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EX PARTE OR LATE FILED

February 25, 1999

Re:

Ms. Magalie Roman Salas
Secretary
Federal Communications Commission
1919 M Street, N.W. FeB 2 -
Washington, D.C. 20554 "- :l 1999
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Notice of Ex Parte Presentation; CS Docket 96-83; CC Dg+6Rr~::~;

IB Docket 97-Y
Dear Ms. Salas:

On February 23, 1999, William Rouhana, Timothy Graham, Barry Ohlson and the
undersigned, on behalf of WinStar Communications, Inc. ("WinStar"), met with
Commissioner Michael Powell, and other members of his staff which included, Special
Assistant, Paul Jackson, Legal Advisor, Kyle Dixon and Legal Intern, Paul Nagle.
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,

/.4[,.4 ~
Joseph M. Sandri, Jr.
VP & Regulatory Counsel

Enclosures

cc: Commissioner Powell (w/o encl.)
Paul Jackson (w/o encl.)
Kyle Dixon (w/o encl.)
Paul Nagle (w/o encl.)

Wlnstar Communications. Inc.

1146 19th Street, NW.· Suite 200· Washington, D.C. 20036· TEL 202 833 5678· FAX 202 6591931



WinStar Communications, Inc.
February 23, 1999

I. introduction 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
• [ntercoMection 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 for Reconsideration 0" Clarification filed Sept. 30, 1996, in the
IntercoMection 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 fLECs 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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• Large Market Opportunity
,-' ;.~)'l'

e Innovative Solution
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WinStar Point to Multipoint
Metropolitan Area Network

600

• Lowers Network Build·Out and
Operating Cost

• Greatly Expands Addressable
Market

• Integrates Voice/Video/Data
Network

• Bandwidth on Demand·
• 4 Major Vendors

WinStar Hu

3

Fiber
Ring

Internet
Service
Provider

WinStar Local
S -t h···WI C .. .
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Size of Global Busines's Telecom,Market
I.

($ Billions)

Segment

Local
(Domestic)

Long Distance
(Domestic)

Data
(Global)

Aggregate
1999 Market

"'$55

"'$45

$20 - $30

"Aggregate
Rev Growth
Rate

"'6%

"'8%

>30%

:t

Local Exchange Carriers have> 95% of Domestic L6~al Market Revenue After 10 years
of CLEe Competition

International Market Virtually 100% Controlled by PTT'S

Source: Company Estimates
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Current Market Environment
..-.. . _ _ - -.. "" --.. ""." -..- -..... ._" _ - ..- - -.- - --. -. ---1.

-Static Pricing

e Lack of Product Line Innovatiol1#w.¥'~'-'-

e Deregulation

e Technology Gap
,.

e Expansion of Mass Market Derfiand for
Broadband Services

,...,.,+
$.~
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Computing Trends Drive Demand
for Bandwidth

-_._..-_._- - . __ .. -- ---_._. ------- --_.. -.-_.__..~ --- _._--_._---------_._- ---..,

1,544

- ""..~'-'
vvetr-:firowsing

Bandwidth in Kilobits
I

4,000

Streaming
Video

Still Image
Download

,
/\

Full-motion l~~'~

Interactive Video
Conferencing

Fax
9.6

56
28.8

AJmlications

Mass-market
applications
incorporating
live motion
image
processing PC

Graphical user
interfaces

Mass-market
web browser
penetration

Next Generation

Processor

486

Pentium

286 Lotus 1-2-3

6

1980's Late-1990's



Untapped Market Ripe for Conversion
....... -.- ..-.... ...-.--.-. ..---.--.-.-.....--.-...---... --- .----------.-----.-- ---.-..-.--------------.-----_..... -- --- _...... -. --.-.---- --_ ..--- ..---. -_.._---_.-1.

~ :o ·eo. •__•• w_

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

750,000

Total Number of
Commercial Buildings

"-10,000

Number of Buildings Directly
Reached by CLEC 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

100%

80%
65%

60%
~_ ,#<",...,1 47%

9%

00/0 I 'I . . .. '"o/~_n '": C·"-;".

20%

40%

1996 1997 1998
Note:' International Market Possesses a Limited Number of Fibered Buildings
Source: Piper Jaffray Equity Research
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Wireless Fiberts Superior ScalaBility
...__.._...•.•.•..._-~--_ ....__..• _-----_._._.__..__.__..._------_..•- .._--"-"--_._----_._--_._-....__ ._~

Point to i

Multipoint

Addressable Buildings 100,000+

Lines Sold to Break Even 10
onCapita/*

Point to Point

15,000 +

20

Fiber

"'10,000

"'165

Incremental Link Cost

Capital Cost to Connect

Time to Provision

Capacity Delivered

Ubiquitous

$6.5K <$20K

$25K < $SOK

Days Days
Oc'

250 Mbs/ 4S Mbst,·.,
3,000 + Lines 672 Lines

Yes Yes

9

"'$300K

"'$400K

Months

Unlimited

No



WinStar's Expanding Cost Advantage
.-.- --.-........... . "'-".'.--".'..' - -..... .. . ..- _ _.._.._-.- "_. """. .. .. ""1;

Cost to Build New Capa~~ty~F'l~~':.l,'~~..,~i':~!~~~"f'i~~r!':';I~I!1(1'ice
•.•.W'·')Il.::,t:,";"4VU'tHljl"rWfi,".'FI18,('MIlj.4':il>Pw'.t-'if'M,,·'1tl'''tfH£tnu,,(''l:,'f41'WPIltI'u'iM.;tiitieilfJdWft$'itf>'WfWlefli'"h) ,ow*, "'-;-'.l+lk·-;'.r"~~:;~·Jz

Expense

I
t
I

Construction I Technology
~/o I 80%

Wireless •
. Fiber

P Service
i

• Time
,", ".. ,,-.. ,-"''''~ .. _...._-......h'"'T"""-'-"'· .~, '--Y-~-_~~" _4,\ 3,4, .-Q"jtUA0i!4W• .- "" 41 it< t. u !taft ,",,2f_,P,L!4W'i,df, WI''"''*''4. lth,._!i"+S'+~f;k*. ,'l(: ij ., t,..• ""* •.....,.......
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Capital Cost Per Wireless T-l
..... . _ - ,-_ - _ _ 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

1998 1999



Superior Market Reach in One Third the Time
... . -.-- - - ..-.-..-.-........... . .-_ - _.._.... ._ ---.'-.'. -- --.•...._- - -... ."1.

50,000

WinStar
Reachable At

YE 2000
T + 4 years

I

~
.,.,

l

{

10,000

Number of Buildings Directly
Reached by Fiber

T + 15 years

Buildings

50,000

40,000

30,000

20,000

10,000 J ;""1 ;.' :,:,j .:'Vii
O

" ""j".',," .. ' ·~t·,_:~,~\:,,~)4,
i i
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Momentum & Critical Mass on All Fronts

e National End to End Broadband Network

e Lucent Relationship

e Focused Organization and Systems

e Project Mill'ennium

l.
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A Rock Solid Broadband Network
~--~~~~- ~. ---"-'~"'~'---""-"-'~-'-----~---~-------'---------~~----'------'----~---l.

e 99.999% Reliability

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



$2 Billion Global Strategic Relationship
with Lucent

.........................................._.... - ......-._....... . ..._... --.. --..--. ...-....--.-- ..-- ---...1.

e WinStar Selects Best of Breed Technology

• Leverages Brain Power and Knt:5W'HOwof
Both Organizations'

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

e Turnkey Services to Build Out Each New
Global Market and Augment Existing Markets

16



"'IV'

International Expansion Strategy

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

.~' .

e Secure Spectrum in the 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

1.

17



Williams Strategic Transactions
.' - - ,. -, I.

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

e WinStar Acquires National Long-haul Assets
and Services for $640 Million

e Connects WinStar's Local Broadband
Networks Nationwide

e Improves EBITDA and Cash Flow

18
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Optimal Network Topology
......__... _.•- ..---_._.- ...._-_....._•._ .•--_..__..__ ._.._-_ .._.- -_.__ ..._._-_._---_._-_._--"'_.._. -._.._._-_ ..•.__.- .._-- .._--_._--~

WinStar Broadband Network

- \'--
AsiaIPaclfic

Latin America

Western Europe
i

o MFN Inll'lClty Fibtr IRII'

- MFN Inlercity fiber IRU'

W1U1ams Fiber IRlr

o Spectrum T Voice Switch

o Edsting Morkel1 & ATM Switch

• Targeted Morkels IS Frome Switch

,. ,..
~.

• Substantial Portions 01 This Fiber Ne\Wor1< Are Currenlly Being ConslrUcled

19



Focused Organization - Building Access Rights
_..... . .- ..""

• Year End 1998

• Access Rights at End of 1999*

• Effect of PMP Technology i'n 2000*

• 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 Organization - What We Sell

• Basic and Enhanced Services
• Local and Long Distance Phone Service
• High Speed Data and Internet Access
• Voice Mail, Web Hosting and Information Services
• Customized Solutions

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

I.

21
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Focused Organization - How We Sell
......_ -..... ------- ..- - -- .- .. ---- _...... --- _-- .--.- -- -. . - .- - -- -- .._-_. .. ---. -- I.

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

e Broadband Data Overlay Sales Force

e Superior Customer Experience

• Marketing $'s Focused on WinStar Buildings

22
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Focused Organization - Customer
Centric Systems

e Integrated Customer Master Database

e Scalability, Reliability, Availability

e Mechanized Business Processes

e Products to Market Quickly

~

23
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Focused Organization - Customer
Centric Systems

'1.

24
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Focus in Action - Project Millennium

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

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

e High Margin Business - 100% on Our Network

e Extremely Positive Response - Raising On-net
Rates Significantly in Millennium Markets

~

25
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Focus in Action - Millennium On-net Results

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

~

New York
Boston
Chicago
Dallas
Los Angeles

93%
73%
65%
65%

56%

26
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Overall Line Growth

Cumulative Lines Installed

250,000

200,000

150,000

100,0001 82,000

51,000 ..,. -t

50,0001 30,200

4,400
13,300

I
0

Dec-96 Mar-97 Jun-97 Sep-97 Dec-97

30

Mar-98

I.

257,000

195,000

Jun-98 Sep-98
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Rapid Revenue Growth
-~

Annualized Core Revenues (In Millions)

'~i76

Sep-98

$134

$89

$46
$33

. 2J ~: I I rrrrrn. r I
--'i...---'-~~~I- ...,.- ...,.- -. -r- . I -,

Dec-96 Mar-97 Jun-97 Sep-97 Dec-97 Mar-98 Jun-98

$175

$150

$125

$100

$75

$50

$25, $10
$3

I$O-.L 1--

.,_ ...~.. , .~..--l . .. . ... -¢>'-j- '-~~-31



On-net Status In Mature Markets
i.

Composition ofLines as ofSeptember 30, 1998
66°k

18°k

On-net 0/0

33°k

54%

All Markets "Mature" New York Target
Markets Market

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



, .

New York Market Performance

As ofSeptember 30, 1998

e Gross Margin Exceeds 45%

e Positive EBITDA During Quarter, as Predicted
at Inception of New York Operation in
December '96

• Fiber CLEC Business Model hasTypically
Required 5 Years for E,BITDAto Break Even

L.

33



·

Accelerating Momentum and
Achieving Critical Ma'ss .

- _-..---..- -.._.._ - _--'--------------- - -.--.----.----- '---.---.-- ---1.

:l".' ,

}Domestic International
~~.'i ~".;"" ~.... ~.;"..

,/ f"

Dec. 31, 1996 Dec. 31, 1998* Dec.l i 31, 199~* bee. 31, 1999*
.~k

Major Markets with
Sales Offices 10 30 45 6

Field Sales Personnel 100 -500 600+ -50

Buildings 800 4,200+ 8,OQO+ -350
,;i"''''

"

Customers 190 15,000+ ,.,r 35,000+ -200

% of Business Market 10% 45% 75%+ NM
Covered I,. ..

* Estimated
34
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Extending Breadth &' Depth
.. - .- - - 1.

e Accelerate Build-out to' 110 Markets
~, ~i~'

• 60 Domestic (45 by 12/31/99,.,,,6Q.·by 12/31/00)
• 50 International (UP bJ'-oOy12/3t/99)

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

e Create Multiple Levels of Value ThrolIgh
Businesses That Drive Traffic.t6 the Net

,

e Unlock Value of Network Through Additional
. Strategic Relationships '

35
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The WinStar Story
...-..-..- -------- - ..--.--.- -- - - -- --- -.- --.... ..- - ..---.. -- ------- -..-- -~.~ ---.- - ----.---_. - ..---..1.

e Large Market Opportunity

e Innovative Solution

e Established Position

e Demonstrated Execution

36
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WILLIAM J. ROUHANA.JR.

n 199-. we gOt our first view of just how vast the demand

for broadband telecommunications capacity is in the

U.S .• md how uniquely positioned WinStal' is to meet this

demand md translate it into a meaningful business opportunity.

Our accomplishments over the past year extended to every

corner of the compan~'. They highlighted the superiority

of our \Vireless Fiber '\I solution for extending tiber ner\vorks.

and the~' propelled us to a position where we are ready to grow

our business signi~lcandy. By year end. we had gained the

critical mass of people. systems. neMork and marketing

firepower necessary to establish a large and successful phone

company. The investment community began ro rake active

note of rhe progress we made. and WinSrar's share price has





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 LMDS auction, WinStar'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 number of 100 MHz equivalent channels).

Setting a Ne_ Standard _ith a Point-to-Multlpoint Systelft

The competitive value and utility ofour spectrum holdings will be further enhanced beginning in the 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 customer

building for a capital coSt of as little as $4,000 per incremental building as our rollout 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 Infonnation Superhighway in operation.

Building To_ard 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 putting 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 them 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 ofa new

sales force to calIon 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 milization 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 experrise in creating fixed wireless communications networks in

markets outside the U.S. The demand for bandwidth is a global phenomenon, and our approach co 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 co 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 OUt first local network switch only 17 months ago. Looking roward the end of this year,

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

17 frame relay 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 tor WinStar's expanding network, we've built a professional field sales force

to call directly on potential business cusromers. 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 Momentum _ith Hub Site•• Ace••• Rights

• Interconnect Agreements

Creating hub sites, to collect traffic from customer buildings and route it to our switches, is essential to the successful buddout 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.
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C1eark, \X'in5rar's nerwork cannor be of rrue vJlue wirham connecring ir ra rhe

narional rde<.:ommuni<.:arions svsrem. Doing so requires us w negoriare individual agreements

wirh rhe Regional Bell Operating Companies (RBOCs) and orher established local and long

disrance carriers. It's well worth noting that WinSrar has made interconnect agreements rhat

radav cover 44 of rhe [Op 50 U.S. markets, Addirionally, rhe company has peering arrange­

ments wirh more rhan 130 U.S. and foreign Interner service providers.

CLEC authorizarions represent a fourth <.:rucial building block for a narional

relecommunicJrions provider like WinSrar, and our progress here has been very satisfactory,

We currentII' have authorizarions applying to 48 of rhe largest markets in the COUntry. That's

up considerablv from 30 markets at the end of 1996.

We're Investing Heavily in Customers and the Future

The tact is, WinStar's combination of innovative service offerings, value-based pricing and passion for customer satisfaction is being

met wirh great enthusiasm in the marketplace. We have quickly built a solid base of more than 7,000 customers. Our rate of

cusromer acquisirion 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 ofWinStar's point-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 availabiliry in 1997. This accomplishment proved that

our unique approach to providing broadband connectiviry is of the utmost qualiry and reliabiliry.

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 cuswmers to handle an increasing amount of their communications requirements, and integrate

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 ralented 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

PRESIOENT & CHIEF OPERATING OFFICER

April 24, 1998
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Operatin~ r('yenues

Telecolll1l1unications sen'ices - commercial

Telecom1l1uni..:ation, sen'ice' - residelHial

Intormarion services

·~95

S 130
j"OO­

2,648

FOR THE IE·'" END E0

DECEMa,q 31

1996 :997

S ~.~8- S 29,-')(,

2l).~82 8.'18 ]
1~.650 ~ 1.35~

I"tal "per,ltml; reveIlues 15,78'5 48,619 79,631

Oper,J.[in~ expenses

Cost of sCfvices and producrs

Sdling. ~eneral and adminlsrrati"e expenses
Depreciation and amortizarion

12.IF.; 38.233 SI.O \-
1.'.61- (,2,.'65 l ';6,9:;9

1.027 4,';01 29,-0]

loul oper,lllng CX!lt''''l'S 26.717 !05,099 2C1]l,7]

Operaring loss
Orher (expense) income

[meresr expense

[nteresr income
Orher (expense) income

Loss frolll continuing operations bdore income rax bendlr
Income rax bendJr

Loss from continuing operations
Income (loss) from discontinued operarions

Ner loss

PreferreU srock diYidends

i lO,,)J2)

(-.1861
2,S90
\S(6)

(16,09'\)

i 16,09~)

2r

('i6,~80) (188,046)

U6,-~8) C:'-.2:;:-)
lll.:;]:; 1:-.:;:-';"

2,219

(82,-13) (24:;.507)
2.500

(82.713) (243,00])
(\.010) (6.47 7)

(83,723) (249.'184)
(5,879)

'.Jet loss .JppllLlble to LO!ll!llOn stockholders $(15,S51):[, (S 3,;"'2 3) S(255, 3(, I)

Basic and diluted income (\oss) per share:

From continuing operarions
From discontinued operarions

S (2.96)
(0.04)

5 (-A'))

(0.19)

Nct loss per s!we $ (0.70) S (),()O) S (7J,S)

\PkJ..~ rl,:kr (II rhl: \,.Illllr.Hl\-"\, h,rm Ill-I\. Illf I..\'nlpk[o.: tin,lllo..lJ.llllt"ormJritllll



ASSETS

DECEMBER 31,

1996

DEC E 'J B ER 3 1

1997

Current assets
Cash and cash equivalents
Shorr term investments

Cash. cash equivalents and shorr term investments
Investments in equity securities
Accounts receivable. net of allowance for doubtful

accounts of $852 and 53.819. respectively
Inventories
Prepaid expenses and other current assets
Net assets of discontinued opetations

Total current assets
Property and equipment. net
Licenses. net
Intangible assets. net
Deferred financing COSts. net
Other assets

$ 95.490 S 402.3'19
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 4.071

$ 19,901 S 386
29,442 97.714
3,110 6.848

52,453 104.948
10,846 21.823

265.161 768,469
24.000

'luul ,l"<:(S S 278 789 $ 976,'10 I

LIABILITIES AND STOCKHOLDERS' DEFICIT

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

Total current liabilities
Capitalized lease obligations. less current portion
Long-term debt. less current portion
Deterred income taxes

1<)111 I"linllllt' \~S, l(,() ') I ').210

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

Commitments and contingencies
Stockholders' equity (deficit)

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

Common stock. par value $,01; authorized 200.000 shares, issued and
outstanding 28.989 and 34.610. respectively

Additional paid-in-capital
Accumulated deficit

Unrealized loss on investments

290
75,436

(125.034)

(49,308)
(363)

175.553

39

346
255.741

(374,518)

(118.392)

Il)l I 11 I i 'I i r I " ( 1. II ' l II,J~ , lit 1 tI I l J q t I, r It, 1 ,,[( \ I ,fT' I
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FOR THE TEN

MONTHS ENDED

DECEMBER 31,

1995

CIsh tlo\\"s from operaring acriviri~s:

:\er loss
Adjusrmenrs ro reconcile ner loss ro ner cash

us~d in operaring acriviries:
Ner (income) loss from discontinued operarions
Depreciarion and amortizarion
Deferred income rax benetlr
Provision tor doubrful accounts
Equiry in unconsolidared resulrs of AGT
:\on cash inten:sr expense
Decrease (increase) in operaring assers:

Accounts receivable
Inventories
Prepaid expenses and orher current assers
Orher assers

Increase in accounrs pavable and accrued expenses
Ner assets provided by (used in) disconrinued operarions
Orher. ner

..

S (I 5.S5"')

(237)
1.117

855
866

6.151

(4.216)
(991)

(2.342)
(865)

4,911
90

179

FOR THE YEAR ENDED

DECEMBER 31,

1996 1997

S (83.-23) S (249,484)

l.OlO 6 ._-
.'L'

5.97 - 32.360
(2,500)

1.562 5,674

35.0..0 53.506

(3.838) (24.026)
(I,S'n (9.217)

(13.442) 510
(1.940) (178)
9.795 50.306

(1,481) (4.559)
186

'.;'f'l'hll,,,dlll"I"·I.Hlllg,1l11\1(IC' I!O.»'II (5J,~5!) (lil,131)

Cash flows from invesring acriviries:
Investment in and advances ro AGT
Decrease (increase) in short-term invesrments. net
Decrease (increase) in orher investments. net
Purchase of property and equipment. net
Acquisition of licenses and orher
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) (\,619) 2,494

Cash flows from financing acrivities:
Proceeds from (repayments) of long-rerm debt. ner
Ner proceeds from redfAmable preferred srock
Net proceeds from equiry rransactions
Proceeds from equipment lease financing
Payment of capital lease obligations
Other. ner

224,200

11,259
6.998
(676)
(898)

(2.778)

6.295
8,345

(2,080)
( \,010)

410.585
168,138
104.781

9.912
(4,141)

(317)

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

Cash and cash equivalents at end of period
Short-rerm invesrments 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

l Pk';Js(' rd~r to rh<: ":llmrJn~:s Form I 0-1\: tor complerc t'inanci.tl inform.tuonl
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