDED

DECEMBER 31

1995

S 130
1.3,007
2,648

1996

5 4.48 7

29.482
14,650

1997

S 29,796
8,481

4L354

roul oper,mng revenues 15,785 48,6 J9 79,031

Operating expenses
Cost of services and products
Selling, genetal and administrative expenses
Depreciation and amortization

12,on
13,61'

1,027

38,233
62.365

4,501

81,017
156,959
29,701

'I()ul operating expenses 26,717 105,099 267.677

Operating loss
Other (expense) income

Inrerest expense
Inrerest income
Other (expense) income

Loss from conrinuing operations before income tax benefIt
Income GLX bendlt

Loss from continuing operations
Income (loss) from disconrinued operations

Net loss
Pteferred srock dividends

(10,932)

(7,186)
2,890
(866j

(16.094)

(16.094)
2.)7

(15,857)

(56,480) (188,046)

(36.-48) (:'7.2 57)
10,515 17,577

2,219

(82, .... 15) (245,507)
2,500

(82.-15) (243,007)
(1,010) (6.477)

(83,723) (249.484)
(5,879)

:sJer loss ,,!'pl'L.lble to common stockholdels $(15,W57) S (:-;3,723) ;,(25,), 'Ie)))

Basic and diluted income (loss) pet share:
From conrinuing operations
From disconrinued operations

S (0.7])
0.01

S (2.96)
(0.04)

$ (7.49)
(0.19)

\X'elghled ,lV('1 age siwes oUlsLlndlllg 22,7~0 27,911 \3,2 +9

j-+



ASSETS

DECEMBER 31,

1996

DECEMBER 31,

! 997

Current assets
Cash and cash equivalenrs
Shon term investmenrs

Cash, cash equivalents and shon tetm investmcnrs
Investments in equity securities
Accounts receivable, net of allowancc for doubtful

accounts of $852 and 53.819, respectively
Inventories
Prepaid expenses and other current assets
Net assets of discontinued operations

Toral current assets
Property and equipment, net
Licenses, net
Intangible assets, net
Deferred financing costs, net
Othcr assets

$ 95,490 S 402,359
26.997 16,903

122,487 419,262
688

13.150 30,328
5.009 10,296

15.969 8,985
3,814 2,105

161,117 470,976
62,572 284,835
27,434 174,763
12,955 14,293
10,535 27,463
4,176 4,On

LIABILITIES AND STOCKHOLDERS' DEFICIT

Current liabilities
Current portion of long-tetm debt
Account payable and accrued expenses
Current ponion of capitalized lease obligations

Total current liabilities
Capitalized lease obligations, less current ponion
Long-term debt, less current ponion
Deferred income taxes

$ 19,901 $ 386
29,442 97,714

3,110 6,848

52,453 104,948
10,846 21,823

265,161 768,469
24.000

!"ulli.lbdlf1c'S ,2H,4(,() 91'),240

Series C exchangeable redeemable preferred srock. liquidation preference of
$175.000 plus accumulated dividends

Commitments and contingencies
Srockholders' equity (deficitl

Series A preferred srock issued and outstanding 3,910 shares at
December 31, 1997

Common srock, par value 5.0 I; authorized 200,000 shares, issued and
outstanding 28,989 and 34,610. respectively

Additional paid-in-capital
Accumulated deficit

Untealized loss on investments

290
75,436

(125,034)

(49,308)
(363)

175,553

39

346
255,741

(374.518)

(118.392)

lot.d lJ.lbdJlkS. c"lldJl~l.tbi< r"ckUll.,bi< prdeJl"" SimI- Ill"

sl(]lklwldc" deliu! S 2~H,7H') S ')~(,A() I

(P!l..';lSe refer [() the companv's Form lO-K tl1r cnmplt'tl" financial informaCIOn)
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WINSTAR COMMUNICATIONS, INC ANO SUBSIDIARIES

{In thnll~.ll1f.-'!<i)

Cash flows from operating activities:
Net loss
Adj ustments ro reconcile net loss ro net cash

used in operaring acrivities:
Net (income) loss from discontinued operations
Depreciation and amortization
Deferred income tax benefit
Provision for doubtful accounts
Equity in unconsolidated results of ACT
Non cash interest expense
Decrease (increase) in operating assers:

Accounts receivable
Inventories
Prepaid expenses and other current assets
Other assets

Increase in accounts payable and accrued expenses
Net assets provided by (used in) discontinued opetations
Other, net

FDR THE TEN

MONTHS ENDED

DECEMBER 31.

1995

$ (15,857)

(237)
.. 1,117

855
866

6,151

(4,216)

(991)
(2,342)

(865)

4,911

90
179

FOR THE YEAR ENDED

DECEMBER 31,

1996 199 )

S (83,723) S (249,484)

1,010 6,477
5,977 32,360

(2,500)
1,562 5,674

35,040 53,506

(3,838) (24,026)
(1,897) (9,217)

(13,442) 510
(1,940) (178)
9,795 50,306

(1,481) (4,559)
186

Nctl,ish used III 0pcLHlngJltl\llIeS (]O,))')) (,)2.~,)I) (111,111)

Cash flows from investing activities:
Investment in and advances ro ACT
Decrease (increase) in short-term investments, net
Decrease (increase) in other investments, net
Purchase of property and equipment, net
Acquisition of licenses and other
Other, net

(5,704)
(73,594) 46,597 10,094

(7,497) 6,447

(8,138) (47,842) (213,356)
(2,121) (40,190)

(499) (1,619) 2,494

Nc! ',Ish (uscd Ill) prOVided hv 1l1\l\llIlg .lClIVI!leS (')'),4 1::n ] ,4(,2 (2~O,'),)K)

Cash flows from financing activities:
Proceeds from (repayments) of long-term debt, net
Ner proceeds from redt;imable preferred srock
Net proceeds from equity transactions
Proceeds from equipment lease financing
Payment of capital lease obligations
Other, net

224,200

11,259
6,998
(676)
(898)

(2,778)

6,295
8,345

(2,080)
(1,010)

410,585
168,138
104,781

9,912
(4,141)

(317)

Ne! ush proVided hy finanul1g ,!([tVl1leS 240,K83 8,772 688,')')8

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents ar end of period
Short-term investments at end of period

135,112

2,895

138,007

73,595

(42,517)

138,007

95,490
26,997

306,869
95,490

402,359
16,903

Clsh, cash e<juiv,rlenrs ,md short-term II1Vl'S!!nmts ,I! el1d of penod $211,602 S122/187 S 'I I '),2(,2

(Pl....as1," rd~r hI chI: -:(Jnlran~.'~ Form 10-1\: for complete t'inancial inft)fn1Jrion)
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WinStar Communications, Inc.

230 Park Avenue, Suite 2700

New York, NY 10169

Tel: 212.584.4000

Fax: 212.867.1565


