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PART I

Item 1. Business

Introduction

XO Communications, Inc., a Delaware corporation, which we refer to as XO Parent, through its predecessor
entities, was formed in 1994. XO Parent was originally organized as a Washington limited partnership and in 1995
merged into a Washington limited liability company, which following several name changes became known as
NEXTLINK Communications, L.L.C. In January 1997, NEXTLINK Communications, L.L.C. merged into
NEXTLINK Communications, Inc., a Washington corporation, which in June 1998 reincorporated in Delaware
under the same name. On June 16, 2000, in connection with XO Parent’s merger with Concentric Network
Corporation, NEXTLINK Communications, Inc. merged with XO Parent and XO Parent, as the surviving
corporation in the merger, changed its name to NEXTLINK Communications, Inc. On September 25, 2000, XO
Parent began doing business as “XO Communications’ and, on October 25, 2000, XO Parent changed its name to
X O Communications, Inc. We conduct our business primarily through the more than 50 subsidiaries that XO Parent
owns and manages.

On June 17, 2002, XO Parent filed for protection under Title 11 of the Bankruptcy Code in the United States
Bankruptcy Court for the Southern District of New Y ork. On November 15, 2002, the Bankruptcy Court confirmed
XO Parent’ s plan of reorganization, and, on January 16, 2003, XO Parent consummated the plan of reorganization
and emerged from its Chapter 11 reorganization proceedings with a significantly restructured balance sheet.

In December 2001, XO Parent voluntarily delisted itspre-petition class A common stock from the Nasdaqg
National Market, which was traded under the symbol “X0OXQO”, and, on December 17, 2001, began trading on the
Nasdaq Over-the-Counter Bulletin Board, or OTCBB. XO Parent’ s pre-petition class A common stock stopped
trading on the OTCBB as of January 16, 2003, the effective date of XO Parent’s plan of reorganization, at which
time all interestsin XO Parent’ spre-petition class A common stock were terminated pursuant tothe plan of
reorganization. The new common stock of reorganized XO Parent issued pursuant to its plan of reorganization began
trading on the OTCBB under the symbol “XOCM” shortly after the first distribution of common stock pursuant to
the plan.

Our principal executive and administrative offices are located at 11111 Sunset Hills Road, Reston, Virginia
20190 and our telephone number is (703) 547-2000. Our Internet address iswww.x0.com, where, under
“About XO-Investor Center”, you can find copies of this annual report on Form 10-K, and XO Parent’ s quarterly
reports on Form 10-Q and current reports on Form 8K, all of which we make available as soon as reasonably
practicable after the report is filed with the Securities and Exchange Commission, or SEC.

Overview of Our Company

We provide business customers with a comprehensiv e array of communications services, which include voice,
Internet access, private data networking and hosting services. Our services are designed to take advantage of our
network assets, which are capable of carrying high volumes of all types of communications traffic, and to meet the
needs of all sizes of business customers, from small and medium businesses to large enterprise and carrier and
wholesale customers. Although these services are of significant benefit to businesses of all sizes, we believe themto
be of particular benefit to multi-location businesses that desire to improve communications among their locations,
whether within a single metropolitan area or across the country. These servicesinclude the following:

- Voiceservices:

Local and long distance services, both bundled and stand-al one, other voice-related services such as
conferencing, domestic and international toll free services and voicemail, and transaction processing
servicesfor prepaid calling cards; and

Interactive voice response, or IVR, systemsthat we develop, host and manage that enable our
customers’ end-usersto order products and services, collect and receive information, seek assistance,
facilitate bill payment and a host of other capabilities over the telephone using natural language speech
recognition and systems that enabl e persons to access web-based information over the telephone;

Internet access.



Dedicated Internet access for customers with large, high-speed Internet access requirements;

Digital subscriber line, or DSL, servicesfor businesses that require high-speed I nternet access over
existing copper wire telephone lines; and

Dial access, which allows remote users to connect to a customer’ s network;
Private data networking:

Dedicated transmission capacity on our networks, including dedicated circuits and the |ease of one or
more dedicated wavelengths on afiber optic cable, to customers that desire high-bandwidth links
between locations;

Virtual private network, or VPN, services, which provide customers with a managed, private data
service over the public Internet, designed for medium and large businesses that want to create secure,
wide-area networks for users at various and remote locations; and

Ethernet services, which are designed to connect the local area networks, or LANS, of medium and
large customers within and between metropolitan areas at speeds of up to one gigabit per second; and

Hosting services:
Web site services, which allow a customer to establish a Web presence;

Web hosting, including hosting and web site traffic management tools, for Internet-centric businesses,
and streamed media services designed for small and medium-sized businesses; and

Server collocation and management and customer support to manage a customer’ s hosting needs.

We also combine many of these servicesin integrated, flat rate service packages, known as X Options that are
tailored to the communications needs of small and mediumsized businesses and larger businesses with multiple
locations. These packages eliminate the separation between local and |ong-distance communications services, and
combine this“all distance” telephone service with high-speed Internet access and web hosting services, all for one
flat monthly rate. We also offer shared tenant services, which consist of telecommunications management services
provided to groups of small and mediumsized businesses located in the same office building.

We believe that one of the significant factors used by business customersin making purchase decisions relating
to communications services isthe quality of service and customer support offered by the service provider. Our
customer care representatives offer customer support 24 hours aday, seven days aweek. We focus on proactive
resolution of customer issues by training our customer care representatives extensively on the services that we offer
and promoting accountability of the customer care team. We also have developed a secure, on-line Business Center,
through which many customers can access information about their accounts and track requests, review services,
analyze trends, make decisions and pay bills.

To serve our customers' broad and expanding telecommunications needs, we operate a network comprised of a
series of rings of fiber optic cableslocated in the central business districts of numerous metropolitan areas, which we
refer to as metro fiber networks, that are connected primarily by a network of numerous dedicated wavel engths of
transmission capacity on fiber optic cables, which we refer to as an inter-city network. By integrating these networks
with advanced communications technol ogies, we are able to provide a comprehensive array of communications
services primarily or entirely over anetwork that we own or control, from the initiation of the voice or data
transmission to the point of termination, which we refer to as end-to-end service. This capability enables usto
provide communication services between customers connected to our network, and among a customer’s multiple
locations, primarily or entirely over our network.

To develop these networks, we have assembled a collection of metro and inter-city network assetsin the United
States, substantially all of which we own or control, making us a facilities-based carrier. These network assets
incorporate state-of-the-art fiber optic cable, dedicated wavelengths of transmission capacity on fiber optic networks
and transmission equipment (including switches and routers that direct voice and data traffic to their destinations)
capable of carrying high volumes of data, voice, video and Internet traffic. We operate 37 metro fiber networksin 22
states and the District of Columbia, including 25 of the 30 largest metropolitan areasin the U.S. We have
constructed or acquired many of these metro fiber networks, which consist of up to 432 strands of fiber optic cable
and, in some cases, additional empty conduits through which fiber optic cable can be deployed. For our inter-city



network, we have acquired dedicated, high-capacity wavelengths of transmission capacity on fiber optic cables, onto
which we have deployed our own switching, routing and optical equipment, thereby giving us greater control over
the transmission of voice and datainformation. We also hold indefeasible exclusive rights to use unlit fiber optic
strands on the routes served by our existing inter-city network.

Our Chapter 11 Reor ganization

On June 17, 2002, XO Parent filed for protection under the Bankruptcy Code. On November 15, 2002, the
Bankruptcy Court confirmed XO Parent’ s plan of reorganization, and, on January 16, 2003, XO Parent
consummated the plan of reorganization and emerged from its Chapter 11 reorganization proceedings with a
significantly restructured balance sheet.

Events Leading Up to the Chapter 11 Reorganization

From 1996 through 2001, we financed the construction and acquisition of our networks, our growth and our
working capital requirements through public and private offerings of senior and subordinated unsecured notes and
common and preferred equity securities. In addition, in 2000, we financed certain network acquisitions and some of
our working capital requirements through secured borrowings under XO Parent’s $1.0 billion senior secured credit
facility, which we refer to as the Pre-Petition Credit Facility. As of December 31, 2001, we had approximately
$5.2 hillion in secured and unsecured long term debt obligations and approximately $1.8billion in liquidation
preference of preferred stock.

In 2001, market valuations of debt and equity securities of tel ecommunications companies, especially emerging
providers such as us, experienced significant declines, leading to awave of bankruptciesin the industry. As aresult,
the capital markets were largely closed to emerging telecommunications companieswhich made it difficult or
impossible for companies like us to obtain additional funding. In response to these conditions, we implemented
stringent measures in 2001 that were designed to conserve cash and reduce operating expenses and capital
expenditures. Despite these efforts, we concluded that our cash on hand would not be sufficient to fund operations,
capital expenditures and debt service until such time aswe expected our operations to become profitable and we
determined that arestructuring of our balance sheet was necessary.

The Chapter 11 Petition and Plan of Reorganization

During the period preceding and immediately after the filing of XO Parent’s Chapter 11 petition, we met with a
committee of lenders under the Pre-Petition Credit Facility, an informa committee of unsecured creditors that
represented holders of our unsecured notes (and following the filing of the Chapter 11 petition, the official
committee of unsecured creditors appointed in the Chapter 11 proceedings) and potential investors to discuss
potential transactions that could be implemented to reorganize our capital structure. These discussionsled to an
agreement with certain of our creditors regarding the terms of a plan of reorganization that envisioned two
reorganization structures, the first of which was based on, among other things, a proposed cash investment in XO
Parent by third parties (which was ultimately abandoned), and the second of which contemplated a stand-alone
restructuring with no new cash infusion committed in advance. The plan of reorganization, as supplemented, was
filed with the Bankruptcy Court on July 22, 2002 and distributed to creditors of XO Parent eligible to votein the
reorganization. Werefer to the stand-alone alternative under the plan of reorganization that ultimately was
confirmed by the Bankruptcy Court as the Plan of Reorganization.

On August 21, 2002, High River Limited Partnership, alimited partnership controlled by Mr. Carl Icahn,
commenced an offer to purchase |oans under the Pre-Petition Credit Facility at a purchase price of $0.50 for each
$1.00 in principal amount thereof. Purchases made under this offer, together with the loans under the Pre-Petition
Credit Facility that High River previously had acquired, resulted in High River holding approximately 85% of the
loans outstanding under the Pre-Petition Credit Facility.

On November 15, 2002, the Bankruptcy Court confirmed the Plan of Reorganization. On January 16, 2003, XO
Parent consummated the Plan of Reorganization and emerged from its Chapter 11 reorganization proceedings.

Distributions Under the Plan of Reorganization

After the consummation of the Plan of Reorganization, and giving effect to the implementation of fresh start
accounting, our capital structure consists of the following:



$500.0 million in outstanding principal amount of loans under arestructured secured credit and
guaranty agreement, which we refer to as the New Credit Agreement;

$80.2 million of other long-term liabilities, which include various capital |ease obligations; and

95.0 million outstanding shares of common stock, par value $0.01 per share, which we refer to as New
Common Stock.

We are not required to pay cash interest accrued on the principal amount under the New Credit Agreement until
we meet certain financial ratios.

The consummation of the Plan of Reorganization resulted in the $1.0 billion of loans under the Pre-Petition
Credit Facility being converted into the following:

90.25 million shares of New Common Stock; and

$500.0 million of outstanding principal amount of loans under the New Credit Agreement.

The Plan of Reorganization also resulted in the cancellation of all of XO Parent’ spre-petition senior unsecured
notes and general unsecured claimsin exchange for the following:

4.75 million shares of New Common Stock;
warrants to purchase up to an additional 23.75 million shares of New Common Stock;

rights to purchase shares of New Common Stock at $5.00 per sharein the rights offering described
below; and

aportion of the cash consideration received by XO Parent in connection with the settlement and
termination of the proposed investment transaction that was the basis for the first restructuring
alternative contemplated by the Plan of Reorganization, which we refer to as the Investment
Termination Payment.

The warrants consist of:

Series A Warrantsto purchase 9.5 million shares of New Common Stock at an exercise price of $6.25
per share;

Series B Warrants to purchase goproximately 7.1 million shares of New Common Stock at an exercise
price of $7.50 per share; and

Series C Warrants to purchase approximately 7.1 million shares of New Common Stock at an exercise
price of $10.00 per share.

The warrants will expire 7 years after the date of issuance. Each series of warrantsisidentical, except asto the

applicable exercise price. The exercise price applicable to each respective series of warrants is subject to adjustment
in certain events.

Under the Plan of Reorganization and after the SEC has declared effective our registration statement, XO Parent
will issueto certain holders of claims and interestsin XO Parent who held such claims and/or interests as of the
November 15, 2002 record date for distributions under the Plan of Reorganization, rights to subscribe for up to
40,000,000 shares of New Common Stock, at $5.00 per share, for an aggregate purchase price of up to
$200.0 million, through arights offering, which we refer to as the Rights Offering. In addition, pursuant to the
stipulation relating to the settlement of claims made against X O Parent purportedly on behalf of its stockholders,
which we refer to as the Stockholder Stipulation, holders of shares of pre-petition class A common stock of XO
Parent will receive additional nontransferable rights to the extent that the rights otherwise allocabl e to such holders
in the Rights Offering are exercisable for less than 3,333,333 shares of New Common Stock. Accordingly, no less
than 40,000,000 and not more than 43,333,333 shares will be offered in the Rights Offering.

Pursuant to the order confirming our Plan of Reorganization, the Rights Offering will not take place until the
date aregistration statement covering the offer and sale of such rights and shares to be offered thereunder shall have
been filed with the SEC and such registration statement shall have become effective. We have not yet filed a
registration statement with respect to therights and the Rights Offering will not commence until after the
registration statement has been filed with and declared effective by the SEC.



In addition, under the Plan of Reorganization:

Holders of pre-petition subordinated notes of XO Parent had their securities cancelled, and received a
cash payment from High River based upon the amount of the Investment Termination Payment that
High River would have been entitled to receive as holder of the loans under the New Credit
Agreement and the right to participate in the Rights Offering;

Holders of pre-petition class A common stock of X O Parent had their securities cancelled, and
received the right to a portion of the cash consideration pursuant to the Stockholder Stipulation and
have the right to participate in the Rights Offering; and

Holders of pre-petition class B common stock and holders of all series of pre-petition preferred stock
of XO Parent had their securities cancelled and received only the right to participate in the Rights
Offering.

Post-Bankruptcy I nterests Held by Entities Controlled by Carl I cahn

Of the 90.25 million shares of New Common Stock distributed to the lenders under the Pre-Petition Credit
Facility, approximately 76.6 million shares were issued to High River upon consummation of the stand-alone
restructuring under the Plan of Reorganization. Immediately following this distribution, High River transferred all
shares of New Common Stock to Cardiff Holding LLC, a Delaware limited liability company controlled by
Mr. Icahn.

Meadow Walk Limited Partnership, alimited partnership controlled by Mr. Icahn, owned over $1.5 billion in
principal amount of various tranches of XO Parent’ spre-petition senior unsecured notes, representing approximately
33% in principal amount of such notes. Meadow Walk has transferred beneficial ownership to all distributions with
respect to such notes under the Plan of Reorganization to Cardiff.

Giving effect to these transactions and the distributions of New Common Stock pursuant to the Plan of
Reorganization, Cardiff holds over 80% of the outstanding shares of the New Common Stock.

Of the warrants to be distributed under the Plan of Reorganization to holders of the pre-petition senior
unsecured notes, Cardiff estimatesit will receive Series A Warrantsto purchase approximately 3.0 million shares of
New Common Stock, Series B Warrants to purchase approximately 2.3 million shares of New Common Stock, and
Series C Warrants to purchase approximately 2.3 million shares of New Common Stock. As of the date hereof, XO
has not made any distribution of warrantsto any holder of old senior unsecured notes or general unsecured creditor
of XO Parent.

In connection with the Plan of Reorganization, High River received approximately 85% of the loans outstanding
under the New Credit Agreement. In January 2003, High River assigned all of itsrightsin the loans outstanding
under the New Credit Agreement to Chelonian Corp., a corporation owned and controlled by Mr. Icahn.
Subsequently, these |oans were assigned to Arnos Corp., a corporation owned and controlled by Mr. Icahn. Asa
result, Arnos now holds approximately 85% of the loans outstanding under the New Credit Agreement.

Accounting for Consummation of Plan of Reorganization

Asaresult of the consummation of the Plan of Reorganization, we have determined that XO Parentis required
to implement the “fresh start” accounting provisions of AICPA Statement of Position 90-7, “Financial Reporting by
Entities in Reorganization Under the Bankruptcy Code,” which we refer to as SOP 90-7, to itsfinancial statements.
The fresh start accounting provisions require that we establish a“fair value” basis for the carrying value of the assets
and liabilities for reorganized X O, the implementation of which will result in a substantial reduction in the carrying
value of our long-lived assets, including property and equipment, fixed wireless licenses, other intangible assets and
other noncurrent assets. As discussed in note 3 to our audited consolidated financial statements set forthin Item8
below, the consolidated balance sheets to such financial statementsinclude pro formainformation as if the fresh
start accounting provisions of SOP 90-7 had been implemented as of December 31, 2002.

Under SOP 90-7, the implementation of fresh start reporting is triggered in part by the emergence of XO Parent
from its Chapter 11 proceedings. Although the effective date of the Plan of Reorganization was January 16, 2003,
we plan to account for the consummation of the Plan of Reorganization asif it had occurred on January 1, 2003 and
implement fresh start reporting as of that date.



For further discussion of the effects of the transactions contemplated by the Plan of Reorganization on our
financial condition and results of operations, see“Our Chapter 11 Reorganization” and “Liquidity and Capital
Resources” in Item 7, “Management’ s Discussion and Analysis of Financial Condition and Results of Operations.”

2002 Capital Conservation I nitiatives

During 2002, in conjunction with the actions taken in connection with our Chapter 11 reorganization, we took a
number of stepsin an effort to conserve our available funding, including some modest workforce reductionsin
addition to those initiated in 2001, and to reduce our long-term obligations.

Amendment to Level 3 I nter-city Network Agreement. In August 2002, we entered into a Master Agreement
with Level 3 Communications, Inc., which amends various agreements related to our acquisition of fiber networksin
the United States from Level 3 and the recurring maintenance charges relating to those networks. Beginning on
January 1, 2003 and continuing over the remaining termof the initial agreement, Level 3 has reduced the operating
and maintenance fees as well as fiber relocation charges from approximately $17.0 million annually to afixed rate
of $5.0 million annually. In exchange for this reduction and certain other concessions, we surrendered our
indefeasible right to use an empty conduit and our indefeasible right to use six of the 24 fibers previously acquired
from Level 3.

Sale of European Business In February 2002, we completed the sale of the European I nternet service provider
business that we acquired as part of the 2000 acquisition of Concentric Network Corporation.

Applications and Services

We provide business customers with a comprehensive array of data and voice communications services, which
include voice, Internet access, private data networking and hosting services. We have designed these
communications services to meet the needs of all sizes of business customers, fromsmall and medium businesses to
multi-location businesses, and large enterprise, and carrier and whol esal e customers.

Voice Applications and Services

Local and Long Distance Voice Services

We offer avariety of voice applications and services, generally to businesses at prices significantly lower than
for comparable local services from the incunbent carrier. These voice servicesinclude:

local standard dial tone, including touch-tone dialing, 911 access and operator assisted calling;
local multi-trunk dial tone services, including direct inward dialing, and direct outward dialing;
long distance services, including 1+, toll free, calling card and operator services;

voice messaging with personalized greetings, send, transfer, reply and remote retrieval capabilities;
conferencing services, including voice and web conferencing services; and

directory listings and assistance.

In each of our markets, we have negotiated and entered into interconnection agreements with the incumbent
carrier and certain independent carriers, and implemented permanent local number portability, which allows
customersto retain their telephone numbers when changing telephone service providers.

Hosted I nteractive Voice Response

We devel op and manage hosted interactive voice response, or IVR, systemsfor customers that enable end users
to order products and services, collect and receive information, seek assistance, facilitate bill payments, and a host of
other capabilities over the telephone. Our hosted 1VR capabilities utilize awide range of technologies, from standard
touch-tone / push-button dialing to natural language speech recognition and extensible markup language, or XML,
and VoiceX ML technologies, which are sophisticated systems that enable persons to access Web-based information
over the telephone. We customize for our clients’ particular needs tel ephony-based software applications and
technologies developed by third partiesto create VR systems. We integrate these IVR systems with our clients’
other business systems, such as information databases and customer relationship management systems. We host and
maintain the IVR systemsin data centers and deploy them to clients across a network, thereby alleviating the need
for our clientsto purchase, own, install, or maintain these applications. Clients pay for the use of these customized



solutions through a combination of “upfront” payments for development and recurring fees based on transaction
volume. We also host and manage personal-identification number, or PIN, management systems, primarily pre-paid
calling card systems for customers, which includes providing transaction processing services relating to prepaid
calling card services provided by other telecommunications carriers.

Data Applications and Services
Internet Access

Our Internet access offerings include dedicated access servicestargeted at businesses that desire single or
multipoint high-speed, dedicated connectionsto the Internet, at speeds ranging from 56 kilobits per second, or kbps,
to 155 megabits per second, or mbps, and digital subscriber line, or DSL, services that include a wide range of
dedicated access speeds. We are atier-1 Internet backbone provider in the U.S., with over 200 public and private
peering arrangements with other Internet backbones.

Private Data Networking

We provide dedicated transmission capacity on our networks to customers that desire high-bandwidth links
between locations. We offer special access and point-to-point circuits to long distance carriers and other high
volume customers, which are used as both primary and back-up circuits. In addition, fiber optic technology that
enables signalsto be transmitted at different wavelengths on a single fiber allows us to lease one or more dedicated
wavelengths to customers that desire high-bandwidth links between locations. We currently offer these services with
connections of up to 9.6 gigabits per second, or what our industry refersto as OC-192. This service supports a
variety of transmission protocols, including ATM, Frame Relay and SONET.

Our virtual private network, or VPN, services enable customers to deploy tailored, Internet Protocol-based
mission-critical business gpplications for secureinternal enterprise, business-to-business and business-to-customer
data communications among geographically dispersed |ocations, while also affording high-speed access to the
Internet. VPN services also provide secure access for remote users, such as traveling employees and employees
working from home or aremote location, which is not possible using private line and frame relay services. We also
offer managed firewall services.

Finally, we offer a suite of Ethernet services, including Gigabit Ethernet, or GigE, in most of our U.S. markets,
aswell asinter-city Ethernet services between our markets. Our Ethernet services are designed to provide
high-speed, high-capacity connections between customers' local area networks, or LANS, within and between
metropolitan areas, while eliminating the need for ongoing configuration, management and acquisition of equipment
by the customer. These services are designed to provide private networking data speeds ranging from 10 or 100
megabits per second to one gigabit per second connections, to simplify customers’ network connections, and to
significantly reduce their costs.

Hosting Services

We offer arange of applications hosting services, which can manage a customer’ s web-based infrastructure and
operational needs allowing customers to focus on their web-based content. In addition, we provide server
management tools and services to manage customers' larger computers (which are known as servers) for them.

To provide this service, we have equipped our data centers and have configured the central offices of our
network backbone with electrical and environmental controls and 24-hour maintenance and technical support, to
provide an attractive location for our customersto locate their servers or from which they can run important
applications on servers that we maintain.

Our hosting servicesinclude:

Web Hosting: support for customers’ websites, including design, maintenance and
telecommunications services;

Server Collocation: collocation of customers’ serversin our data centers; and

Application Hosting: running our customers' enterprise-wide applications at our data centers and
distributing them as needed over our network or servers to ensure uniformity, reduce costs and
implement upgrades on a continuous and immediate basis.



As part of some of our XOptions integrated packages of communications services, we offer web hosting with
Microsoft’ s bCentral web-based tools and applications, which enables customers to conduct targeted email
marketing, register their web site with hundreds of Internet search engines and directories, build catalogues and sell
products over the web, and coordinate meetings and appointments online. We also offer a suite of hosting
outsourcing services that provide customers web-based access to email, group distribution lists, calendaring,
contacts databases management and file sharing. Hosting can be “shared”, in which we own the equipment and
provide the underlying services, or “dedicated,” in which we provide some or all of the hosting and servicesfrom
our data centers using the customer’s own equipment.

Integrated Voice and Data Services

We offer bundled packages of voice and data products, known as XOptions, to small and mediumsized
businesses, that include integrated, flat-rate packages for specified amounts of certain services, including local and
long distance voice services, Internet access and web hosting services. These servicesinclude avariety of service
packages designed to accommodate different sized customers with anywhere from 10 to 100 employees per location.
XOptions eliminates the complexity of working with multiple service providers for installation, maintenance and
billing, and also can result in significant savings over the average cost of buying these services from separate
competitive voice and data providers. We also offer Integrated Access Services, which can reduce telecom costs by
combining local voice, long distance, and dedicated Internet access on asingle facility.

In 2002, we introduced a number of new X Options packages designed to meet the needs of larger customers,
specifically, those with small offices at multiple locations, those desiring to pool hosting and email accounts across
multiple locations under a single account, and those that rely heavily on voice communications services. We also
introduced X Options packages that combine the benefits of XOptions' local and long distance voice, Internet access
and web hosting with Microsoft’ s bCentral web-based tools and applications.

Our integrated services also include shared tenant services, which are telecommunications management services
provided to groups of small and mediumsized businesses located in the same office building. This service enables
businesses too small to justify hiring their own telecommunications managers to benefit from the efficiencies,
including volume discounts, normally available only to larger enterprises. We install an advanced
telecommuni cations system throughout each building we serve, leasing space for on-site sales and service, and offer
tenants products and services such as telephones, voice mail, local calling lines, discounted long distance and
high-speed Internet connections, all on asingle, detailed invoice.

XO’s Networks

We have built fiber optic networks with robust capacity in urban centersin North America. Our | P-optimized
inter-city network in North America connects these local networks to one another.

The following diagram depicts the physical components of our nationwide networks.
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Metr o Fiber Optic Networks

The core of each of our metro fiber networksisaring of fiber optic cablein acity’s central business district that
connectsto our central offices. These central offices contain the switches and routers that direct data and voice
traffic to their destinations, and also have the space to house the additional equipment necessary for future
telecommunications services. Whenever we can, we build and own these metro fiber networks ourselves or obtain
indefeasible rights to use fiber so that we can control the design and technology used to best meet our customers’
needs. We operate 37 metro fiber networks serving the cities noted below.



Sate Market Sate Market

ArizOna......ccooeveevien, Phoenix Missouri................. St. Louis
Cdlifornia........ccccocereennes Los Angeles Nevada.........cccceue.. LasVegas
Orange County: Anaheim; Costa New Jersey ............ Bergen/Passaic
Mesa; Fullerton; Garden Grove, Middlesex
Huntington Beach; Inglewood,; Newark
Irvine; Long Beach; Orange; New York.............. Manhattan
and Santa Ana OhiO...ceireeiiriinns Cleveland
Sacramento Columbus
San Diego Akron
San Francisco Bay Area: Canton
Fremont; Milpitas; Mountain View; Oregon.....cceeveeenas Portland
Oakland; Palo Alto; San Jose; San Pennsylvania.......... Central Pennsylvania:
Francisco; Santa Clara and Sunnyvale Allentown; Harrisburg;
Colorado.......cccceeveveirenenns Denver Lancaster; and Reading
Delaware.........ccooveenenenn. Wilmington Philadelphia
District of Columbia........ Washington Scranton/Wilkes Barre
Florida.......cccooeeveirinennn. Miami Tennessee.............. Memphis
Fort Lauderdale Nashville
Orlando
Tampa Bay
GEOrgiaL....cveveveerieieienns Atlanta TEXES v Austin
Marietta Dalas
HHNOIS .., Chicago Houston
San Antonio
Maryland........cccccevveunnne. Baltimore Utah....ocooeiiee, Salt Lake City
Massachusetts.................. Boston Orem/Provo
Michigan .......ccoceecveeenne. Detroit Washington............ Sesdttle
Minnesota.........cccoeeennen. Greater Minneapolis/St. Paul Spokane
Vancouver

We built our high capacity metro fiber networks using a backbone density typically ranging between 72 and 432
strands of fiber optic cable. Fiber optic cables have the capacity, or bandwidth, to carry tens of thousandsof times
the amount of traffic as traditionally-configured copper wire. We believe that installing high-count fiber strands will
allow usto offer ahigher volume of broadband and voice services without incurring significant additional
construction costs. To enhance our ability to economically connect customers to our networks and services, we
design our networks to serve both core downtown areas and other metropolitan and suburban areas where business
development supports the capital required for the network build.

Inter-City Network

We have created a single, end-to-end network by linking our metro fiber networks to one another through the
use of an inter-city fiber optic network, largely purchased from Level 3, which enables us to offer our customers
integrated, end-to-end communications services over facilities we control. All of our metro networks are connected
to thisinter-city network, either directly or through other connections.

Although we own rights to multiple fibers primarily on the Level 3 network, to conserve capital, we have
delayed “lighting” much of our inter-city fibers and provide inter-city transport primarily by purchasing wavelength
capacity from Level 3 along the same routes as our inter-city network assets onto which we have deployed
transmission and routing equi pment. By using our own transmission and routing equipment, we maximize the
capacity and enhance the performance of the network as needed to meet our customers' current and future
broadband data and other communications needs, rather than relying on the owners of |eased lines to make those
upgrades.

Using Level 3 wavelength services and our own routers and transport equipment, we al so operate an OC-192
capacity Internet backbone, onto which a substantial amount of our Internet-related services and customer traffic
runs. This backbone provides our customers with improved network redundancy, security and performance, and
enables usto offer customers services that take advantage of future Internet Protocol technol ogies.

Our inter-city network assets primarily consist of an exclusive interest in 18 unlit fibersin a shared, filled
conduit inthe Level 3 North American network, which consists of afiber network that traverses over 16,000 miles
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and connects more than 60 citiesin the United States and Canada, including most of the major metropolitan markets
served by our metro networks. We will install optical network equipment to “light” specific segments of this
inter-city fiber where the demand for telecommunications capacity makes the related capital expenditures economic
in comparison to purchasing wavelength or other capacity. Due to the need for additional, cost-efficient capacity
along the segment of this network that runs from Los Angeles to San Diego, we are in the processes of lighting this
network segment, which is the only segment that we have current plans to light. Much of the equipment used in
connection with our inter-city network is positioned so that we can easily transfer voice and data traffic from the
wavelength capacity purchased fromLevel 3 to servers on our inter-city fiber network as portions of that network
arelit.

Connecting Customersto Our Networks

We attempt to connect our customers directly to our networks where it is economical to do so. We believe that
by deploying direct connections to our customers, rather than connecting through the incumbent carriers’ facilities,
we will reduce our costs and be better positioned to meet our customers' communications requirements and to more
rapidly deploy our service. We connect customers to our networks by using fiber optic cable and, in limited
circumstances, fixed wireless spectrum,

In many cases, we must lease facilities from an incumbent carrier to connect a customer to our network. By
building our metro networks in central business districts, in many cases we have minimized the distance from our
network to a potential customer, which resultsin lower costs associated with these leased facilities because the cost
of those facilitiesis generally based, in part, on the length of the leased connection.

Fiber Optics. In cases where expected revenues justify the construction cost, we will install a new fiber optic
extension from our network to the customer’s premises. Whether it is economical to construct afiber optic extension
depends, among other things, on:

the existing and potential revenue base located in the building in question;

the building location relative to our network and our ability to access the communications equipment
in that building, and

local permit requirements.

Evenif weinitially determinethat it is not economical to construct afiber connection to a building, we will
continually reexamine the costs and benefits of afiber connection and may at alater date determine that construction
of oneisjustified.

Broadband Wireless Spectrum. In cases where construction of afiber optic connection is not practical or
economical, in limited cases we have deployed a high-bandwidth wireless connection between an antenna on the
roof of the customer’ s premises and an antenna attached to our fiber rings. We hold licenses to fixed wireless
spectrum in numerous cities, covering areas where 95% of the population of the 30 largest U.S. cities live or work.

In those limited cases where we decide to install equipment to operate fixed broadband licenses, we must secure
roof and other building access rights, including access to conduits and wiring from the owners of each building or
other structure on which we propose to install our equipment, and may need to obtain construction, zoning, franchise
or other governmental permits.

DSL Technology. We have also deployed DSL technology to meet the high-bandwidth needs of those
customers located less than three miles from the incumbent carrier’ s central office and whose customer connection
remains over copper wire. DSL technology reduces the bottleneck in the transport of information, particularly for
data services, by increasing the data carrying capacity of copper telephone lines. We believe that, for many small to
medium sized customers within the geographic areas that can be served by DSL technology, existing copper
connections using DSL technology from customer buildings to our local fiber optic networks will offer alower cost
solution for providing high-quality broadband services than fiber or fixed wireless connections.

We offer DSL service in numerous marketsin the U.S., mainly through wholesale arrangements with the
incumbent carriers and other DSL service providers. We have introduced our own DSL equipment and services at
many collocation sites, including central offices of the incumbent carriers that serve a significant number of business
customers.
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Network Technology
Overview

The wires, cables and spectrum that comprise the physical layer of our networks can support avariety of
communications technol ogies. We seek to offer customers a set of technology options that can support services that
meet their changing needs and introduce new technologies as necessary. Specifically, we believe that a service
platform based on Internet Protocol, or 1P, will provide us with significant future opportunities, because it will
enable data, voice and video to be carried inexpensively over our end-to-end, facilities-based network.
Consequently, we have supplemented our current data and voice switching technology with 1P equipment.

Over the past few years, both optical and | P-based networking technol ogies have undergone rapid innovation.
These technological developments enable usto offer our customers numerous high-speed data services. Many of
these innovations have the effect of increasing the efficiency of the physical components of our network by
increasing the effective capacity of networks for these types of applications. In the future, we expect that | P-based
technology will become the preferred technology for voice calls and facsimile transmission as well. We plan to
remain flexible in our use of technology, so that, as underlying communications technology changes, we will have
the ability to take advantage of and implement new technologies that best meet our network requirements and
customers’' needs.

Theillustration below depicts the configured circuit capacities deployed in the I P network.

Fiber Optic Technology

To enhance the capacity of our metro networks, we are incorporating dense wavelength division multiplexing
technology, which makes it possible to simultaneously transmit data at more than one wavelength, thereby allowing
the transmission of multiple signals through the same fiber at different wavelengths. When applied to the
state-of-the-art optical fiber deployed in many of our metro networks and in our intercity network, this technology
can dramatically increase the capacity of an optical fiber.
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Switching Technology

There are two widely used switching technologies currently deployed in communications networks:
circuit-switching systems and packet-switching systems. Circuit switch-based communications systems, which
currently dominate the public telephone network, establish a dedicated channel for each communication (such asa
telephone call for voice or fax), maintain the channel for the duration of the call, and disconnect the channel at the
conclusion of the call.

Packet switch-based communications systems, which format the information to be transmitted into a series of
shorter digital messages called “ packets,” are the preferred means of data transmission. Each packet consists of a
portion of the complete message plus the addressing information to identify the destination and return address. A
key feature that distinguishes Internet architecture from the public telephone network is that on the packet-switched
Internet, a single dedicated channel between communication pointsis not required.

Packet switch-based systems offer several advantages over circuit switch-based systems, particularly the ability
to commingle packets from several communications sources together simultaneously onto a single channel. For most
communications, particularly those with bursts of information followed by periods of “silence,” the ability to
commingle packets provides for superior network utilization and efficiency, resulting in more information being
transmitted through a given communication channel.

I P technology, an open protocol that allows unrelated computer networks to exchange data, is the technol ogical
basis of the Internet. The Internet’s explosive growth in recent years has focused intensive efforts worldwide on
devel oping IP-based networks and applications. In contrast to protocols like ATM, which was the product of
elaborate negotiations between the world’ s monopoly telephone companies, I P is an open standard, subject to
continuous improvement.

We believe that aform of IP-based switching will eventually replace both ATM and circuit switched
technologies, and will be the foundation of integrated networks that treat all transmissions— including voice, fax
and video — simply as forms of data transmission. Although not always the case, voice over | P technology now
incorporates the quality of service necessary for commercial deployments, but the pricing of equipment that must be
installed at customer locations in order to implement voice over | P applicationsis not yet cost-effective for
widespread application. We expect that over time improved technology and the manufacture of sufficient volumes
of equipment will make customer adoption of voice over | P applications more cost-effective.

We have constructed | P points of presencein all of our major markets using high-capacity IP routers, through
which we offer Internet-related services. We currently connect these points of presence with our inter-city fiber
network, which serves as our OC-192 | P backbone.

We have deployed a number of next generation switching technologies, including soft-switch, optical and
Ethernet switching technologies. The soft-switch is a distributed computer system that performs the same functions
asacircuit switch. It can route and switch information at an extremely fast rate. Initially, we will use soft-switch
technology to complement and relieve traffic from our circuit switches. We have deployed optical switching, routing
and transmission equipment on our inter-city network to create an all -optical network. Thistechnology is designed
to make significant amounts of bandwidth available to our customers. It also is designed to enable usto more
effectively and efficiently manage our customers’ transmissions and to enhance our deployment of dense
wavel ength division multiplexing technology. Optical switching will support all transmission protocols, including
IP, ATM, and frame relay. We also are deploying Ethernet switching technology to support and expand our Ethernet
services.

We believe that the deployment of 1P and soft-switch technologies in our network will enable us to implement
new services based on current | P technology, and position us to adopt future | P technology implementations as they
evolve to support fully integrated communications networks.

Fixed Wireless Technology

We hold licenses for 1,150 to 1,300 MHz of local multipoint distribution services, or LMDS, spectrum in 58
cities, covering areas where 95% of the population of the 30 largest U.S. cities live or work. Our licenses also
include 150 MHz of LMDS spectrum in 10 smaller cities and 300 MHz of spectrum in the five boroughs that
comprise New Y ork City. We also hold ten fixed wireless licenses in the 39 gigahertz, or GHz, frequency. Eight
such licenses provide from 100 to 300 additional MHz in four cities where we hold a 150 MHz LMDS license and
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two 39 GHz licenses provide us with 200 MHz of fixed wireless capacity in Las Vegas, where we do not hold a
LMDS license.

The spectrum under the licenses we hold is not suitable for mobile telephones, but can transmit voice, data or
video signals from one fixed antennato one or many others. A sthe word “local” in the local multipoint distribution
service name implies, the radio links provided using LM DS freguencies are of limited distance, typically of afew
miles or less, due to the degradation of these high-frequency signals over greater distances. The same istrue of the
39 GHz spectrum. Although technology to support the multipoint characteristics of this spectrum has not been
developed, we use the spectrum for point-to-point connections in those limited situations where it is more
cost-efficient than installing afiber cable or leasing facilities from the incumbent carrier.

A wireless connection typically consists of paired antennas placed at a distance of up to 2.5 miles from one
another with adirect, unobstructed line of sight. The antennas are typically installed on rooftops, towers or windows.
Because these connections are affected by rain attenuation, in areas of heavy rainfall transmission links are
engineered for shorter distances and greater power to maintain transmission quality, which tends to increase the cost
of service coverage.

With the 39 GHz spectrum, because there are existing users of that spectrum, we as a new user of the spectrum
will be required to coordinate our use so as not to interfere with an existing user. We do not believe that the
coordination process will significantly limit our ability to make use of the spectrum.

The term of the licenses for our fixed wireless spectrum generally is ten years, and the initial term of afew
licenses expires as early as 2006. Although the licenses are renewable for an additional ten year term, renewal is
conditioned on us satisfying certain utilization requirements established by the Federal Communications
Commission, or FCC. Our current utilization may not be sufficient to satisfy this condition for certain licenses, and,
unless we begin to use substantially more fixed wireless spectrum, the FCC may not renew one or more of our
licenses.

Sales and Customer Care
Overview

Our sales organization includes adirect field sales force and alternative sales channels. Our direct sales force for
services other than shared tenant services includes two sales organizations. Our market sal es organization focuses on
small to mediumsized customers and larger or growing businesses within a market and multi-market accounts. Our
national sales organization focuses on targeted larger and national accounts, and specific enterprise and carrier
channels.

Our market sales organization focuses on selling our full suite of servicesto small to medium and larger
businesses and multi-market accounts. Our market research indicates that these customers prefer a single source for
all of their telecommunications requirements, including products, billing, installation, maintenance, and customer
service. By offering these customers our local and long distance services or our X Options packages, which combine
local and long distance voice services, Internet access and web hosting services, we believe we provide our
customers alevel of convenience that generally is unavailable in the communications marketplace.

We market and sell servicesto other telecommunications carriers and large commercial users and national
accounts through our national salesteam. The expansion of our data service capabilities has enabled our national
sales team to expand our targeted customersto include larger national and multi-market accounts customers that can
benefit from our broad range of services.

We market and sell our shared tenant services through a separate direct salesforce, which targets high
concentrations of business customers in multi-tenant commercial office buildings in the metropolitan areasin which
we provide this service.

Direct Sales Force

We have established highly motivated and experienced direct sales forces. Our strategy isto design the structure
of our sales efforts so that our sales personnel are able to establish adirect and personal relationship with our
customers. We seek to recruit salespeopl e with strong sales and telecommunications backgrounds, including
salespeople from long distance companies, telecommunications equipment manufacturers, network systems
integrators and the incumbent carriers. Salespeople are offered incentives through a commission structure that
generally targets 40% to 50% of a salesperson’ stotal compensation to be based on performance. The size of our
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sales organization decreased from 2001 to 2002, fromapproximately 1,750 employees at December 31, 2001 to
approximately 1,100 employees at December 31, 2002.

Other Sales Channels

We have complemented our direct sales force by developing alternative sales channels to distribute the
increasing number of products and services available to our broadening customer base. These channelsinclude
numerous third party sales agents. We currently have distribution arrangements with anumber of national, regional
and local agents and agency firms, whose representatives market a broad range of XO services. We have a staff of
approximately 65 employees who manage our agent relationship and the over 500 indirect agents in markets
throughout the United States. We also sell and market certain services via our telesales operation and viathe Internet
at www.x0.com.

Customer Care

Once acustomer’ s services have been installed, our customer care operations support customer retention and
satisfaction. Our goal isto provide customers with a customer care group that has the ability and resourcesto
respond to and resolve customer questions and issues as they arise, 24 hours aday, seven days aweek. In 2002,
although we conducted much of our customer care operations from four call centers, we also provided locally-based
care for many large customers. Although we believe that a centralized care structure not only takes advantage of
economies of scale, but also enables usto provide better customer service, we intend to close one of our care
facilitiesin 2003 and are evaluating whether to place additional customer care resources locally. The size of our
customer care organization decreased from 2001 to 2002, fromapproximately 1,000 employees at December 31,
2001 to approximately 700 employees at December 31, 2002

Regulatory Overview
Overview

The Telecommunications Act of 1996, or the Telecom Act, which substantially revised the Communications
Act of 1934, has established the regul atory framework for the introduction of competition for local
telecommuni cations services throughout the United States by new competitive entrants such as us. Prior to the
passage of the Telecom Act, states typically granted an exclusive franchisein each local service areato asingle
dominant carrier - often aformer subsidiary of AT& T, known as a Regional Bell Operating Company, or RBOC -
which owned the entire local exchange network and operated a virtual monopoly in the provision of most local
exchange services in most |ocations in the United States. The RBOCs, following some recent consolidation, now
consist of the following companies: Bell South, Verizon, Qwest Communications and SBC Communications.

Among other things, the Telecom Act preempts state and local governments from prohibiting any entity from
providing telecommunications service, which has the effect of eliminating prohibitions on entry that existed in
almost half of the states at the time the Telecom Act was enacted. At the same time, the Telecom Act preserved state
and local jurisdiction over many aspects of local telephone service, and, as aresult, we are subject to varying
degrees of federal, state and local regulation. Consequently, federal, state and local regulation, and other legislative
and judicial initiatives relating to the telecommunications industry could significantly affect our business.

We believe that the Telecom Act provided the opportunity to accelerate the development of competition at the
local level by, among other things, requiring the incumbent carriers to cooperate with competitors’ entry into the
local exchange market. We have developed our business and designed and constructed our networks to take
advantage of the features of the Telecom Act that require cooperation from the incumbent carriers, and believe that
the continued viability of the provisions relating to these mattersis critical to the success of the competitive regime
contemplated by the Telecom Act.

Although the Telecom Act and the related rules governing competition issued by the FCC, aswell as
pro-competitive policies already devel oped by state regulatory commissions, have enabled new entrants like usto
capture a portion of the incumbent carriers’ market share of local services, there have been numerous attempts to
limit or eliminate the basic framework for competition in the local exchange services market established by the
Telecom Act through a combination of federal legislation, new rulemaking by the FCC and challenges to existing
and proposed regulations by the incumbent carriers. We expect these effortsto limit the benefits of the Telecom Act
to continue. Successfully implementing our business plan is predicated on the assumption that the basic competitive
framework will remain in place.
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Federal Regulation

The FCC exercises jurisdiction over our communication facilities and services. We have authority from the
FCC for the installation, acquisition or operation of our wireline network facilities to provide facilities-based
international services. In addition, we have obtained FCC authorizations for the operation of our LMDS and 39 GHz
fixed wireless facilities. Unlike incumbent carriers, we are not currently subject to price cap or rate of return
regulation, which leaves us free to set our own pricing policies for end user services subject only to the general
federal guidelinesthat our charges for interstate and international services be just, reasonable, and
nondiscriminatory. The FCC does authorize us to file interstate tariffs on an ongoing basis for interstate access (rates
charged among carriers for access to their networks). The FCC, however, has issued a decision that required us (with
only minor exceptions) to withdraw tariffs for interstate domestic long distance service and international long
distance service. We, however, still are required to make the terms, conditions and pricing of the detariffed services
available to the public on our Company web page.

Thefollowing is asummary of the interconnection and other rights granted by the Telecom Act that are most
important for full local competition and our belief as to the effect of the requirements, if properly implemented:

Interconnection with the networks of incumbents and other carriers, which permits customers of oursto
exchange traffic with customers connected to other networks;

Local loop unbundling, which allows usto selectively gain access to incumbent carriers' facilities and
wiresthat connect the incumbent carriers’ central offices with customer premises, thereby enabling us to
serve customers on afacilities basis not directly connected to our networks;

Reciprocal compensation, which mandates arrangements for local traffic exchange between us and both
incumbent and competitive carriers and compensation for terminating local traffic originating on other
carriers’ networks, thereby improving our margins for local service;

Number portability, which allows customers to change local carriers without changing telephone
numbers, thereby removing a significant barrier for a potential customer to switchto our local voice
services,

Access to phone numbers, which mandates assignment of new telephone numbers to our customers,
thereby enabling us to provide telephone numbers to new customers on the same basis as the incumbent
carrier, and

Collocation of telecommunications equipment in incumbent central offices, which enables us to have
direct accessto unbundled loops and other network elements and facilitates their efficient integration
with our switching and other network facilities.

In January 1999, the U.S. Supreme Court upheld key provisions of the FCC rules implementing the Telecom
Act, in adecision that was generally favorable to competitive telephone companies such as us. In finding that the
FCC has general jurisdiction to imp lement the Telecom Act’s local competition provisions, the Supreme Court
confirmed the FCC’ srole in establishing national telecommunications policy, and thereby created greater certainty
regarding the rules governing local competition going forward.

Although the rights established in the Telecom Act are a necessary prerequisite to the introduction of full local
competition, they must be properly implemented and enforced to permit competitive telephone companies like us to
compete effectively with the incurrbent carriers. Discussed below are several FCC and court proceedings relating to
the application of certain FCC rules and policies that are significant to our operations.

Unbundling of Incumbent Network Elements

In the January 1999 Supreme Court decision discussed above, the Court affirmed the FCC’ s interpretation of
matters related to unbundling of incumbent carriers’ network elements. It held that the FCC correctly interpreted the
meaning of the term “network element”, which defines the parts of an incumb ent carrier’ s operations that may be
subject to the “unbundling” requirement of the Telecom Act. The Court, however, also held that the FCC did not
correctly determine which network elements must be unbundled and made available to competitive telephone
conpanies such as us. In November 1999, the FCC released its “UNE (unbundled network element) Remand
Order”, which addressed the deficiencies in the FCC’ s original ruling cited by the Supreme Court. The order
generally was viewed as favorable to us and other competitive carriers because it ensured that incumbent carriers
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would be required to continue to make available those network elements, including unbundled | oops, that are crucial
to our ability to providelocal and other services. The UNE Remand Order subsequently was appealed by the
incumbent carriers.

On May 24, 2002, the United States Court of Appealsfor the D.C. Circuit released an opinion remanding the
UNE Remand Order to the FCC for further consideration. The Court of Appeals stated that it had remanded the
order becauseit felt that:

the FCC had adopted uniform national rules with respect to almost every unbundled element for every
geographic market without regard to the state of competition in any particular market; and

the FCC' s determination of when cost disparitiesimpair acompetitor’ s ability to provide service
without unbundled elements was too broad.

In response to the Court of Appeals’ decision, and as part of its statutorily required periodic review of itslist of
unbundled elements, the FCC initiated its “ Triennial Review” proceeding.

On February 20, 2003, the FCC held an open meeting and adopted its Triennial Review decision. The full text
of what is expected to be a 300-page order is not yet available, so we have only abroad outline of the FCC' s actions
without the detail required to clearly understand all of the ramifications of thisimportant decision. Based on the
FCC'’ s press release and the comments of each FCC Commissioner at the meeting, it appears that, under that order,
our ability to obtain access to certain unbundled network elements and incumbent network upgradeswill be
curtailed or more costly in the future. Also, it appears that the order would delegate to the states the overall
responsibility for deciding what unbundled el errents should be available to competitorslike us in local markets of
each of the respectivestates. Delegation of these determinations creates the risk that some states may decide to limit
or eliminate unbundled elementsto which we have access today and that we will be faced with different sets of rules
and costsif states issue inconsistent decisions.

Based on the FCC' s press rel ease announcing the Triennial Review decision and related comments of the
Commissioners, the following matters may be of relevance to us once the order isissued:

Curtailed Accessto Broadband: It appearsthat the order will adopt new rules that would restrict
competitive carriersfrom leasing as unbundled elements certain upgrades that the incumbent carriers make
to their networks, such as the deployment of new optical fiber or upgrades from copper to optical fiber. For
example, a new fiber loop to a customer that replaces an existing copper loop could be exempt from
unbundling, except that incumbents must continue to unbundl e the pre-existing copper loop or provide a
voice channel for uson the new fiber loopsthat is equivalent to the old copper loop. Although the
imposition of any restrictions on our access to the incumbents’ broadband networksis not afavorable
development for us, we believe that the adverse impact ispartially mitigated by the fact that it appears that
incumbents would be required to continue to provide us with basic access to those facilities that we
currently lease from them to serve many of our customers.

Unbundled Local Loops: It appears that the order will make ageneral, national finding that competitive
carriers should have access to certain unbundled loops of the incumbent carriers. The states, however, may
remove competitive carriers’ access to such loops based on the results of specified competitive analyses.
Incumbent carriers will no longer be required to provide competitive carriers with accessto certain very
high-capacity loops. We believe that the net result of such an order would not have asignificant impact on
us, asthe accessto the vast majority of unbundled loops that we use today would be preserved.

Unbundled Transport: It appears from the press release announcing the Triennial Review decision that the
order will change the definition of “ dedicated transport” in such away that competitive carriers would have
to purchase certain transport facilities at higher rates than they do so today. It appears that the order would
maintain access to many types of transport between incumbent facilities, such as transport between
incumbent central offices, but it redefines transport to eliminate the unbundling of other transport. It also
appears that the order would set forth atest that the states must follow in considering whether transport
should be available in local markets within the states. It appears that the order will provide that certain very
high-capacity transport would no longer be available as an unbundled element and that shared transport
would be unavailable as an unbundled element in mo st business markets. Although it is not possible to
gauge the full effect of these changes without seeing the text of the order, we believe that it islikely that
these actionswould raise our costs for transport servicesin the future.
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Enhanced Extended Links and Co-mingling: It appearsthat the order will facilitate the ability of
competitive carriers like us to obtain aloop and transport combination of unbundled elements known as
“enhanced extended links”, provided that the underlying loop and transport elements are available on an
unbundled basis. It also appears that the order will permit competitive carriersto mix unbundled network
elements with retail servicesinstead of requiringthem to artificially segregate unbundled elements from the
remainder of our network. Because we currently take advantage of both services from the incumbent
carriers, we believe that these devel opments could result in cost savings for us.

Calculation of Unbundled Element Rates: It appears that the order will allow the incumbent carriers to
utilize ahigher cost of capital and shorter depreciation lives to establish rates for unbundled elements. We
believe that these modifications could raise our costs for leasing unbundled elementsin the future.

Asindicated above, the text of the Triennial Reviewdecision has not yet been released. We anticipate that, once
the FCC’s new unbundling rules are effective, incumbent carriers will pursue review in courts, institute
administrative proceedings with the FCC and state regulatory agencies and |obby the United States Congress, dl in
an effort to affect laws and regulations in amanner even more favorable to them and against the interest of
competitive carriers. At the same time, we would anticipate that the competitive carriers will endeavor to improve
their positions and access to the incumbents’ networks through similar means.

Collocation in Incumbent Central Offices

Collocation regulations promulgated by the FCC specify in greater detail obligationsthat the Telecom Act
imposes upon the incumbent carriers to open their local networks to competition by providing competitors space to
locate their equipment in incumbent central offices and remote terminals for the purpose of interconnection. This
allows the competitive carriersto provide local telephone services and to use portions of the incumbent carriers
existing networksto offer new and innovative services. Over the past four years, the FCC’ s collocation regulations
have been the subject of very contentious proceedings at the FCC and litigation before several courts. On remand
from a March 2000 decision by the U.S. Court of Appealsfor the D.C. Circuit, the FCC issued a decision that
revised its rules in amanner that permits incumbent companies to exercise more discretion in determining the
placement of competitors' equipment in their central offices, and does not require the incumbentsto allow
competitorsto install and maintain cross-connections between other collocated competitors, but requires the
incumbents themselves to provide thisas part of their collocation services. In June, 2002, the D.C. Circuit Court of
Appeals affirmed the FCC' s remand order, and the FCC has since clarified that incumbents should make
their cross-connection service available in the physical collocation tariffs they file with the FCC.

I'n October 2002, Verizon filed an application with the FCC requesting authority to discontinue providing
federally-tariffed physical collocation services, as required under current FCC regulations applicable to most
incumbent carriers. Verizon asked the FCC to require its competitors instead to order collocation services solely
pursuant to terms and conditions approved by state public service commissions. Verizon's application remains
pending, but if this authority is granted, such discontinuance would make it more costly and difficult for
competitors such as us to obtain collocation services because the rates set by state public service commissions are
typically significantly higher than those approved by the FCC, and may require competitors to engage in costly
negotiationsin different states. If Verizon is successful, other large incumbent providers are likely to seek and
receive comparable relief.

Regulation of the RBOCs' Ability to Provide Long Distance Service

The FCC has primary jurisdiction over the implementation of Section 271 of the Telecom Act, which provides
that the RBOCs cannot offer in-region long distance services until they have demonstrated that:

they have entered into an approved interconnection agreement with afacilities-based competitive telephone
company or that no such competitive telephone company has requested interconnection as of a statutorily
determined deadline;

they have satisfied a 14-element checklist designed to ensure that the RBOC is offering access and
interconnection to all local exchange carriers on competitive terms; and

the FCC has determined that allowing the RBOC to offer in-region, long distance servicesis consistent
with the public interest, convenience and necessity.
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The FCC has granted each of the RBOCs the authority to provide long distance service in anumber of states.
We expect that the RBOCs will have received such authority with respect to most of the remaining states in the near
term. Although we cannot predict when such approval islikely to occur, it could have an adverse affect on our
ability to competeif it is not accompanied by safeguards to ensure that the RBOC continues to comply with the
market-opening reguirements of Section 271 or if it is granted prematurely before the RBOC has completely
satisfied the market-opening reguirements.

Provision of Broadband Telecommunications Services and | nformation Services

Current federal and state regulation places certain restrictions and conditions on the provision of advanced
telecommuni cations services, or broadband services, such as data and DSL services, by the RBOCs. Furthermore,
the network elements that RBOCs must make available under the FCC' s unbundling rules to competitors may be
used for the provision of broadband services. However, at the urging of the RBOCs and other incumbent carriers,
the FCCinits Triennial Review decision, appears to have greatly curtail the extent to which the incumbents must
unbundle the broadband portion of their networks for their competitors. Despite this apparent victory, the RBOCs
have vowed to continue to push for further deregulation through federal and state legislative efforts. For example,
broadband deregulation legislation is currently under consideration in several states, including Georgia, Texas and
Missouri. In addition, it is anticipated that deregulatory legislation will be pursued by the RBOCsin Congress. In
addition to possible legislation, the FCC has initiated another pending proceeding that could result in afurther
diminishment of incumbent carriers’ requirement to make unbundled network elements that are used for certain
broadband or information services available to us. The FCC hasissued a Notice of Proposed Rulemaking entitled
“Appropriate Framework for Broadband Access to the Internet Over Wireline Facilities’ that requests comments on
the proper classification of broadband access services as either regulated telecommunications services or
unregulated information services. The Triennial Review decision significantly restricts the availability on an
unbundled basis of certain network elements deploying fiber or packet-switching technologies. That decision, in
conjunction with adecision in this proceeding, |egislative change or a court ruling further broadening the definition
of what constitutes unregulated information services could have the effect of allowing RBOCsto provide terms,
conditions and pricing to their own affiliates that provide data or information services that are better than those made
available to us. Such developments could also be expected to adversely effect our cost of doing business by
increasing the cost of purchasing or leasing such facilities from the RBOCs.

Universal Service

In 1997, the FCC established a significantly expanded federal telecommunications subsidy regime known as
“universal service”. For example, the FCC established new subsidies for services provided to qualifying schools and
libraries and rural health care providers, and expanded existing subsidies to low income consumers. Most
telecommuni cations companies, including us, must pay for these programs based on their share of interstate and
international telecommunications end user revenues. In a 1999 decision, the Fifth Circuit Court of Appealsissued a
ruling that had the net effect of somewhat |owering our contribution of revenuesto universal service, which stands at
7.28% of end user telecommunications revenues for the first quarter of 2003. Now, the FCC has taken further steps
to modify the system for assessment and recovery of universal service funds. In a December 2002 Notice of
Proposed Rulemaking, the FCC has asked many broad-ranging questions regarding universal service, including
whether to change its method of assessing contributions due from carriers by basing it on the number and capacity of
connections they provide, rather than on interstate and international end user revenues they earn. We cannot be sure
that legislation or FCC rulemaking will not increase the size of our subsidy payments, the scope of the subsidy
program or our costs of calculating, collecting and remitting the universal service related payments.

Intercarrier Compensation Reform

Currently, communications carriers are required to pay other carriersfor interstate access charges and local
reciprocal compensation charges, both of which are being considered for reform.

I nter state Access Charges. Long distance carriers pay local facilities-based carriers, including us,
interstate access charges for both originating and terminating the interstate calls of long distance customers on
the local carriers' networks. Historically, the RBOCs set access charges higher than cost and justified this
pricing to regulators as a subsidy to the cost of providing local telephone service to higher cost customers. With
the establishment of an explicit and competitively neutral universal service subsidy mechanism, however, the
FCC isunder increasing pressure to revise the current access charge regime to bring the charges closer to the
cost of providing access. In response, the FCC issued a decision in 2001 setting the rates that competitive local
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carriers charge to long distance carriers at alevel that will gradually decrease over three years from a maximum
of $0.025 per minute to the rates charged by incumbent carriers. So long as we are in compliance with the

FCC’ srate schedule, the FCC'’ s order forbids long distance carriers from challenging our interstate access rates.
Although this FCC decision lowering access charges will reduce our access charge revenues over time, we do
not expect that such areduction will have amaterial impact on our total revenues or financial position. The FCC
isalso considering, in adeclaratory ruling proceeding commenced in November 2002, the question of whether
voice over the Internet services or services utilizing an Internet protocol should be made subject to interstate
access charges in the same manner as traditional telephony. Like agrowing number of carriers, we utilize an
Internet protocol for a portion of our traffic as do some of our customers. The FCC hasindicated on several
occasions that such services are exempt from interstate access charges, but until the FCC issuesitsruling in the
current proceeding, it is unclear how such traffic will be treated for intercarrier compensation purposes.

Local Reciprocal Compensation Charges. Local telephone companies such as us that originate
traffic that isterminated on the network of other carriers typically compensate the other local carriersfor
terminating that traffic. These payments flow in both directions between any two carriers. First, when we
terminate traffic for another local carrier to a customer on our network, we collect compensation. Second,
when we send traffic to another carrier for termination, we pay compensation. Some competitors, however,
have a customer base that generates many more minutes of terminating traffic from other carriers than
originating traffic destined for other carriers. For example, acompetitor that has a customer base that has many
information service providerstypically will have alarge amount of compensation being paid to it by other
carriers, while it will owe very little reciprocal compensation to other carriers. The FCC revamped the local
reciprocal compensation structure in 2001 on an interim basis for three yearsto eliminate or reduce the
opportunity for carriers to take advantage of an imbalance of originating and terminating traffic flows dueto
traffic terminated to information service providers. The FCC also initiated a rulemaking to examine
inter-carrier compensation more comprehensively. Under the decision, at the election of the incumbent carrier,
terminating traffic that is out-of-balance by aratio of more than 3 to 1 can be compensated at alower rate, or
in some cases, at no charge. Because the traffic we exchange with other local carriersisrelatively in balance
across our markets, however, we do not expect FCC decisions to restructure reciprocal compensation to have a
material impact on our total revenues or financial position vis-a-vis other carriers.

Regulation of Business Combinations

The FCC, along with the Department of Justice and state commissions, has jurisdiction over business
combinations involving telecommunications companies. For example, the FCC'’ s approval was required to
implement certain aspects of our Chapter 11 reorganization. The FCC has reviewed a number of recent and
proposed combinations to determine whether the combination would undermine the market-opening incentives of
the Telecom Act by permitting the combined company to expand its operations without opening itslocal markets to
competition or have other anti-competitive effects on the telecommunications and I nternet access markets. In some
cases, the FCC has set conditions for its approval of the proposed business combination. We cannot predict whether
any conditions imposed will be effective, nor can we predict whether the FCC will impose similar conditions should
it approve future business combinations.

State Regulation

State regulatory commissions retain jurisdiction over our facilities and services to the extent they are used to
provide intrastate communications. We expect that we will be subject to direct state regulation in most, if not all,
statesin which we operate in the future. Many states require certification before a company can provide intrastate
communications services. We are certified in all states where we have operations and certification is required. We
cannot be sure that we will retain such certifications or that we will receive authorization for marketsin which we
expect to operate in the future.

Most states require usto file tariffs or price lists setting forth the terms, conditions and prices for services that
are classified asintrastate. In some states, our tariff can list arange of pricesfor particular services. In other states,
prices can be set on an individual customer basis. Several states where we do business, however, do not require usto
filetariffs. We are not subject to price cap or to rate of return regulation in any state in which we currently provide
service.

Under the regulatory arrangement contemplated by the Telecom Act, state authorities continue to regulate
matters related to universal service, public safety and welfare, quality of service and consumer rights. All of these
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regulations, however, must be competitively neutral and consistent with the Telecom Act, which generally prohibits
state regulation that has the effect of prohibiting us from providing telecommunications services in any particular
state. State commissions also enforce some of the Telecom Act’slocal competition provisions, including those
governing the arbitration of interconnection disputes between the incumbent carriers and competitive telephone
companies and the setting of rates for unbundled network elements. Finally, the order expected from the FCC’s
Triennial Review decision will delegate to the states important authority to decide what unbundled elements must be
made available to competitive carriersin each of the states' local markets over a period three to nine months
following the effectiveness of the decision. Consequently, this authority would give the states a key role regarding
our continuing access to unbundled elements, such asloops and transport in particular, that are necessary in many
cases to connect our customers to our metro networks.

Local Government Regulation

In certain locations, we must obtain local franchises, licenses or other operating rights and street opening and
construction permitsto install, expand and operate our fiber-optic networks in the public right-of-way. In some of
the areas where we provide network services, our subsidiaries pay license or franchise fees based on a percentage of
gross revenues or on a per linear foot basis. Cities that do not currently impose fees might seek to impose themin
the future, and after the expiration of existing franchises, fees could increase. Under the Telecom Act, state and local
governments retain the right to manage the public rights-of-way and to require fair and reasonable compensation
from telecommunications providers, on a competitively neutral and nondiscriminatory basis, for use of public
rights-of-way. As noted above, these activities must be consistent with the Telecom Act, and may not have the effect
of prohibiting us from providing telecommunications services in any particular local jurisdiction.

If an existing franchise or license agreement were to be terminated prior to its expiration date and we were
forced to remove our fiber from the streets or abandon our network in place, our operations in that areawould cease,
which could have a material adverse effect on our business as awhole. We believe that the provisions of the
Telecom Act barring state and local requirements that prohibit or have the effect of prohibiting any entity from
providing tel ecommunications service should be construed to limit any such action. Although none of our existing
franchise or license agreements has been terminated, and we have received no threat of such atermination, there can
be no assurance that one or more local authorities will not attempt to take such action. Nor isit clear that we would
prevail in any judicial or regulatory proceeding to resolve such a dispute.

Environmental Regulation

Our switch site and customer premise locations are equipped with back-up power sourcesin the event of an
electrical failure. Each of our switch site locations has battery and diesel fuel powered back-up generators, and we
use batteriesto back-up some of our customer premise equipment. Federal, state and local environmental laws
require that we notify certain authorities of the location of hazardous materials and that we implement spill
prevention plans. We believe that we currently are in compliance with these requirementsin all material respects.

Competition

The industry environment in which we operate has changed significantly recently. In particular, with the steep
decline in the market valuations of debt and equity securities of telecommunications companies, particularly
emerging providers, in the last two years the financial condition of many competitive and other carriers has
deteriorated, and a number of these competitorshave attempted to reorganize, or have completed reorganizations,
under Chapter 11 of the Bankruptcy Code. Several competitorswho have completed these reorganization efforts,
have emerged from bankruptcy with significant improvementsto their financial condition or are newly formed
entities that have acquired the assets of others at substantial discounts when compared to their original cost basis.

At the same time, the regulatory environment has changed and continues to change rapidly. Although the
Telecom Act and other actions by the FCC and state regulatory authorities have had the general effect of promoting
competition in the provision of communications services, it also has allowed the incumbent carriers to begin to
provide long distance servicesin many states. These effects, together with new technologies, such as voice-over-IP,
and the importance of data services, have blurred the distinctions among traditional communications markets. Asa
result, acompetitor in any of our business areas potentially isacompetitor in our other business areas.

Many of our existing and potential competitors have greater market presence, including name recognition,
engineering and marketing capabilities, and financial, technological and personnel resources, including resources for
the development and deployment of new technology and services, than those available to us.
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Incumbent Carriers

In each market that we serve, we face, and expect to continue to face, significant competition from the
incumbent carriers, which currently dominate the local telecommunications markets, primarily the RBOCs, which
include Bell South, Verizon, Qwest Communications and SBC Communications. We compete with the incumbent
carriersin our markets for local exchange and other services on the basis of product offerings, quality, capacity and
reliability of network facilities, state-of-the-art technology, price, route diversity, ease of ordering and customer
service. However, the incumbent carriers have long-standing rel ationships with their customers and provide those
customers with various transmission and switching services that we, in many cases, do not currently offer.
Competition, however, is not based on any proprietary technology. Because our fiber optic networks have been
recently installed compared to those of the incumbent carriers, our networks' dual path architectures and
state-of-the-art technology may provide us with cost, capacity, and service quality advantages over some existing
incumbent carrier networks. Incumbent carriers also have received regulatory approval to provide and have begun to
provide long distance voice service in anumber of regions.

Other Voice Service Competitors

We face, and expect to continue to face, competition for local and long distance telecommunications services
from competitors and potential competitorsin addition to the incumbent carriers, primarily AT& T, WorldCom, Inc.
and Sprint Corporation. With respect to local telecommunications services, we also face, and expect to continue to
face, competition from other carriers and competitors, such as Time Warner Telecom, A llegiance Telecom Inc.,
Focal Communications and McLeodUSA Incorporated. With respect to long distance telecommunications services,
although the market is dominated by AT& T, WorldCom, and Sprint, hundreds of other companies, such as Qwest,
also compete inthe long distance marketplace. In addition, as the RBOCs continue to receive FCC authorization to
increase the number of statesin which they are authorized to provide long distance telecommunications services, we
would expect them to become increasingly significant competitorsfor those services.

Data Service Competitors

We face, and expect to continue to face, competition for Internet access and other data servicesfrom
telecommunications companies, including AT& T, WorldCom, and Sprint, online service providers, DSL service
providers, and Internet service providers and web hosting providers.

Other Business Competitors

Our enhanced communications service offerings are al so subject to competition. For example, there are several
competitors that offer interactive voice response services similar to those offered by our Interactive division, such as
Basis, Interactive Telesis and West Corporation, which we believe focus their sales efforts on large volume
interactive voice response service users, live agent call centers and I VR hardware sales.

Employees

Asof December 31, 2002 we employed approximately 5,100 and as of February 28, 2003, we employed
approximately 4,900 people, including full -time and part-time employees. We consider our employee relations to be
good. None of our employeesis covered by a collective bargaining agreement.

Risk Factors
Risks Related to Our Operations

The wave of bankruptciesin the Internet and communications-related industries has diminished our
marketing prospects and may have an adver se effect on theresults of our operationsin future periods.

We historically have provided services to, and generated significant revenues from, customers that conduct
businessin the Internet and communications-related segments. Many businesses that operated in those segments,
particularly start-upsin the Internet service provider segment, have liquidated, otherwise gone out of business, or
modified their business plansin ways that have significantly reduced their need for communications services. These
developments have decreased the size of the potential market for many of our wholesale and carrier-rel ated services,
particularly datatransport services. Those of our Internet and communications-related customers that remain in
business and have not sought bankruptcy protection neverthel ess have been adversely affected by recent business
trendsin the sectors. To the extent the credit quality of these customers deteriorates or these customers seek
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bankruptcy protection, we may not be able to collect all amounts due from them and our ability to generate revenue
in future periods from them could be adversely affected.

Thefailure of our operations support systemsto perform aswe expect could impair our ability to retain
customer s and obtain new customers, or provision their services, or result in increased capital expenditures,
which would adver sely affect our revenues or capital resour ces.

Our operations support systems are an important factor in our success. Critical information systems used in daily
operations perform sales and order entry, provisioning, billing and accounts receivable functions, and cost of service
verification and payment functions, particularly with respect to facilities leased from incumbent carriers. If any of
these systemsfail or do not perform as expected, it would impact our ability to process orders and provision sales,
and to bill for services efficiently and accurately, which could cause us to suffer customer dissatisfaction, loss of
business or the inability to add customers on atimely basis, any of which would adversely affect our revenues. In
additional, system failure or performance issues could impact our ability to effectively audit and dispute invoicing
and provisioning data provided by service providers from whom we lease facilities. Furthermore, problems may
arise with higher processing volumes or with additional automation features, which could potentially resultin
system breakdowns and delays and additional unanticipated expense to remedy the defect or to replacethe defective
system with an alternative system.

We arein the process of updating and replacing software and related systems for sales tracking, order entry and
provisioning and plan to implement changes to our billing systems later this year to support our growth and improve
the order and provisioning processes. We have experienced, and may continue to experience, delays and related
problems in processing orders, provisioning sales and hilling in connection with the transition to these new systems.
Our ahility to efficiently and accurately provision new orders for services on atimely basisis necessary for usto
begin to generate revenue related to those services. If the delays or related problems continue, or if any unforeseen
problems emerge in connection with our migration to the new provisioning software and systems, delays and errors
may occur in the provisioning process, which could significantly increase the time until an order for new service can
begin to generate revenue, which could have a material adverse effect on our operations.

It is expensive and difficult to switch new customersto our network, and lack of cooperation of theincumbent
carrier can slow the new customer connection process, which could impact our ability to compete.

It isexpensive and difficult for us to switch anew customer to our network because:

we charge the potential customer certain one-time installation fees, and, although the fees are less than the
cost to install anew customer, they may act as a deterrent to become our customer, and

we require cooperation from the incumbent carrier in instances where there is no direct connection between
the customer and our network, which can complicate and add to the time that it takes to provision a new
customer’ s service.

Our principal competitors, the incumbent carriers, are already established providers of local telephone servicesto
all or virtually all telephone subscribers within their respective service areas. Their physical connections from their
premises to those of their customers are expensive and difficult to duplicate. To complete the new customer
provisioning process, we rely on the incumbent carrier to process certain information. The incumbent carriers have a
financial interest in retaining their customers, which could reduce their willingness to cooperate with our new
customer provisioning requests.

We depend on our key personnel and qualified technical staff and, if we lose their services, our ability to
manage the day-to-day aspects of our complex network will be weakened. We may not be able to hire and
retain qualified personnel, which could adversely affect our operating results.

We are highly dependent on the services of our management and other key personnel. The loss of the services of
our senior executive management team or other key personnel could cause us to make less successful strategic
decisions, which could hinder the introduction of new services or make usless prepared for technological or
marketing problems, which could reduce our ability to serve our customers or lower the quality of our services. In
particular, the position of chief executive officer is currently vacant, and the designation of a new chief executive
officer may have a significant impact on our future performance.
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We believe that acritical component for our success will be the attraction and retention of qualified, professional
technical and sales personnel. We have experienced intense competition for qualified personnel in our business with
the sales, technical and other skill sets that we seek. We may not be able to attract, develop, motivate and retain
experienced and innovative personnel. If wefail to do so, there will be an adverse effect on our ability to generate
revenue and operate our business.

Our rightsto the use of the dark fiber that make up our network may be affected by the financial health of
our fiber providers.

We hold some of the fiber that makes up the foundation of our network, particularly in our inter-city network,
through long-term leases or indefeasible right of use agreements. A bankruptcy or financial collapse of one of these
fiber providers could result in aloss of our rights under such leases and agreements with the provider, which in turn
could have a negative impact on the integrity of our network and ultimately on our results of operations. Since early
2001, there has been increasing financial pressure on some of our fiber providers as part of the overall weakening of
the telecommunications market. Several such providers have sought bankruptcy protection. To our knowledge, the
rights of the holder of such rightsin strands of fiber have never been addressed by the judiciary at the state or federal
level in bankruptcy and, therefore, under such circumstances, our rights under dark fiber agreements would be
unclear.

We may not be ableto continue to connect our network to theincumbent carrier’snetwork or maintain
Internet peering arrangements on favorable terms, which would impair our growth and performance.

We must be a party to interconnection agreements with the incumbent carrier and certain independent carriersin
order to connect our customers to the public telephone network. If we are unable to renegotiate or maintain
interconnection agreementsin all of our markets on favorable terms, it could adversely affect our ability to provide
servicesin the affected markets.

Peering agreements with Internet service providers allow usto access the Internet and exchange transit for free
with these providers. Depending on the relative size of the carriersinvolved, these exchanges may be made without
settlement charge. Recently, many Internet service providers that previously offered peering have reduced or
eliminated peering relationships or are establishing new, more restrictive criteriafor peering and anincreasing
number of these service providers are seeking to impose charges for transit. Increases in costs associated with
Internet and exchange transit could have a material adverse effect on our margins for our products that require
Internet access. We may not be able to renegotiate or maintain peering arrangements on favorabl e terms, which
would impair our growth and performance.

If our selection of | P technology isincorrect, ineffective or unacceptably costly, implementation of our
business strategy coul d be delayed, which would adver sely affect our growth and operating results.

Werely on |P technology as the basis for our metro and intercity networks. Integrating this technology into our
network may prove difficult and may be subject to delays. In addition, affordable | P customer premise equipment
may not become available in atimely fashion, if at all. If the technology choices we make prove to be incorrect,
ineffective or unacceptably costly, our strategy of meeting our customer’s demand for existing and future
telecommunications services using | P technology could fail, which would adversely affect our growth and operating
results.

Physical space limitationsin office buildings and landlord demandsfor feesor revenue sharing could limit
our ability to connect customersto our networks and increase our costs, which would adver sely impact our
results.

In some circumstances, connecting a customer who is atenant in an office building to our network requires
installation of in-building cabling through the building’ s risers from the customer’ s office to our fiber in the street or
building equipment room, or our antenna on the roof. In some office buildings, particularly the premier buildingsin
the largest markets, the risers are already close to their maximu m physical capacity due to the entry of other
competitive carriersinto the market. Fixed wireless direct connections require us to obtain access to rooftops from
building owners. Moreover, the owners of these buildings are increasingly requiring competitive
telecommunications service providers like us to pay fees or otherwise share revenue as a condition of accessto risers
and rooftops. Although we generally do not agree to revenue sharing arrangements, we may continue to be required
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to pay feesto access buildings, particularly for building located in larger markets, which would reduce our operating
margins.

Our reliance on third-party DSL service providers could affect adversely our ability to provide service to our
DSL customers.

We provide asignificant portion of our DSL service through wholesale arrangements with incumbent carriers and
other DSL service providers. To the extent that such DSL service providers are unable to provide wholesale DSL
serviceto us, wein turn may be unable to provide that service to our customersif we cannot provide service on our
own DSL equipment or obtain wholesale service from another DSL service provider. In addition, the transition of
our DSL customers' services to another source of DSL service may cause potential disruptionsfor the affected DSL
customers’ services. If we are unable to serve these customers, we will lose the rel ated revenues.

Risks Related to Competition and Our Industry

Technological advances and regulatory changes ar e eroding traditional barriers between formerly distinct
telecommunications markets, which could increase the competition we face and put downward pressure on
prices, which could impair our results.

New technologies, such as voice-over-1P, and regulatory changes— particularly those permitting incumbent local
telephone companies to provide long distance services— are blurring the distinctions between traditional and
emerging telecommunications markets. In addition, the increasing importance of data services has focused the
attention of mo st tel ecommuni cations companies on this growing sector. Asaresult, acompetitor in any of our
business areas is potentially a competitor in our other business areas, which could impair our prospects, put
downward pressure on prices and adversely affect our operating results.

We face competition in each of our markets principally from the incumbent carrier in that market, but also from
recent and potential market entrants, including long distance carriers seeking to enter, reenter or expand entry into
the local exchange marketplace and incumbent carriers seeking to enter into the long distance market asthey are
granted the regul atory authority to do so. This competition places downward pressure on prices for local and long
distance telephone service and data services, which can adversely affect our operating results. In addition, we could
face competition from other companies, such as other competitive carriers, cable television companies, microwave
carriers, wireless tel ephone system operators and private networks built by large end-users. If we are not able to
compete effectively with these industry participants, our operating results could be adversely affected.

Many of our competitors have superior resour ces, which could place us at a cost and price disadvantage.

Many of our current and potential competitors have market presence, engineering, technical and marketing
capabilities and financial, personnel and other resources substantially greater than ours. As aresult, some of our
competitors can raise capital at alower cost than we can, and they may be able to adapt more swiftly to new or
emerging technologies and changes in customer requirements, take advantage of acquisition and other opportunities
more readily, and devote greater resources to the development, marketing and sale of products and services than we
can. Also, our competitors' greater brand name recognition may require usto price our services at lower levelsin
order to win business. Finally, our competitors’ cost advantages give them the ability to reduce their pricesfor an
extended period of time if they so choose

The technologies we use may become obsolete, which would limit our ability to compete effectively and
adver sely impact our results.

The telecommunications industry is subject to rapid and significant changes in technology. Most technologies and
equipment that we use or will use, including wireline and wireless transmission technol ogies, circuit and packet
switching technol ogies, multiplexing technologies, data transmission technologies, including the DSL, ATM and IP
technologies, and server and storage technol ogies may become obsolete. If we do not replace or upgrade technology
and equipment that becomes obsolete, we will be unable to compete effectively because we will not be able to meet
the expectations of our customers, which could cause our results to suffer.

The introduction of new technologies may reduce the cost of services similar to those that we plan to provide. As
aresult, our most significant competitorsin the future may be new entrants to the telecommunications industry.
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These new entrants may not be burdened by an installed base of outdated equipment and, therefore, may be able to
more quickly respond to customer demands.

Additionally, the markets for data and I nternet-rel ated services are characterized by rapidly changing technology,
evolving industry standards, changing customer needs, emerging competition and frequent new product and service
introductions. The future success of our data services business will depend, in part, on our ability to accomplish the
following in atimely and cost-effective manner:

effectively use leading technologies and update or convert from existing technol ogies and equi pment;
continue to develop technical expertise;

develop new services that meet changing customer needs; and

influence and respond to emerging industry standards and other technological changes.

Our pursuit of necessary technological advances may require substantial time and expense.

Our company and industry are highly regulated, which restricts our ability to competein our target markets
and imposes substantial compliance costs on usthat adver sely impact our results.

We are subject to varying degrees of regulation from federal, state and local authorities. This regulation imposes
substantial compliance costs on us. It al'so restricts our ability to compete. For example, in each state in which we
desireto offer our services, we are required to obtain authorization from the appropriate state commission. If any
required authorization for any of our markets or servicesisrevoked or otherwise terminated, our ability to operatein
the affected markets would be adversely affected.

Attemptsto limit the basic competitive framework of the Telecom Act could interfere with the successful
implementation of our business plan.

Successful implementation of our business plan is predicated on the assumption that the basic framework for
competition in the local exchange services market established by the Telecom Act will remain in place. We expect
that there will be attempts to limit or eliminate this basic framework through a combination of federal legislation,
new rulemaking by the FCC and challenges to existing and proposed regulations by the RBOC:s. It is not possible to
predict the nature of any such action or itsimpact on our business and operations.

Therequirement that we obtain permits and rights-of-way to develop our network increases our cost of doing
business and could adver sely affect our performance and results.

In order for usto acquire and develop our fiber networks, we must obtain local franchises and other permits, as
well asrights-of-way and fiber capacity from entities such asincumbent carriers and other utilities, railroads, long
distance companies, state highway authorities, local governments and transit authorities. The process of obtaining
these permits and rights-of-way is time-consuming and burdensome and increases our cost of doing business.

We may not be able to maintain our existing franchises, permits and rights-of-way that we need for our business.
We may also be unable to obtain and maintain the other franchises, permits and rights that we require. A sustained
and material failure to obtain or maintain these rights could materially adversely affect our performance and
operating resultsin the affected metropolitan area.

Risks Related to Liquidity and Financial Resources
Weincurred a substantial net lossin 2002 and, in the near term, will not generate funds from operations
sufficient to meet all of our cash requirements.

For each period since inception, we have incurred substantial net losses. For 2002, we posted a net loss
attributable to common stockhol ders of approximately $3.4billion. In the near term, our existing and projected
operations are not expected to generate cash flows sufficient to pay our expected operating expenses, fund our
capital expenditure requirements and meet our debt service obligations.
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The covenantsin our New Credit Agreement restrict our financial and operational flexibility, which could
have an adver se affect on our results of operations.

Our New Credit Agreement contains covenants that require us to maintain certain amounts of unrestricted cash,
require us to achieve specified operating results, and restrict, among other things, the amount of our capital
expenditures, our ability to borrow money, grant additional liens on our assets, make particular types of investments
or other restricted payments, sell assets or merge or consolidate. Arnos Corp., acompany controlled by Mr. Carl
Icahn, holds approximately 85% of the principal amount of the loans outstanding under the New Credit Agreement.
Because amendments to or waivers of covenants under the New Credit Agreement generally require the approval or
consent of holders of only amajority of the outstanding principal amount under the New Credit Agreement,
decisions whether to amend or waive compliance with such covenants by the holders of loans under the New Credit
Agreement can be made by Arnos Corp., and ultimately Mr. Icahn, whether or not the other holders consent.

The security for the New Credit Agreement consists of substantially all of the assets of XO Parent and our
subsidiaries. A default under the New Credit Agreement could adversely affect our rights under other commercial
agreements.

The New Credit Agreement and the existence of the loans under the New Credit Agreement also could affect our
financial and operational flexibility, asfollows:

they may impair our ability to obtain additional financing in the future;
they may limit our flexibility in planning for or reacting to changes in market conditions; and
they may cause us to be more vulnerable in the event of a downturn in our business.

Asaresult of therecent investment history of the telecommunications sector, the access of
telecommunications service providerslike usto capital for growth or acquisitionsislikely to be limited.

Telecommunications companies, including us, have experienced massive defaults on debt securities and bank
loansin recent years, aswell as the elimination of equity positionsin the ensuing bankruptcy reorganizations. This
experience has made the industry one of the worst-performing investment sectorsin recent years. We expect that
this history has lead to extremely limited, if any, access to the capital markets by companiesin our industry, and that
this situation may continue for sometime. As aresult, we may haveto rely entirely on cash on hand and internally
generated funds from operations to finance our business in the future, which would diminish our financial and
operational flexibility, and diminish our ability totake advantage of opportunities for expansion of our network and
for growth through business acquisitions.

Risks Related to Our New Common Stock
An affiliate controlled by Mr. Carl Icahn isour majority stockholder.

Cardiff, acompany owned and controlled by Mr. Carl Icahn, beneficially owns over 80% of our outstanding New
Common Stock. Asaresult, Mr. Icahn has the power to elect all of our directors. Under applicable law and our
certificate of incorporation and by-laws, certain actions can not be taken without the approval of holders of a
magjority of our voting stock including, without limitation, mergers and the sale of substantially all of our assets and
amendments to our certificate of incorporation and by-laws.

Wecould beliablefor the funding and termination liabilities of certain pension plans sponsored by affiliates
of Mr. Carl Icahn.

Asdiscussed above, affiliates of Mr. Icahn hold over 80% of the outstanding New Common Stock of XO Parent.
Applicable pension and tax laws make each member of a plan sponsor’s “controlled group” (generally defined as
entitiesin which thereis at least an 80% common ownership interest) jointly and severally liable for cettain pension
plan obligations of a plan sponsor that is amember of the controlled group. These pension obligationsinclude
ongoing contributionsto fund the plan, aswell asliability for any unfunded liabilities that may exist at the time the
plan isterminated. In addition, the failure to pay these pension obligations when due may result in the creation of
liensin favor of the pension plan or the Pension Benefit Guaranty Corporation, or the PBGC, against the assets of
each member of the plan sponsor’ s controlled group.

Asaresult of the more than 80% ownership interest in XO Parent by Mr. [cahn’s affiliates, XO Parent and its
subsidiaries will be subject to the pension liabilities of any entitiesin which Mr. Icahn has adirect or indirect
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ownership interest of at least 80%, which includes ACF Industries, Inc., which is the sponsor of certain pension
plans. As most recently determined by the ACF plans' actuaries, pension plans maintained by ACF are underfunded
in the aggregate by approximately $14 million on an ongoing actuarial basis and by approximately $102 million if
those plans were terminated. As a member of the same controlled group, XO Parent and each of its subsidiaries
would be liable for any failure of ACF to make ongoing pension contributions or to pay the unfunded liabilities upon
atermination of the ACF pension plans.

The current underfunded status of the ACF pension plans requires ACF to notify the PBGC if XO Parent or its
subsidiaries cease to be amember of the ACF controlled group. In addition, so long as we remain a member of the
ACEF controlled group, certain other "reportable events,” including certain extraordinary dividends and stock
redemptions, must be reported to the PBGC.

Because our New Common Stock isnot listed for quotation on either the Nasdaq National or Small Cap
Market, we are not subject to certain reporting and cor porate gover nance provisions.

The New Common Stock is not quoted on the Nasdaq National or SmallCap Markets. Companies whose shares
are quoted on the Nasdag National Market and the Nasdaq SmallCap Market are required to comply with the
Nasdag Marketplace Rules, which, as required by the Sarbanes-Oxley Act of 2002, contain or will contain corporate
governance requirements in addition to those contemplated by the Delaware General Corporation Law and the
federal securities laws, including requirements related to:

Distribution of interim reports
Solicitation of proxies
Independent directors

Audit committees
Shareholder approval
Stockholder voting rights
Auditor peer review

Asour New Common Stock is nhot so quoted, we are not subject to these requirements. As a result, for example,
we are not required to comply with recently adopted rules that will require listed companies to have increased
independent director representation on their boards of directors or an audit committee composed solely of
independent directors. We currently do not intend to seek alisting on any exchange or the Nasdaq National Market
or the Nasdag SmallCap Market.

Limited liquidity of our New Common Stock may result in delaysin your ability to sell your common stock or
lower your returns; you should be prepared to hold your investment indefinitely.

Although, there currently isa limited trading market for our New Common Stock on the Nasdag
Over-the-Counter Bulletin Board, known as the OTCBB, we cannot assure that an active trading market for our
stock will continue. Unlike the Nasdaq National Market and Small Cap Market where the issuer applies for listing of
its securities, an active and orderly trading market on the OTCBB depends on the existence, and individual
decisions, of willing buyers and sellers at any given time. We will not have any control over the willingness of any
such parties to create atrading market. If the OTCBB trading market does not continue or becomes more sporadic,
the market value of our New Common Stock could be affected adversely and it would become difficult to buy or sell
shares on short notice. Conseguently, you should be prepared to hold your New Common Stock indefinitely .

Asof March 1, 2003, shares of New Common Stock were trading at less than $5.00 per share on the OTCBB,
which could result in such stock being defined as a*“ penny stock” pursuant to applicable SEC regulations.
Accordingly, the New Common Stock may be subject to penny stock rules, which could adversely affect the market
liquidity of our New Common Stock. These rulesimpose additional sales practice requirements on broker-dealers
that sell low-priced securities to persons other than established customers and institutional accredited investors and
require the delivery of adisclosure schedule explaining the nature and risks of the penny stock market. As aresult,
the ability or willingness of broker-dealers to sell or make a market in our New Common Stock might decline.

Future sales of our New Common Stock could adversely affect its price and/or our ability to raise capital.
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Future sales of substantial amounts of New Common Stock, or the perception that such sales could occur, could
adversely affect the prevailing market price of the New Common Stock and our ability to raise capital.

Asof March 1, 2003, there were approximately 95.0 million shares of New Common Stock outstanding. The
shares of New Common Stock owned by Cardiff, an entity owned and controlled by Mr. Icahn, are restricted shares
that may be sold only under aregistration statement or an exemption from federal securities registration
reguirements. Although Cardiff holds restricted stock, it may cause us to register sales of that stock at any time,
whether pursuant to its contractual registration rights or otherwise.

Pursuant to our Plan of Reorganization, we have issued three series of warrants to purchase up to an aggregate of
approximately 9.5 million, 7.1 million and 7.1 million additional shares of New Common Stock, at exercise prices
of $6.25, $7.50 and $10.00 per share, respectively. The warrants will expire on January 16, 2010. In addition, if the
eligible participants exercise all the rightsin the Rights Offering, up to an additional approximately 43.3 million
shares of New Common Stock will be issued to such eligible holders.

We have options outstanding to purchase approximately 11.5 million shares of New Common Stock outstanding
under our stock incentive plan as of March 1, 2003, with an exercise price of $5.00 per share. Unless surrendered or
cancelled earlier under the terms of the stock incentive plan, those options will expire in 2013. In addition, our stock
incentive plan authorizes future grants of options to purchase New Common Stock, or awards of restricted New
Common Stock, with respect to an additional 6.1 million shares of New Common Stock in the aggregate.

Other Risks

Our adoption of “fresh start” accounting makes comparisons of our financial position and results of
operations with those of prior periods more difficult.

Due to our emergence from bankruptcy pursuant to the Plan of Reorganization, we will implement “fresh start”
accounting for periods following the restructuring. Fresh start accounting requires us to restate all our assets and
liabilitiesto reflect their respective fair values. Asaresult, the consolidated financial statementsfor periods after our
emergence from bankruptcy will not be comparabl e to our consolidated financial statements for the periods prior to
our emergence from bankruptcy, which were prepared on an historical basis. The application of “fresh start”
accounting may make it more difficult to compare our post-emergence operations and results to thosein
pre-emergence periods.

Theremay berisksrelated to our use of Arthur Andersen asour independent auditorsfor the year ended
December 31, 2001 and prior periods.

Arthur Andersen, LLP, our former independent public accountants, which audited our financial statements for the
years ended December 31, 2001 and 2000, was found guilty on June 15, 2002 of federal obstruction of justice
charges in connection with the federal government’ s investigation of Enron Corp. Arthur Andersen ceased
practicing before the SEC effective August 31, 2002. Based on our understanding of Arthur Andersen’s financial
condition, it may be unable to satisfy any claims that arise out of its provision of auditing and other servicesto us,
including claims that may arise out of Arthur Andersen’s audits of our consolidated financial statements in years
prior to 2002 The SEC has said that it will continue to accept financial statements audited or reviewed by Arthur
Andersen in compliance with applicable rules and orders issued by the SEC in March 2002 in connection therewith.

When we seek to access the capital marketsin an offering that requires registration of securities under the
Securities Act of 1933, aswill be the case in the Rights Offering, current SEC rulesrequire that three years of
audited financial statements be included or incorporated by reference into the related prospectus. These rules would
require that we present financial statements for one or more fiscal years that were audited by Arthur Andersen, until
our audited financial statementsfor the year ending December 31, 2004 become available. The SEC recently
adopted rules that exempt certain issuers that file registration statements under the Securities Act that contain
financial statements audited by Arthur Andersen from having to comply with regulations that require such issuersto
present manually signed accountants' reports and written consents of Arthur Andersen to include such financial
statements in the registration statement. If the SEC ceases accepting financial statements audited by Arthur
Andersen without such reports and consents, we could be precluded from filing such aregistration statement, unless
our current independent auditors, Ernst & Y oung LLP, or another independent accounting firm, audits the financial
statements for the years ended December 31, 2001 and 2000, which originally were audited by Arthur Andersen.
The time to complete such an audit would delay, and could prevent, us from accessing the capital markets.
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Forward-Looking Statements

Our forwar d-looking statements are subject to a variety of factorsthat could cause actual resultsto differ
significantly from current beliefs.

Some statements and information contained in this Annual Report on Form 10-K are not historical facts, but are
“forward -looking statements,” as such term is defined in the Private Securities Litigation Reform Act of 1995. These
forward-looking statements can be identified by the use of forward-looking terminology such as“believes,”
“expects,” “plans,” “may,” “will,” “would,” “could,” “should,” or “anticipates’ or the negative of these words or
other variations of these words or other comparable words, or by discussions of strategy that involve risks and
uncertainties. Such forward-looking statements include, but are not limited to, statements regarding:

our services, including the development and deployment of data products and services based on | P,
Ethernet and other technologies and strategies to expand our targeted customer base and broaden our sales
channels;

the operation of our network, including with respect to the development of IP protocols;

liquidity and financial resources, including anticipated capital expenditures, funding of capital expenditures
and anticipated levels of indebtedness; and

trends related to and expectations regarding the results of operations in future periods, including but not
limited to those statements set forth in Item 7, Management’ s Discussion and Analysis of Financial
Condition and Results of Operations below.

All such forward-looking statements are qualified by the inherent risks and uncertainties surrounding expectations
generally, and also may materially differ from our actual experience involving any one or more of these matters and
subject areas. The operation and results of our business also may be subject to the effect of other risks and
uncertainties, in addition to the relevant qualifying factorsidentified in the above “Risk Factors” section and
elsewherein this annual report and in the documents incorporated by reference in this annual report, including, but
not limited to:

general economic conditionsin the geographic areas that we are targeting for communications services;

the ability to achieve and maintain market penetration and average per customer revenue levels sufficient to
provide financial viability to our business;

the quality and price of similar or comparable communications services offered or to be offered by our
current or future competitors; and

future telecommunications-rel ated legislation or regul atory actions.

Item 2. Properties

We own or |lease, in our operating territories, telephone property which includes: fiber optic backbone and
distribution network facilities; point-to-point distribution capacity; central office switching equipment; connecting
lines between customers’ premises and the central offices; and customer premise equipment. Our central office
switching equipment includes electronic switches and peripheral equipment.

The fiber optic backbone and distribution network and connecting lines include aerial and underground cable,
conduit, and poles and wires. These facilities are located on public streets and highways or on privately-owned land.
We have permission to use these lands pursuant to consent or lease, permit, easement, or other agreements.

We, and our subsidiaries, lease facilities for our and their administrative and sales offices, central switching
offices, network nodes and warehouse space. The various |eases expire in years ranging from 2003 to 2021. Most
have renewal options.

Our headquarters are located in Reston, Virginia, where we are currently leasing approximately 170,000 square
feet of space. In February 2003, Dixon Properties, LLC, which is owned and controlled by Mr. Carl Icahn, acquired
ownership of the building in which our headquartersislocated in atransaction that was approved by the Bankruptcy
Court in our Chapter 11 proceedings.

30



Item 3. Legal Proceedings

We currently are not aparty to any legal proceedings, other than regulatory and other proceedings that arein the
normal course of business.

Asdiscussed above, on June 17, 2002, XO Parent filed for protection under the Bankruptcy Code. Although XO
Parent consummated its Plan of Reorganization and emerged from its Chapter 11 reorganization proceedings on
January 16, 2003, disputes with respect to the amount of allowed claims owed by X O Parent to certain of its general
unsecured creditors remain outstanding. We expect these disputes to be resolved in the near term. A resolution
adverse to XO Parent of any or all of these claims would not result in a change in the distributions under XO
Parent’ s Plan of Reorganization to any of the classes of holders of claims and interests summarized in Item 1,
Business under the caption “Our Chapter 11 Reorganization—Distributions Under the Plan of Reorganization”.

Item 4. Submission of Mattersto a Vote of Security Holders

No matters were submitted to a vote of security holders during the quarter ended December 31, 2002.
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PART I

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

Our pre-petition class A common stock was traded on the Nasdag National Market under the symbol “XOX0O”
until December 2001, at which time we voluntarily delisted it from that market. On December 17, 2001, our
pre-petition class A common stock began trading on the Nasdag Over-the-Counter Bulletin Board until January 16,
2003, the effective date of our Plan of Reorganization, at which time trading was halted on the Nasdaqg
Over-the-Counter Bulletin Board.

The following table shows, for the periods indicated, the high and low closing bid prices for our pre-petition
class A common stock as reported by the Nasdag National Market or Nasdag Over-the-Counter Bulletin Board, as
applicable.

2002 2001
High Low High L ow
First Quarter ................. $0.19 $0.04 $27.81 $6.25
Second Quarter ............. $0.07 $0.02 $ 522 $1.63
Third Quarter ................ $0.08 $0.02 $ 1.97 $0.33
Fourth Quarter .............. $0.15 $0.02 $ 172 $0.08

All interestsin our pre-petition class A common stock were cancelled effective as of January 16, 2003, pursuant
to our Plan of Reorganization.

Our New Common Stock trades on the Nasdaq Over-the-Counter Bulletin Board under the symbol “XOCM”. It
began trading shortly after the first distribution of New Common Stock pursuant to our Plan of Reorganization.

Asof March 1, 2003, the approximate number of stockholders of record of our common stock was ten.
Use of Proceeds

Theinitial public offering, or IPO, of our Class A common stock closed in October 1997, pursuant to a
registration statement on Form S-1 filed with the Securities and Exchange Commission (File No. 333-32001) that
became effective on September 26, 1997. The net proceeds we received from the offering totaled approximately
$226.8 million. As of December 31, 2002, proceeds from the PO remain available for future capital expenditures,
operating expenses and other general corporate purposes.

Dividends

We never declared or paid a cash dividend on our pre-petition class A common stock and have not declared or
paid adividend on our New Common Stock. Covenants inthe New Credit Agreement restrict our ability to pay cash
dividends on our capital stock.
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Item 6. Selected Financial Data

Because the Plan of Reorganization was not consummated and effective until January 16, 2003, the selected
financial data below as of andfor the year ended December 31, 2002 does not include the effectsof “fresh start”
accounting provisions of SOP 90-7. Under SOP 90-7, the implementation of fresh start reporting is triggered in part
by the emergence of XO Parent from its Chapter 11 proceedings. Although the effective date of the Plan of
Reorganization was January 16, 2003, we plan to account for the consummation of the Plan of Reorganization as if
it had occurred on January 1, 2003 and implement fresh start reporting as of that date.

The fresh start accounting provisions will require that we establish a“fair value” basis for the carrying value of
the assets and liabilities for reorganized X O, the implementation of which will result in a substantial reduction in the
carrying value of our long-lived assets, including property and equipment, fixed wireless licenses, other intangible
assets and other noncurrent assets. As discussed in note 3 to our audited consolidated financial statements set forth
in Item 8 below, the Consolidated Balance Sheetsto such financial statementsinclude pro formainformation asif
the fresh start accounting provisions of SOP 90-7 had been implemented as of December 31, 2002.

Year Ended December 31,

(Dollarsin thousands, except share data) 2002 (a) 2001 2000 (b) 1999 1998
Statement of Operations Data:
REVENUE. ......orvvvrseeeesseeesssssessssssssssssssssssssseeees $ 1259853  $ 1258567 & 723826 $274,324 $ 139,667
L 0SS from Operations (C) ........oe.veveerveereersserenns (1,208,898) (1,949,801)  (1,011,652) (366,530)  (206,184)
NEL10SS (0)..ovvorverererrerscseeeseesssee e ssesseeseans (3,386,818) (2,086,125)  (1,101,299) (558,692)  (278,340)
Net loss applicable to common shares (€)...........  (3,350,362) (1,838,917) (1,247,655) (627,881) (337,113)
Net loss per common share, basic and diluted

(F) e (7.58) (4.55) (3.87) (2.51) (1.57)

BCLIVILIES vt $ 17,602 $ (560,877) $ (559,414) $(349,192) $ (174,484)
Net cash provided by (used in) investing

BCIVILIES et 57,582 (708,598) (1,464,495)  (1,050,344) (1,276,747)
Net cash (used in) provided by financing

BCLVILIES 1ot (6,079) 1,019,647 1,648,663 1,948,503 1,381,653
Balance Sheet Data:
Cash, cash equivaents and marketable

SECUMEIES...viiveeteceeceecice et $ 560,983 $ 755167 $ 1,860,963 $1,881,764 $ 1,478,062
Property and equipment, Net...........ccccevvereeeerenene 2,780,589 3,742,577 2,794,105 1,180,021 594,408
Investment in fixed wireless licenses, net............ 911,832 947,545 997,333 926,389 67,352
RIOLE = 5SS Y (o ) 4,585,496 7,930,465 9,085,375 4,597,108 2,483,106
Total long-term debt (8) ......veveeveerereeerereeeerereens 5,165,718 5,109,503 4,396,596 3,733,342 2,013,192
Redeemable preferred stock, net of issuance

(oo 1S Y (<) USSR 1,708,316 1,781,990 2,097,016 612,352 556,168
Total stockholders' equity (deficit).......c.covveennee (3,032,282) 297,416 1,838,401 (13,122) (246,463)

a  OnJunel7,2002, XO Parent filed for protection under Chapter 11 of the United States Code. On November 15, 2002, the Bankruptcy
Court confirmed X O Parent’s Plan of Reorganization, and, on January 16, 2003, XO Parent consummated the Plan of Reorganization As of
December 31, 2002, our long term debt was classified as current liabilities subject to compromise and our redeemable preferred stock was
classified as redeemabl e preferred stock subject to compromise in the accompanying consolidated balance sheet . As of December 31, 2001,
asaresult of our proposed reorganization, our long-term debt was in default . Accordingly, our long term debt was then classified asa
current liability at December 31, 2001 in the accompanying consolidated balance sheet . See further discussion in Management’ s Discussion
and Analysis of Financial Condition and Results of Operations.

b.  Thesdected financial dataincludes the accounts and activities of Concentric Network Corporation since June 16, 2000, the datethat we
merged with Concentric.

c.  In2002, lossfrom operationsincludes anon-cash asset write down totaling $477.3 million resulting from an agreement with Level 3 to
return previousdly acquired inter-city fiber in exchange for reduced maintenance expenses beginning in 2003 In 2001, loss from operations
includes restructuring charges totaling $509.2 million associated with plans to restructure certain aspects of our business operations. In
2000, loss from operations includes a $36.2 million charge in connection with the June 2000 acquisition of Concentric resulting from the
alocation of the purchase priceto in-process research and devel opment. Loss from operations in 1999 includes restructuring charges
totaling $30.9 million associated with relocating our Bellevue, Washington headquartersto Northern Virginia.
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d. In2002, net loss and total assets reflects a $1,876.6 million impairment charge to write-off all of our goodwill as a cumulative effect of
accounting change, pursuant to Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets’ or SFAS
No. 142. During 2002 we ceased accruing interest and penalties on our pre-bankruptcy senior unsecurednotes, subordinated notes and
Pre-Petition Credit Fecility as of the Petition Date, in accordance with SOP 90-7 “Financia Reporting by Entitiesin Reorganization under
the Bankruptcy Code’, or SOP90-7. We also ceased accruing dividends and accreting the redemption obligation on al of our outstanding
prefared stock as of the Petition Date, in accordance with SOP 90-7. In 2001, net lossincludes an extraordinary gain of $345.0 million
resulting from the repurchase of certain of our senior notes and awrite-down of $89.0 million for an other than temporary declinein the
value of certain investments. In 2000, net loss includes a $57.7 million write-down for an other than temporary declinein the value of
certain investments and a$225.1 million net gain from the sale of an equity investment.

e.  In 2002, net loss applicable to common shares includes a net gain of $78.7 million as our preferred stock was deemed subject to
compromise under SOP 90-7 as of the date XO Parent filed for bankruptcy protection, requiring usto recognize the remaining unamortized
balance of our deferred modification fee and write off our unamortized discounts and i ssuance costs In 2001, net loss applicable to common
sharesincludes again of $376.9 million resulting from the repurchase of certain of our preferred stock.

f.  Thenet loss per share data above has been calculated based on the shares outstanding of our classA and classB common stock prior to the
consummation of our Plan of Reorganization. Effective January 16, 2003, the effective date of the Plan of Reorganization, all interestsin
our class A and class B common stock were terminated and all outstanding shares were cancelled. For further discussion of our Plan of
Reorganization, see Item 1, “Business— Our Chapter 11 Reorganization”. The net loss per share data abovehas been adjusted for the splits
of our class A and class B common stock effected in 2000 and in prior periods.

[tem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-looking and Cautionary Statements

Some of the statements contained in this filing discuss future expectations and business strategies or include
other “forward-looking” information. Those statements are subject to known and unknown risks, uncertainties and
other factors that could cause the actual resultsto differ materially from those contemplated by the statements,
including those factors set forth in Item 1, “ Business— Risk Factors”. The forward-looking information is based on
various factors and was derived using numerous assumptions. We undertake no obligation to publicly update or
revise any forward-looking statements.

Overview of Our Business

We provide acomprehensive array of voice and data communications services to business customers. Our voice
servicesinclude local and long distance services, both bundled and stand-alone, other voice-related services such as
conferencing, domestic and international toll free services and voicemail, and transactions processing services for
prepaid calling cards. Our data servicesinclude Internet access, private data networking, including dedicated
transmission capacity on our networks, virtual private network services and Ethernet services, and hosting services.
We also combine many of these servicesin flat rate service packages. These services are offered to avariety of
customers, including small, medium and large retail businesses, multi-location businesses, and carrier or wholesale
customers.

To serve our customers' broad and expanding telecommunications needs, we operate a network comprised of a
series of rings of fiber optic cables located in the central business districts of numerous metropolitan areas, which we
refer to as metro fiber networks, that are connected primarily by a network of numerous dedicated wavel engths of
transmission capacity on fiber optic cables, which we refer to as an intercity network. By integrating these networks
with advanced communi cations technol ogies, we are able to provide a comprehensive array of communications
services primarily or entirely over anetwork that we own or control, from the initiation of the voice or data
transmission to the point of termination, which we refer to as end-to-end service. This capability enables usto
provide communication services between customers connected to our network and among customers with multiple
locations primarily or entirely over our network.

To develop these networks, we have assembled a collection of metro and inter-city network assets in the United
States, substantially all of which we own or control, making us afacilities-based carrier. These network assets
incorporate state-of-the-art fiber optic cable, dedicated wavelengths of transmission capacity on fiber optic networks
and transmi ssion equipment capable of carrying high volumes of data, voice, video and Internet traffic. We operate
37 metro fiber networksin 22 states and the District of Columbia, including 25 of the 30 largest metropolitan areas
in the U.S. We have constructed or acquired many of these metro fiber networks, which consist of up to 432 strands
of fiber optic cable and, in some cases, additional empty conduits through which fiber optic cable can be deployed.
For our inter-city network, we have acquired dedicated, high-capacity wavelengths of transmission capacity on fiber
optic cables, onto which we have deployed our own switching, routing and optical equipment, which gives us
greater control over how voice and data information is transmitted. We also hold indefeasible exclusive rights to use
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18 unlit fiber optic strands on the routes served by our intercity networks pursuant to arrangements with Level 3
Communications, Inc.

Our Chapter 11 Reor ganization
The Reor ganization Proceedings

On June 17, 2002, XO Parent filed for protection under Chapter 11 of the Bankruptcy Code in the United States
Bankruptcy Court for the Southern District of New Y ork. On November 15, 2002, the Bankruptcy Court confirmed
XO Parent’ s plan of reorganization, and, on January 16, 2003, XO Parent consummated the plan of reorganization
and it emerged from its Chapter 11 reorganization proceedings with asignificantly restructured balance sheet.

During the period immediately preceding and after the filing of XO Parent’s Chapter 11 petition, we met with a
committee of lenders under the Pre-Petition Credit Facility, an informal committee of unsecured creditors that
represented holders of our senior unsecured notes (and following the filing of the Chapter 11 petition, the official
committee of unsecured creditors appointed in the Chapter 11 proceedings) and potential investors to discuss
potential restructuring transactions that could be implemented to reorganize our capital structure. These discussions
led to an agreement with the lenders under the Pre-Petition Credit Facility regarding the terms of a plan of
reorganization that envisioned two potential reorganization structures the first of which was based on, among other
things, aproposed cash investment in XO Parent by third parties (which was ultimately abandoned) and the second
of which contemplated a stand alone restructuring with no new cash infusion. The plan of reorganization, as
supplemented, was filed with the Bankruptcy Court on July 22, 2002 and distributed to creditors of XO Parent
eligible to vote in the reorganization.

On August 21, 2002, High River Limited Partnership, alimited partnership controlled by Mr. Carl Icahn,
commenced an offer to purchase loans under our $1.0 billion secured Pre-Petition Credit Facility at a purchase price
of $0.50 for each $1.00 in principal amount thereof. Purchases made under this offer, together with the loans under
the Pre-Petition Credit Facility that High River previously had acquired, resulted in High River holding
approximately 85% of the loans outstanding under the Pre-Petition Credit Facility.

On November 15, 2002, the Bankruptcy Court confirmed the Plan of Reorganization. On January 16, 2003, XO
Parent consummated the Plan of Reorganization and it emerged from the Chapter 11 reorganization proceedings.
The consummation of the Plan of Reorganization resulted in the following changesin our debt and equity capital
structure:

$1.0 billion of loans under the Pre-Petition Credit Facility were converted into $500.0 million of
outstanding principal amount under a New Credit Agreement;

The extinguishment of all amounts due under our pre-petition unsecured senior and subordinated notes and
certain general unsecured obligations; and

The cancellation of all outstanding shares and interest in our pre-petition preferred stock and pre-petition
class A and class B common stock.

Under our Plan of Reorganization, the following equity securities have been or will be distributed to holders of
the Pre-Petition Credit Facility and holders of XO Parent’s pre-bankruptcy unsecured senior and subordinated notes
and pre-bankruptcy general unsecured claims:

95.0 million shares of New Common Stock;

Series A Warrantsto purchase 9.5 million shares of New Common Stock at an exercise price of $6.25 per
share;

Series B Warrants to purchase approximately 7.1 million shares of New Common Stock at an exercise price
of $7.50 per share; and

Series C Warrants to purchase approximately 7.1 million shares of New Common Stock at an exercise price
of $10.00 per share.

Under the Plan of Reorganization and after the SEC has declared effective our registration statement, XO Parent
will issueto certain holders of claims and interestsin XO Parent who held such claims and/or interests as of the
November 15, 2002 record date, rights to subscribe for up to 40,000,000 shares of New Common Stock, at $5.00 per
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share for an aggregate purchase price of up to $200.0 million through a rights offering, which we refer as the Rights
Offering. In addition, pursuant to the stipulation relating to the settlement of a claim made against XO Parent
purportedly on behalf of its stockholders, which we refer to as the Stockholder Stipulation, holders of shares of
pre-bankruptcy class A common stock of XO Parent will receive additional nontransferable rights to the extent that
the Rights otherwise allocabl e to such holdersin the Rights Offering are exercisable for less than 3,333,333 shares
of New Common Stock. Accordingly, not less than 40,000,000 and not more than 43,333,333 rights at $5.00 per
share will be offered in the Rights Offering.

Pursuant to the order confirming our Plan of Reorganization, the Rights Offering will not take place until the
date aregistration statement covering the offer and sale of such rights and shares to be offered thereunder is filed
with the SEC and such registration statement becomes effective. We have not yet filed a registration statement with
respect to the rights and the Rights Offering.

For more information concerning the terms of the securities and distributions under our Plan of Reorganization,
see Item 1, “Business— Our Chapter 11 Reorganization.”

Distributions to and Interests Held by Entities Controlled by Mr. Carl C. Icahn

After theinitial distribution of New Common Stock pursuant to the Plan of Reorganization, Cardiff Holding
LLC, aDelaware limited liability company controlled by Mr. Carl C. Icahn, holds more than 80% of the outstanding
shares. Of the warrants to be distributed under the Plan of Reorganization to holders of the pre-bankruptcy senior
unsecured notes, we estimate Cardiff will receive Series A Warrants to purchase approximately 3.0 million shares of
New Conmon Stock, Series B Warrants to purchase approximately 2.2 million shares of New Common Stock, and
Series C Warrants to purchase approximately 2.2 million shares of New Common Stock. High River assigned its
85% interest in the $500.0 million in loans outstanding under the New Credit Agreement to Chelonian Corp., an
entity which is controlled by Mr. Icahn, which subsequently assigned those |oans to Arnos Corp., an entity which is
also controlled by Mr. Icahn.

Accounting Impact of |mplementing the Plan of Reorganization

Dueto XO Parent’s Chapter 11 filing, our financial statements have been prepared in accordance with AICPA
Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy Code,”
hereinafter referred to as SOP 90-7. Pursuant to SOP 90-7, the financial statements for the periods presented
distinguish transactions and events that are directly associated with our reorganization from our ongoing operations.
We have determined that we are required to implement the “fresh start” accounting provisions of SOP 90-7 to our
financial statements. The fresh start accounting provisions require that we establish a“fair value” basisfor the
carrying value of the assets and liabilities for reorganized X O. As disclosed on the balance sheet included in the
accompanying financial statements set forth in Item 8 below, and in note 3 to such financial statements, we currently
estimate that the value of our long-lived assets, including property and equipment, fixed wireless licenses, other
intangibles and other non-current assets, after implementing SOP 90-7 will decrease to $661.0 million from $3.8
billion. Accordingly, depreciation and amortization expense will decline significantly in future periods.

In addition, as described aboveand in Item 1, “Business— Our Chapter 11 Reorganization,” implementation of
the Plan of Reorganization resulted in the cancellation of over $6.9 billion in pre-bankruptcy debt and preferred
stock obligations |eaving outstanding only the $500.0 million in debt obligations under the New Credit Agreement,
and $80.1 million of other long term liabilities including obligations under various capital leases. As aresult, our
interest expense and preferred stock dividend obligationsin future periods will decline significantly in comparison
to the interest expense and preferred stock dividend obligationsincurred in periods prior to the consummation of the
Plan of Reorganization. Asaresult of the gain resulting from the cancellation of our pre-bankruptcy debt
obligations, a substantial portion of our capital and net operating loss carryforwards, whichtotaled approximately
$4.5 billion at December 31, 2002, is expected to be eliminated.

Under SOP 90-7, the implementation of fresh start reporting istriggered in part by the emergence of XO Parent
from its Chapter 11 proceedings. Although the effective date of the Plan of Reorganization was January 16, 2003,
we plan to account for the consummation of the Plan of Reorganization asif it had occurred on January 1, 2003 and
implement fresh start reporting as of that date.

Operational |mpacts of the Restructuring and Current Business Trends

XO Parent’s Chapter 11 proceedings did not disrupt our ability to operate our networks or provide our services
to new and existing customers. Neverthelessin 2002, due to the financial problems of the telecommunications
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industry in general, and emerging communications providers such as usin particular, we experienced a revenue
decline during 2002, from $333.4 million in the first quarter of 2002 to $299.4 million in the fourth quarter of 2002.
This decline was largely due to customer disconnects exceeding historic levels and areduction in our sales
productivity. Customer disconnects increased in part because a number of large customers sought bankruptcy
protection, primarily carrier customersthat procured our data services. We also experienced lower demand from a
number of large telecommunications customers due to reductions in those customers' capacity needs. Our sales
productivity declined in 2002 in part due to areduction in the number of direct sales representatives. In addition, we
believe that the adverse public perception that accompanied XO Parent’s Chapter 11 proceedings made it difficult
for XO to sell servicesto potential customers or increase sales to existing customers.

To increase sales activity in 2003, we are in the process of hiring additional direct sales personnel. Programs
launched in 2002 to decrease customer disconnects will continue. New order entry and order processing systems,
which will improve speed and efficiency of installing new customers, are partially installed and we expect to
complete installation in 2003. Despite these changes, if (i) customer disconnects continue at current or elevated
levels, (ii) sales productivity does not improve, either because our sales programs do not attract new customers or
the telecommuni cations environment worsens, (iii) our systems deployment is not completed thisyear, or (iv) a
combination of al three factors occur, revenue in 2003 could be significantly lower than 2002 results. See also
Item 1, “Business— Risk Factors.”

Other 2002 Transactions and Developments
Inter-city Network Agreement

On August 8, 2002, we entered into a Master Agreement with Level 3 Communications, Inc., which amends
various agreements related to XO’s acquisition of fiber networks in the United States from Level 3 and the recurring
mai ntenance charges relating to those networks. Beginning on January 1, 2003 and continuing over the remaining
term of the initial agreement, Level 3 will reduce the operating and maintenance fees as well as fiber relocation it
charges us from approximately $17.0 million annually to afixed rate of $5.0 million annually. In exchange for this
reduction and certain other concessions, effective as of February 11, 2003, the closing date for the transaction, we
surrendered our indefeasible right to use an empty conduit and our indefeasible right to usesix of the 24 fibers
previously acquired from Level 3. Because we had committed to this plan of disposal and believed at the time that
we entered into the Master Agreement that consummation of the contemplated transaction was probable, we
recorded a$477.3 million non-cash write-down of these assets during the third quarter of 2002. Pursuant to
applicable accounting principles, the write-down is based on the book value of the surrendered facilities and does
not reflect the future benefits to be received by us under the Master Agreement.

Operational Restructuring

In the second quarter of 2002, we restructured our operations by reducing our workforce by approximately 350
employees, the mgjority of whom were employed in network operations, sales and marketing and information
technology, and recorded a $2.9 million restructuring charge related to involuntary termination severance liabilities.

Prepaid Calling Card Tax Matter

On July 26, 2002, we were advised by the staff of the SEC that it was conducting an informal inquiry primarily
relating to our obligations with respect to, and our accrual of liabilities for, specified federal excise and state sales
tax and similar tax obligations arising in connection with prepaid calling card services and relating to certain other
matters. Sales from prepaid calling card services that are potentially subject to these taxes accounted for
approximately $56 million of our total revenues from 1999, when we began providing these services, through June
30, 2002. We believe that our accounting for these potential obligationsis appropriate and that our accrual of
liabilitiesrelating to these obligationsis adequate.

Comparison of Financial Results

Because our Plan of Reorganization was not consummated until January 16, 2003, the results of our operations
for 2002 do not include the effects of the resulting cancellations of indebtednessand preferred stock or the reduction
in the carrying value of our long-lived assets from the implementation of fresh start accounting. The cancellation of
indebtedness and preferred stock will result in asignificant gain that will be partially offset by the losson the
reduction in the carrying value of our long-lived assetsfrom the application of fresh start accounting. The net gain
and the adjustment to our financial position will be reflected in our financial statements for the first quarter of 2003.
The extinguishment of indebtedness and preferred stock will result in interest expenseand preferred stock dividends
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being lower, and the reduction in the carrying value of our long-lived assetswill result in depreciation and
amortization expense being lower in periods subsequent to the effective date of the Plan of Reorganization when
compared with historical accounting periods.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Revenue. Total revenuein 2002 of $1,259.9 million was consistent with total revenue in 2001 of $1,258.6
million. The weakened economy and the perceived uncertainties in the market regarding XO Parent’ s recently
concluded Chapter 11 proceedings had a negative impact on our ability to generate new sources of revenue.
Consequently, we were not able to maintain the level of growth that we had historically achieved. We experienced a
high level of customer disconnectsin the current year due to reduced demand from other telecommunications
companies and increased customer bankruptciesin the telecommunications and dot-com industries. Total revenue
declined from $343.0 million in the fourth quarter of 2001 to $299.4 million in the fourth quarter of 2002. We
believe that total revenue in the near term will decline slightly fromfourth quarter 2002 levels, with modest growth
occurring in the second half of 2003 assuming no significant further deterioration of the industry or general
economic conditions. Accordingly, we expect that 2003 total revenue will be slightly lower than 2002 total revenue.

Revenue was earned from providing the following services (dollars in thousands):
Year Ended December 31,

% of 2002 % of 2001
2002 Revenue 2001 Revenue % Change
VOICE SENVICES ..o nees $ 658,453 52.3% $ 606,848 48.2% 8.5%
Data SErVICES ... 472,247 37.5% 596,664 47.5% (20.9%)
Integrated voice and dataservices .... 128,048 10.2% 52,018 4.1% 146.2%
Other SEIVICES. ....coeieeeereeeeee e 1,105 0.0% 3,037 0.2% (63.6%)
TOtAl FEVENUE. ... $ 1,259,853 100.0% $1.258.567 —100.0% 0.1%

V oice services revenue includes revenue from bundled local and long distance voice services, prepaid calling
card processing, and other voice communications based services, interactive voice response services and stand-alone
long distance services. Voice services revenue in 2002 increased to $658.5 million from $606.8 million in 2001. The
increase was primarily due to more salesto larger business customers, including the impact of the rollout of our
carrier long distance service. Voice revenue declined from $166.5 million in the fourth quarter of 2001 to $157.3
million in the fourth quarter of 2002. We believe our voice services revenue in the near term will decline slightly
fromfourth quarter 2002 levels with modest growth occurring in the second half of 2003. We expect 2003 voice
services revenues to be slightly lower than 2002 voice services revenues.

Data services revenue includes revenue from Internet access, network access and web applications hosting
services. Data services revenue in 2002 decreased to $472.2 million from $596.7 million in 2001. This decline was
attributable primarily to customer bankruptcies affecting some large network access customers, increased levels of
customer disconnects, and alower demand from large customers due to reductions in those customers’ data and
fiber capacity needs. The sale of our European operationsin February 2002 also contributed to this decline. Data
service revenue declined from $152.8 million in the fourth quarter of 2001 to $108.0 million in the fourth quarter of
2002. We expect our data services revenue in the near term to remain relatively constant or decline slightly from
fourth quarter resultsand expect slight growth in the second half of 2003. We expect 2003 data revenue to be less
than 2002 results.

Integrated voice and data services revenue is generated largely from our X Options service offerings, aflat-rate
bundled package offering a combination of voice and data services. Integrated voice and data services revenuein
2002 increased to $128.0 million from $52.0 million in 2001. The increase is primarily attributed to an increasein
the number of customers to whom we provide X Options service. We expect that the revenue from integrated voice
and data services will be flat in the near term, and experience modest growth in the second half of 2003, such that
2003 revenue from integrated voice and data services will grow modestly when compared to 2002 results.

Costs and expenses. The table below provides costs and expenses by classification and as a percentage of
revenue (dollars in thousands):

Year Ended December 31,
% of 2002 % of 2001
2002 Revenue 2001 Revenue % Change
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Costs and expenses:

COSt O SEIVICE....cucvueeeiriieieirieeieie e $ 522,924 415% $ 527,698 41.9% (0.9%)
Selling, operating and generd ...... 736,925 58.5% 971,714 77.2% (24.2%)
Stock-based compensation........... 28,928 2.3% 37,173 3.0% (22.2%)
Depreciation and amortization 699,806 55.5% 1,162,671 92.4% (39.8%)
Restructuring and asset write-downs................ 480,168 38.1% 509,202 40.5% (5.7%)

TOtEl oo $2.468,751 $3,208.458 (23.1%)

Cost of service. Cost of service includes expenses directly associated with providing telecommunications
services to our customers. Cost of service includes, among other items, the cost of connecting customersto our
networks vialeased facilities, the costs of |easing components of our network facilities and costs paid to third party
providers for interconnect access and transport services. Cost of servicein 2002 was $522.9 million compared to
$527.7 million in 2001. The 2002 decline was due primarily to cost optimization programs to reduce expenses by
transferring traffic from leased facilities onto facilities owned or controlled by us. These cost reductions were offset
to some extent by increased costs of service that were attributable to the increase in voice and integrated services
revenue as a percentage of our total revenue, which generally carry lower margins when compared to data services
because voice and integrated services are more likely to utilize leased versus owned network facilities to terminate
calls. We expect that in the near term cost of service as a percentage of revenue will remain relatively constant with
slight fluctuations corresponding to trends in revenue, product mix andthe impact of customer bankruptcies. Certain
cost of servicerates are subject to state and federal regulatory control. Should an adverse decision be made by these
regulatory commissions that increasethese rates, our costs of service as a percentage of revenue could increase.

Selling, operating and general. Selling, operating and general expense includes expenses related to sales and
marketing, internal network operations and engineering, information systems, general corporate office functions and
expenses relating to collection risks. Selling, operating and general expense in 2002 was $736.9 million compared to
$971.7 million in 2001. Selling, operating and general expense decreased both in absolute dollars and as a
percentage of revenue in 2002 when compared to 2001 due to efficiencies resulting from the centralization of and
process improvements in many functions and cost reduction and restructuring initiatives that included significant
headcount reductions and savings from the planned exit of certain leased facilities, as well as the February 2002 sale
of our European operations. We expect 2003 selling, operating and general expense to be less than the 2002 results
in both absolute dollars and as a percentage of total revenue due to benefits from cost cutting initiatives and
implementation of fresh start accounting.

Stock-based compensation. Stock-based compensation expense represents non-cash charges recorded in
connection with the grant of compensatory stock options and restricted stock grants to employees whose
compensation isincluded in selling, operating and general expense. Compensation expense is recognized over the
vesting periods of such grants based on the excess of the fair value of the common stock at the date of grant
(determined by reference to the market price on that date) over the exercise price. Stock-based compensation in
2002 decreased to $28.9 million from $37.2 million in 2001 primarily due to certain grants becoming fully
amortized. In 2003, as part of the implementation of fresh start accounting, we will eliminate the carrying val ue of
deferred compensation and, therefore, there will be no related stock-based compensation expense in future periods
with respect to pre-petition compensatory stock options and restricted stock grants. The reorganized company will
recognize stock based compensation expense only with respect to any new grants of compensatory stock options and
restricted stock.

Depreciation and amortization. We have constructed an integrated facilities-based network in the United
States. Primarily in late 2001 and early 2002, we expanded our services in existing markets, placed more assets into
service, and increased our obsolescence expense, all of which caused depreciation expense to increase to $598.5
million in 2002 from $447.0 million in 2001. In 2003, in conjunction with our implementation of fresh start
accounting, we will adjust the carrying value of our property and equipment to its estimated fair value of $502.2
million froma net carrying value of $2,780.6 million at December 31, 2002. Accordingly, depreciation expense will
decrease significantly during 2003 and in future periods when compared to depreciation expense for periods prior to
the effective date of the Plan of Reorganization.

Amortization expense includes the amortization of fixed wireless licenses and other intangibles assets with
definite lives and, for 2001, also includes the amortization of goodwill. Amortization expense decreased to
$101.3 million in 2002 from $715.7 million in 2001. The significant decreaseis primarily due to our implementation
of SFASNo. 142 and the resulting write-off of all our goodwill as of January 1, 2002. In conjunction with our
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implementation of fresh start accounting in 2003, we will reduce the $911.8 million December 31, 2002 carrying
value of our fixed wireless licenses to their estimated fair value of approximately $60.0 million, and increase the
$72.8 million December 31, 2002 net carrying value of other intangible assets to their estimated fair value of
approximately $76.0 million. Accordingly, amortization expense will decreasein 2003 and in future periods when
compared to amortization expense for periods prior to the effective date of the Plan of Reorganization.

As of December 31, 2002, our balance sheet reflected approximately $731.0 million of long-lived assets,
including construction-in-progress and certain fixed wireless licenses that had not been placed into service and,
accordingly, were not being depreciated or amortized. As discussed above, these long-lived assets will be written
down to their estimated fair values when we apply fresh start accounting during the first quarter of 2003.

Restructuring and asset write-downs. Restructuring and asset write-downs were $480.2 million in 2002 and
$509.2 million in 2001. During 2001, restructuring charges primarily related to the implementation of our plan to
restructure certain of our business operations. The restructuring plan included divesting certain assets and
businesses, and reducing our discretionary spending, capital expenditures and workforce, based on our assessment of
current and future market conditions. The 2001 restructuring charges include a $366.8 million write-down for the
excess of carrying value of assets to be sold or abandoned, including our European business unit, and a
$134.4 million restructuring charge relating to the consolidation and exiting of domestic facility leases, which was
determined based on the future minimum rent commitments for the buildings that management intends to exit less
estimated sublease rental streams. The 2001 restructuring charges alsoincluded an $8.0 million restructuring charge
related to involuntary termination severance costs with respect to 700 persons whose employment was terminated in
connection with aworkforce reduction, the majority of whom were terminated by December 31, 2001

During 2002, we continued to restructure our operations and reduced our workforce by approximately 350
additional employees, the majority of whom were employed in network operations, sales and marketing and
information technology, and recorded a $2.9 million restructuring charge related to the involuntary termination
severance costs. In addition, we recorded a $477.3 million non-cash asset write-down during the third quarter of
2002 as aresult of returning inter-city assetsto Level 3 in exchange for reduced future maintenance expenses
beginning in 2003.

I nterest income. Interest income in 2002 decreased to $16.5 million from $77.9 million in 2001. The decrease
in interest income corresponds to the decrease in our average cash and marketabl e securities balances and a
reduction in interest rates. The amount of interest income attributable to increased cash balances during the
bankruptcy proceedings was not material.

I nterest expense, net. Interest expense, net in 2002 decreased to $226.5 million from $465.4 million in 2001, as
we ceased accruing interest and penalties on our pre-petition senior unsecured, subordinated notes and Pre-Petition
Facility as of the petition date, in accordance with SOP 90-7. The contractual interest amountsof $501.1 million
reflected on the consolidated statement of operations represents the interest expense that would have been accrued
under the relevant financing agreements had we not ceased accruing interest as described above. We expect interest
expense to decrease in future periods, given the significant reduction in our debt obligations as aresult of our Plan of
Reorganization.

Other income (loss), net. Other income (loss), net was aloss of $0.2 million in 2002 and aloss of $93.8 million
in 2001. The 2001 balance includes an $89.0 million write-down for an other than temporary decline of the value of
certain equity method investments.

Reorganization. Reorgani zation expenses include adjustments to our financial position and professional service
feesthat are adirect result of our June 17, 2002 Chapter 11 filing and our application of the accounting required by
SOP 90-7. Reorganization expense in 2002 was $91.1 million and included the (i) non-cash chargesrelating to the
write of f of issuance costs, discounts and purchase accounting adjustmentsto adjust the historical carrying amounts
of our debt to the allowed claim amount by the Bankruptcy Court, (ii) professional fees associated with our Plan of
Reorganization, (iii) the penalties from the rejection of contracts, (iv) adjustmentsto unpaid pre-petition accounts
payable and accrued expenses to the claim amounts alowed by the bankruptcy court, and (v) the net gain resulting
from payments received by XO Parent in connection with the settlement and termination of the proposed investment
transaction that was the basis for the first restructuring alternative contemplated by the Plan of Reorganization, less
amounts paid to settle certain stockholder claims.
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Net loss before extraordinary gain and cumulative effect of accounting change. Net loss before extraordinary
gain and cumulative effect of accounting change during 2002 improved to $1,510.2 million from a net loss of
$2,431.1 million in 2001 due to the foregoing factors.

Extraordinary gain on repurchases of debt, net. During 2001, we recorded an extraordinary gain totaling
$345.0 million related to our repurchase of $557.1 million of senior notes at a substantial discount from their
respective face values.

Cumulative effect of accounting change. We performed the newly required transitional impairment tests of
goodwill as required by SFAS No. 142 as of January 1, 2002. Based on these tests, we recorded a $1,876.6 million
impairment charge to write-off all of our goodwill as a cumulative effect of accounting change during the first
quarter of 2002.

Net loss. Net lossin 2002 increased to $3,386.8 million from a net loss of $2,086.1 million in 2001 dueto the
foregoing factors.

Recognition of preferred stock modification fee, net- reorganization item. In order to adjust the historical
carrying amount of our preferred stock to the amount allowed by the Bankruptcy Court, we recognized the
unamortized balance of a deferred modification fee with respect to our preferred stock as of the petition date and
wrote off certain unamortized issuance costs and recognized certain purchase accounting adjustments related to the
preferred stock which netted a $78.7 million gain during 2002.

Gain on repurchases of preferred stock, net. In 2001, we recorded a net gain totaling $376.9 million related to
our repurchase of $472.6 million in liquidation preference of our preferred stock at a substantial discount from the
respective carrying amounts.

Preferred stock dividends and accretion of preferred stock redemption obligation, net. Asour preferred stock
was deemed subject to compromise under SOP 90-7, we ceased accruing dividends and accreting the redemption
obligation on all of our outstanding preferred stock as of our petition date. As aresult, we recorded $42.2 million of
preferred stock dividends during 2002 as compared to $129.7 million in such dividends in 2001. The contractual
dividend amount of $98.8 million reflected on the accompanying condensed consolidated statement of operations
represents the dividends that would have been accrued under the terms of our preferred stock had we not ceased
accruing such dividends as described above.

Net loss applicable to common shares. Net loss applicable to common shares in 2002 increased to
$3,350.4 million from $1,838.9 million in 2001 due to the foregoing factors.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Revenue. Total revenue in 2001 increased to $1,258.6 million from $723.8 million in 2000. The increase was
primarily due to theincrease in the number of customers and growth in network traffic and average monthly revenue
per customer. The growth in our customer base was largely due to our penetration of existing markets, expansion
into new marketsin 2001 and 2000 and our June 2000 Concentric acquisition. The growth in network traffic and
average monthly revenue per customer was primarily due to the expansion of our service offerings and our emphasis
on selling to larger business customers.

Revenue was earned from providing the following services (dollars in thousands):
Year Ended December 31,

% of 2001 % of 2000
2001 Revenue 2000 Revenue % Change
VOICE SEIVICES.....oocveieetecie e $ 606,848 48.2% $ 386,796 53.4% 56.9%
Data SErVICES.....coeeeeeeieriesese e 596,664 47.5% 331,892 45.9% 79.8%
Integrated voice and dataservices............ 52,018 4.1% 2,693 0.4% NM
Other SErVICES......ceeeeeeve e 3,037 0.2% 2,445 0.3% 24.2%
Total FeVENUE.......eceeeeeeeeeeeeeeeeeeereen, $1.258,567 100.0% $ 723,826 100.0% 73.9%

*NM —Not Meaningful

Voice services revenue includes revenue from bundled local and long distance voice services, prepaid calling
card processing, and other voice communications based services, including shared tenant services, interactive voice
response services and stand-alone long distance services. Voice services revenue in 2001 increased to $606.8 million
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from $386.8 million in 2000. The increase was primarily due to the growth in the number of our voice services
customers and our targeting of larger business customers.

Data services revenue includes revenue from Internet access, network access and applications hosting services.
Data services revenue in 2001 increased to $596.7 million from $331.9 million in 2000. A primary contributor to
this growth was our migration from voice-centric service offerings to a more balanced portfolio of voice and data
services, facilitated in large part by our June 2000 acquisition of Concentric and the integration of its data products
with our pre-existing services and by our development of new and enhanced data services. Data services revenue
increased slightly as a percentage of total revenue for 2001 compared to 2000 due to afull year impact of the
integration of data products and the new and enhanced data services we have developed. However, the majority of
the impact realized from fully integrating these data products was partially offset by new customers choosing our
integrated voice and data services and customer bankruptcies.

Integrated voice and data services revenue is generated largely from our X Options product, aflat-rate bundled
package offering a combination of voice and data services. Integrated voice and data services revenue in 2001
increased to $52.0 million from $2.7 million in 2000. The increaseis primarily attributable to the addition of
XOptions to our product portfolio beginning in the fourth quarter of 2000.

Costs and expenses. The table below provides costs and expenses by classification and as a percentage of
revenue (dollars in thousands):

Year Ended December 31,
% of 2001 % of 2000

2001 Revenue 2000 Revenue % Change
Costs and expenses:

COSt Of SEIVICE.....ceeeeieirerieeerree e $ 527,698 41.9% $ 302,666 41.8% 74.3%
Selling, operating and general 971,714 77.2% 730,604 100.9% 33.0%
Stock-based compensation........... 37,173 3.0% 48,328 6.7% (23.1%)
Depreciation and amortization............ccccoceeenee 1,162,671 92.4% 617,714 85.3% 88.2%
Restructuring charge ........cccoeevevvieeeeevieiieeenne 509,202 40.5% — — NM
In-process research and development ............... — — 36,166 5.0% NM

10 T $3,208.458 $1.735.478 84.9%

*NM —Not Meaningful

Cost of service. Cost of service includes expenses directly associated with providing telecommunications
services to our customers. Cost of service includes, among other items, the cost of connecting customersto our
networks vialeased facilities, the costs of |easing components of our network facilities and costs paid to third party
providers for interconnect access and transport services. Cost of service in 2001 was $527.7 million compared to
$302.7 million in 2000. Cost of service for 2001 was consistent as a percentage of revenue as compared to 2000, but
increased in absolute dollars on a period-over-period comparison due to the corresponding increase in revenue.

Selling, operating and general. Selling, operating and general expense includes expenses related to sales and
marketing, internal network operations and engineering, information systems, and general corporate office
functions. Selling, operating and general expense in 2001 was $971.7 million compared to $730.6 million in 2000.
The majority of the period-over-period increase was due to the full year impact of increased sales, network
operations and customer support headcount associated with the expansion of our business and the June 2000
Concentric acquisition. Selling, operating and general expense decreased as a percentage of revenue in 2001
compared to the same period in 2000 due to continued efficiencies generated by the centralization of many
functions.

Stock-based compensation. Stock-based compensation in 2001 decreased to $37.2 million from $48.3 million
in 2000 primarily dueto the vesting of afixed number of shares of restricted stock issued in 2000 in conjunction
with the Concentric acquisition.

Depreciation and amortization. Our net property and equipment increased to $3,742.6 million as of December
31, 2001 versus $2,794.1 million as of December 31, 2000. As we launched and expanded servicesin new and
existing markets, more assets were placed into service, which caused depreciation expense to increase to
$447.0 million in 2001 from $223.8 million in 2000. Amortization expense increased to $715.7 millionin 2001 from
$393.9 million in 2000. Of the total 2001 amortization expense, 83.1% relates to goodwill amortization. The
significant increase is primarily due to the amortization of additional goodwill and intangible assets recorded as a

42



result of the June 2000 Concentric acquisition, which are being amortized over aperiod of up to five years. In
conjunction with the implementation of SFAS No. 142, we wrote off all of the carrying value of our goodwill in the
first quarter of 2002.

Restructuring charge. During 2001, we recorded $509.2 million of estimated restructuring charges primarily
related to implementation of our plan to restructure certain of our business operations. The restructuring plan
includes divesting certain assets and businesses, and reducing our discretionary spending, capital expenditures and
workforce, based on our assessment of current and future market conditions. The restructuring chargesinclude a
$366.8 million write-down for the excess of carrying value of assets that were to be sold or abandoned, including
our European business unit. The consolidation and exiting of domestic facility leases accounted for $134.4 million
of the restructuring charges and was determined based on the future minimum rent commitments for the buildings
management intended to exit |ess estimated sublease rental streams. We also reduced our workforce by
approximately 700 employees and recorded an $8.0 million restructuring charge related to involuntary termination
severance. The employment of the majority of the notified employees was terminated by December 31, 2001.

In-processresearch and development. As aresult of the Concentric merger in June 2000, we incurred a
$36.2 million one-time charge in the second quarter of 2000 resulting from an allocation of the purchase price to
in-process research and development. The allocation represents the estimated fair value based on risk-adjusted future
cash flows of Concentric’sincomplete projects at that time.

I nterest income. Interest income in 2001 decreased to $77.9 million from $180.9 million in 2000. The decrease
in interest income corresponds to the decrease in our 2001 average cash and marketable securities balances and a
reduction in interest rates.

I nterest expense, net. Interest expense, net in 2001 increased to $465.4 million from $434.1 million in 2000.
Theincrease in interest expense, net was primarily due to an increase in our average outstanding indebtedness over
the respective periods resulting from our increased borrowings under our Pre-Petition Credit Facility during 2000
and 2001, the issuance of $517.5 million of 5% convertible subordinated notes in January 2001, and the
assumption of $150.0 million of debt in connection with our June 2000 acquisition of Concentric offset in part by
the impact of the repurchase of certain senior notes discussed below, areduction in interest rates and increased
capitalized interest on constructed assets.

Other income (l0ss), net. Other income (10ss), net decreased from income of $163.6 million in 2000 to a loss of
$93.8 million in 2001. The 2001 loss relates primarily to an $89.0 million write down for an other than temporary
declinein the value of certain available-for-sale investments. The other income in 2000 relates primarily to a
$225.1 million gain on the sale of an equity investment partly offset by a$57.7 million write-down for an other than
temporary declinein the value of certain available-for-sale investments.

Extraordinary gain on repurchases of debt, net. In the second half of 2001, we recorded an extraordinary gain
totaling $345.0 million related to our repurchase of $557.1 million of senior notes at a substantial discount from
their respective face values.

Net loss. Net loss in 2001 increased to $2,086.1 million from a net loss of $1,101.3 million in 2000 due to the
foregoing factors.

Gain on repurchases of preferred stock, net. In the second half of 2001, we recorded a net gain totaling

$376.9 million related to our repurchase of $472.6 million in liquidation preference of our preferred stock at a
substantial discount from their respective carrying amounts.

Preferred stock dividends and accretion of preferred stock redemption obligation, net. Preferred stock

dividends and the accretion of the preferred stock redemption decreased to $129.7 million in 2001 from
$146.4 million in 2000 due to the inrpact of the repurchase of the preferred stock discussed above offset in part by
the increase in our average outstanding preferred stock balance during the first half of 2001.

Net loss applicable to common shares. Net |oss applicable to common sharesin 2001 increased to
$1,838.9 million from $1,247.7 million in 2000 due to the foregoing factors.

Liquidity and Capital Resources

Our goal isto provide our customers complete, integrated, voice and data network applications and services
primarily through networks that we own or control. Historically, this strategy has increased our operating losses by
requiring usto incur significant costs and to make substantial capital investments before we realize related revenue.
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We have completed much of the construction relating to our metro fiber networks, which required substantial capital
investment. We believe that the implementation of the restructuring of our debt and capital under the Plan of
Reorganization and the various initiatives we have undertaken to reduce operating costs and capital expenditures
over the past two years, positions us to be able to successfully execute our business plans and generate cash flow
over the long term. However, in the near term we expect to incur net negative cash flows from operating and
investing activities.

Reor ganization Overview; Changesin our Capital Structure

Asdescribed in the 2001 Annual Report, in light of conditionsin the capital markets and our funding needs, XO
took a number of steps during 2001 to conserve cash on hand and raise additional capital. However, conditionsin
the capital markets for telecommunications companies continued to deteriorate, and, in late 2001, we determined
that, in light of the substantial declinesin market valuation suffered by telecommunications service providers
throughout the industry in 2001, we would be unable to obtain the additional funding needed to conduct our business
plan without a significant balance sheet reorganization.

In order to complete this reorganization, on June 17, 2002, XO Parent filed a voluntary petition for relief under
Chapter 11 of the Bankruptcy Code with the Bankruptcy Court. Concurrent with its Chapter 11 filing, XO Parent
submitted a proposed Plan of Reorganization, which is discussed in detail in the Overview section above, in note 2
to the accompanying consolidated financial statements and in Item 1, “Business— Our Chapter 11 Reorganization”.
On November 15, 2002, the Plan of Reorganization was confirmed by the Bankruptcy Court. On January 16, 2003,
XO Parent consummated the transactions contemplated by the Plan of Reorganization and emerged from Chapter 11
bankruptcy protection. Under the Plan of Reorganization, X O Parent has emerged from its Chapter 11 proceedings
with:

no preferred stock and dividend obligations;

significantly reduced debt and interest obligations; only $500 million of long-term indebtedness remains,
pursuant to the New Credit Agreement, which includes:

o financial covenants generally more favorable than those included in the Pre-Petition Credit Facility,

o amended maturity and principal repayment terms modified so that required principal payments are
deferred by two and a half years when compared to the Pre-Petition Credit Facility, and

o amended interest payment terms modified so that no cash interest payments are required to be made by
us until we achieve specified financial targets.

The maturity date of the outstanding principal under the New Credit Agreement is July 15, 2009. Automatic and
permanent quarterly reductions of the principal amount commence on October 15, 2007 with scheduled principal
repayments totaling $25 million in 2007, $150 million in 2008 and $325 million in 2009. The security for the New
Credit Agreement consists of al of the assets of XO Parent, including stock of its direct and indirect subsidiaries,
and all assets of virtually all of those subsidiaries. The New Credit Agreement limits additional indebtedness, liens,
dividend payments and certain investments and transactions, and contains certain covenants with respect to
minimum cash balance, minimum EBITDA (earnings before interest, taxes, depreciation and amortization)
requirements and maximum capital expenditures. Loans under the New Credit Agreement bear interest, at our
option, at an alternate base rate, as defined, or reserve-adjusted London Interbank Offered Rate plus, in each case,
applicable margins. We are not required to pay cash interest accrued on the principal amount under the New Credit
Agreement until we meet certain financial ratios. Nevertheless, we may elect to begin paying interest in cash earlier
than the required date, but, based on our current funding requirement, we would not anticipate making such an
election in the foreseeabl e future. Once we begin to pay accrued interest in cash, even in the case of an early
election, the applicable margins are reduced. A pproximately 85% of the underlying loans of the New Credit
Agreement are held by Arnos Corp., an entity controlled by Mr. Icahn.

Cash Conservation Initiatives

Our balance of cash and marketable securities decreased to $561.0 million at December 31, 2002 from
$755.2 million at December 31, 2001. This decrease primarily resulted from capital expenditures during the early
part of 2002 relating to the completion of ongoing network construction projects. We continue to focus on
minimizing the rate at which we use our cash to fund operations and capital expenditures, and preserving cash and
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marketable securities. For the past year, the reduction in the rate at which we use our cash has been accomplished
by:

significantly reducing our capital requirementslargely dueto the completion of several significant
technology and network enhancements projects and decreases in success-based capital spending;

ceasing to pay interest on the Pre-Petition Credit Facility and our pre-petition senior and subordinated
unsecured notes and dividends on our preferred stock;

implementing a series of expense reduction and cash conservation initiatives, which have resulted in the
reduction of cost of service and selling, operating and general expensesin both absolute dollarsand asa
percentage of revenue; and

improving working capital mainly through aggressive collections of our outstanding accounts receivable,
and, to alesser extent, deferred payment of XO Parent’s pre-petition liabilities.

Future Funding Needs, Capital Resources and Liquidity Assessment

We expect that, in the near term, our business will use existing cash to fund capital expenditures and working
capital requirements. The majority of our planned capital expenditure requirementswill be “ success-based” in that
they will be used to purchase and install switches, routers, servers or other customer-related equipment and
el ectronics in connection with adding new customers or increasing the amount of services provided to existing
customers. Much of the remaining planned capital expenditureswill be for the continued development and
implementation of our information systemsto support and enhance the provisioning and billing of new and existing
customers. Part of our working capital requirements are commitments under |ease and contractual obligations for
maintenance and service agreements. Such future minimum commitments are as follows (dollars in thousands):

Other long-term Total minimum

Operatinglease  Capital lease  contractual long-term
Year Ending December 31, obligations obligations obligations obligations
62,733 $ 10,031 $ 74126 $ 146,890
59,045 2,809 57,612 119,466
55,600 2,668 17,574 75,842
51,458 2,416 14,577 68,451
47,334 1,733 11,780 60,847
232,550 277 107,277 340,104

$ 508720  $£10934 $ 282946 $ 811,600

There are no additional borrowings available under our New Credit Agreement, although, under certain
circumstances, the New Credit Agreement permits usto obtain a senior secured facility of up to $200.0 million, less
the amount of any proceeds from the Rights Offering, so long as the terms are satisfactory to the administrative
agent and holders of amajority of the principal amount of the loans outstanding under the New Credit Agreement.
Arnos Corp., acompany controlled by Mr. Icahn, holds approximately 85% of the principal amount of the loans
outstanding under the New Credit Agreement. Under the Plan of Reorganization and after the SEC has declared
effective aregistration statement to be filed with the SEC, XO Parent will issue to certain holders of claims and
interestsin XO Parent who hold such claims and/or interests as of the November 15, 2002 record date, rights to
subscribe for up to 43,333,333 shares of New Common Stock, at $5.00 per share, through the Rights Offering.
Recently, our New Common Stock has been trading at less than $4.00 per share and unless such price increases prior
to the conclusion of the Rights Offering, we would not expect much, if any, additional fundsto be raised through the
Rights Offering.

Although we expect that our balance of cash and marketable securities will decline in the near termto fund
capital expenditures and working capital requirements discussed above, given (i) our current assumptions with
respect to trends in our business, (ii) our estimates concerning the substantially lower level of capital expenditures
that we will incur to support our business plan and (iii) the significant reduction in cash needed to meet our debt
service requirements because we are not required to pay interest accrued on the New Credit Agreement until we
meet certain financial ratios, we believe that the $561.0 million of cash and marketable securities on hand as of
December 31, 2002 will be sufficient to fund our operations until the cash flows generated by our operations are
sufficient to fund our capital expenditures and debt service requirements.

Credit Risk
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Financial instruments that potentially subject us to concentrations of credit risk consist primarily of trade
receivables. Although our trade receivables are geographically dispersed and include customersin many different
industries, a portion of our revenue is generated from services provided to other telecommunications service
providers. Several of these companies have recently filed for protection under Chapter 11 of the Bankruptcy Code.
We believe that our established valuation and credit allowances are adequate as of December 31, 2002 to cover these
risks.

Critical Accounting Policies

Asdiscussed in note 3 to the financial statements, we will be adopting fresh start accounting during the first
quarter of 2003, creating, in substance per SOP 90-7, a new reporting entity. SOP 90-7 also requires that changesin
accounting principles that will be required in the financial statements of the emerging entity within twelve months
following the adoption of fresh start reporting be adopted at the time fresh start reporting is adopted.

The preparation of the financial statementsin accordance with accounting principlesgenerally accepted in the
United Statesrequires management to make judgments, estimates and assumptions regarding uncertainties that
affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities and the reported
amounts of revenues and expenses. Management uses historical experience and all available information to make
these judgments and estimates and actual results could differ from those estimates and assumptions that are used to
prepare our financial statements at any given time. Despite these inherent limitations, management believes that
Management’ s Discussion and Analysis and the financial statements and footnotes provide a meaningful and fair
perspective of the company’sfinancial condition and its operating results. Management believes the following
critical accounting policies affect its more significant judgments and estimates used in the preparation of its
consolidated financial statementsincluded in thisAnnual Report on Form 10-K.

Long-Lived Assets

Our long-lived assets include property and equipment, fixed wireless licenses, and identifiable intangible assets
to be held and used. Property and equipment is stated at historical cost net of accumulated depreciation.
Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets. The estimated useful
lives of telecommunications networks and acquired bandwidth are 5 to 20 years and 3 to 5 years for furniture
fixtures, equipment and other. Investments in fixed wireless licenses consist of direct costs to acquire fixed wireless
licenses. The estimated useful life is 20 years, which represents the original ten year license term with one ten year
renewal. Renewal is conditioned upon the satisfaction of certain utilization requirements established by the FCC.
Our current utilization may not be sufficient to satisfy this FCC condition on certain licenses which could impact the
FCC’ sdecision to renew. These useful lives are determined based on historical usage with consideration given to
technological changes and trends in the industry that could impact the network architecture and asset utilization.
This latter assessment is significant because we operate within an industry in which new technological changes
could render some or all of our network related equipment obsolete requiring application of a shorter useful life or,
in aworst case, awrite-off of the entire value of the asset. Accordingly, in making this assessment, we consider the
views of expertsboth from internal and outside sources regarding the impact of technological advances and trends in
theindustry on the value and useful lives of our network assets.

Depreciation or amortization of the long-lived asset begins when the asset is substantially complete or placed
into service. At December 31, 2002, our balance sheet includes approximately $730.6 million of long-lived assets,
including construction-in-process and certain fixed wireless licenses, that were either not ready for their intended
use or not placed into service, and accordingly are not being depreciated or amortized.

In addition, long-lived assets, including property and equipment, fixed wireless licenses, and intangible assets
with definite useful livesto be held and used, are reviewed for impairment whenever events or changesin
circumstances indicate that the carrying amount should be addressed pursuant to SFAS No. 144, “ Accounting for the
Impairment or Disposal of Long-Lived Assets,” or SFAS No. 144. SFAS No. 144 supersedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assetsto Be Disposed Of,” or SFAS No.
121. In accordance with implementation requirements, we implemented the provisions of SFAS No. 144 in 2002.
The criteriafor determining impairment for long-lived assets to be held and used are generally consistent with SFAS
No. 121. Pursuant to SFAS No. 144, impairment is determined by comparing the carrying value of these long-lived
assets to management’ s best estimate of future undiscounted cash flows expected to result from the use of the assets
and their eventual disposition. We believe that no impairment existed under SFAS No. 144 as of December 31, 2002
and 2001. In the event that there are changes in the planned use of our long-lived assets or our expected future

46



undiscounted cash flows are reduced significantly, our assessment of our ability to recover the carrying value of
these assets under SFAS No. 144 could change.

The majority of our goodwill and other intangibleswere acquired in the June 2000 Concentric merger. In years
prior to 2002, all such costs were amortized using the straight-line method over the estimated useful lives of the
assets. We wrote off all of our goodwill in the first quarter of 2002 when we performed the transitional impairment
tests of goodwill as required by SFAS No. 142. All of our other intangibles are definite life assetsand are amortized
over aperiod up to 5 years.

With our emergence from bankruptcy in early 2003, we will apply fresh start accounting which will resultin a
significant write-down of our long-lived assets. The fair value of our long-lived assets for purposes of fresh start
accounting is expected to be approximately $661.0 million.

Revenue Recognition

Revenues from tel ecommunications services are recognized when the services are performed, evidence of an
arrangement exists, the feeis fixed and determinable and collectibility is probable. Service discounts and incentives
related to telecommunications services are recorded as a reduction of revenue when granted or ratably over a
contract period. Fees billed in connection with customer installations and other upfront charges are deferred and
recognized ratably over the estimated customer life. Certain direct costsincurred for provisioning and installing a
customer are also deferred and recognized ratably over the estimated customer life. Sales and commission costs
associated with acquiring the new customer are expensed as incurred. We believe our methodol ogy appropriately
matches the non-recurring and monthly recurring fees with the direct non-recurring costs over the estimated
customer life. Any net deferred asset appropriately reflects the value of the customer base The estimated customer
lifeis calculated by analyzing customer disconnects as a percentage of revenue. This calculation isreviewed every
quarter.

Revenue from the sale or lease of unlit network capacity is recognized upon consummation of the transaction
and the acquirer’ s acceptance of the capacity in instances when we receive upfront cash payments and are
contractually obligated to transfer title to the specified capacity at the end of the contract term. If the transaction
does not meet these criteria, revenue is recognized ratably over the contract term. In 2001, approximately 1.5% of
our total revenue was attributed to sales of unlit network capacity. There were no sales of unlit network capacity in
2002 or 2000.

We establish avaluation allowance for collection of doubtful accounts and other sales credit adjustments.
Valuation allowances for sales credits are established through a charge to revenue, while valuation allowances for
doubtful accounts are established through a charge to selling, operating and general expenses. We assess the
adequacy of these reserves monthly by evaluating general factors, such as the length of time individual receivables
are past due, historical collection experience, the economic and competitive environment, and changes in the credit
worthiness of our customers. As considered necessary, we also assess the ability of specific customersto meet their
financial obligationsto us and establish specific valuation allowances based on the amount we expect to collect from
these customers. We can and have experienced material changes to our reserve requirements on a month to month
basis as significant customers have in the past unexpectedly filed for bankruptcy or otherwise became insolvent. We
believe that our established valuation allowances were adequate as of December 31, 2002 and 2001. If
circumstances relating to specific customers change or economic conditions worsen such that our past collection
experience and assessment of the economic environment are no longer valid, our estimate of the recoverability of
our trade receivables could be changed. If this occurs, we adjust our valuation allowance in the period the new
information is known.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board, or FASB issued SFAS No. 143, “Accounting for
Asset Retirement Obligations,” or SFAS No. 143, which requires an entity to recognize the fair value of aliability
for an asset retirement obligation in the periodin which alegal or contractual removal obligation isincurred if a
reasonabl e estimate of fair value can be made. If areasonable estimate of fair value cannot be made in the period the
asset retirement obligation isincurred, SFAS No. 143 requires the liability to be recognized when areasonable
estimate of the fair value can be made. The provisions of SFAS No. 143 are effective for financial statements issued
for fiscal years beginning after June 15, 2002. Asrequired by SOP 90-7, we will implement SFAS No. 143 during
the first quarter of 2003 in conjunction with the implementation of fresh start accounting. The pro formabalance
sheet and note 3, included in Item 8, includes an estimated asset retirement obligation of $21.4 million.
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In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections as of April 2002,” or SFAS No. 145. SFAS No.
145 eliminates the requirement to report material gains or losses from debt extinguishments as an extraordinary
item, net of any applicable income tax effect, in an entity’ s statement of operations. SFAS No. 145 instead requires
that again or loss recognized from a debt extinguishment be classified as an extraordinary item only when the
extinguishment meets the criteria of both “unusual in nature” and “infrequent in occurrence” as prescribed under
Accounting Principles Board Opinion, or APB, No. 30, “Reporting the Results of Operations- Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions.” The provisions of SFAS No. 145 are effective for fiscal years beginning after May 15, 2002 with
respect to the rescission of SFAS No. 4 and for transactions occurring after May 15, 2002, with respect to provisions
related to SFAS No. 13. We have recognized extraordinary gains from debt repurchases in 2001 and believe that the
classification of such gains as extraordinary items will change under SFAS No. 145 when we implement fresh start
accounting in accordance with SOP 90-7.

In June 2002, the FASB issued SFAS No. 146, “ Accounting for Costs Associated with Exit or Disposal
Activities” or SFAS No. 146. SFAS No. 146 requires that costs, including severance costs, associated with exit or
disposal activities be recorded at their fair value when aliability has been incurred. Under previous guidance, certain
exit costs, including severance costs, were accrued upon managements’ commitment to an exit plan, which is
generally before an actual liability has been incurred. We will apply the provisions of SFAS No. 146 to any exit or
disposal activitiesinitiated after December 31, 2002.

In December 2002, the FASB issued SFAS No. 148, “ Accounting for Stock-Based Compensation-Transition
and Disclosure,” or SFAS No. 148. SFASNo. 148 amends SFAS No. 123, “Accounting for Stock-Based
Compensation,” to provide alternative methods of transition to SFAS No. 123’ sfair value method of accounting for
stock-based employee compensation. SFAS No. 148 also amends the disclosure provisions of SFASNo. 123 and
APB No. 28, “Interim Financial Reporting,” to require disclosure in the summary of significant accounting policies
of the effects of an entity’ s accounting policy with respect to stock-based employee compensation on reported net
income and earnings per sharein annual and interim financial statements. While SFASNo. 148 does not amend
SFAS No. 123 to require companies to account for employee stock options using the fair value method, the
disclosure provisions of SFAS No. 148 are applicable to all companies with stock-based employee compensation,
regardless of whether they account for that compensation using the fair value method of SFAS No. 123 or the
intrinsic value method of APB No. 28. The provisions of SFAS No. 148 are effective for fiscal years beginning after
December 15, 2002 with respect to the amendments of SFAS No. 123 and effective for financial reports containing
condensed financial statements for interim periods beginning after December 15, 2002 with respect to the
amendments of APB No. 28. We will implement SFAS No. 148 effective January 1, 2003 regarding disclosure
requirements for condensed financial statements for interim periods. Management is currently evaluating the inpact
of applying the fair value method of accounting for stock based compensation on the Company’ s results of
operations and financial position.

Item 7A. Quantitative and Qualitative Disclosure About Market Risk

As of December 31, 2002, we had obligationsrelating to our outstanding pre-petition redeemable preferred
stock, senior notes, and subordinated notes. All such obligations were cancelled either in exchange for other
consideration or without consideration upon our emergence from Chapter 11 pursuant to the Plan of Reorganization
and, therefore, do not subject us to future market risk.

On January 16, 2003, the effective date of XO Parent’s emergence from Chapter 11, we amended the $1.0
billion Pre-Petition Credit Facility in accordance with the Plan of Reorganization. At the effective date, the New
Credit Agreement was comprised of $500.0 million junior secured loans with principal amounts payable beginning
October 2007, and the rate at which interest accrues under the entire outstanding balance is variable. Currently, we
do not pay cash interest on the New Credit Agreement. However, interest accrues based on variablerates. I nterest
expense and future cash flow exposure areillustrated in the following table (dollarsin millions).

Annual Interest Expense Givenan ~ No Change Annual Interest Expense Given an

Interest Rate decr ease of in Interest Interest Rate increase of
Cash Flow Risk X Basis Points Rates X Basis Points
(150BPS) (100BPS) (50BPS)  Fair Value 50BPS 100BPS 150BPS
New Credit Agreement $29.2 $31.7 $34.2 $36.7 $39.2 $41.7 P42
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Marketable securities consist of an investment portfolio containing U.S. government agency issued and other
securities with aduration of less than one year. These securities are classified as“ available for sale.” If interest rates
were to increase or decrease immediately, it would not likely have a material impact on the fair value of these
financial instruments or on the interest we would earn on our investment portfolio asillustrated in the following
table (dollarsin millions).

No
Valuation of Securities Given an Changein Valuation of Securities Given an
Interest Rate decr ease of Interest Interest Rateincrease of
Fair Value Risk X Basis Points Rates X Basis Points

(150BPS) (100BPS) (50BPS)  Fair Value 50BPS 100BPS  150BPS

Financial Assets:
Marketable securities —over 1year $ 2479 $ 2475 $ 2472 $ 2469 $ 2466 $ 2462 $ 2458

The sensitivity analyses provide only alimited, point-in-time view of the market risk sensitivity of certain of our
financial instruments. The actual impact of market interest rate and price changes on the financial instruments may
differ significantly from those shown in the above sensitivity analyses.

We are not currently engaged in the use of off-balance sheet derivative financial instruments, to hedge or
partially hedge interest rate exposure.

Item 8. Financial Statements and Supplementary Data
Our consolidated financial statements are filed under this Item, beginning on page F-1 of this Report.

Item9. Changesin and Disagreements with Accountants on Accounting and Financial Disclosure

On May 15, 2002, we dismissed our independent auditors, Arthur Andersen LLP, and appointed Ernst & Y oung
LLP to serve asour new independent auditors for the year ending December 31, 2002. Our Board of Directors
approved this decision. We filed a current report on Form 8-K with the SEC on May 16, 2002, which included a
notification that the change was effective on May 15, 2002.

Arthur Andersen's report on our financial statements for the fiscal year ending December 31, 2000 did not
contain an adverse opinion or disclaimer of opinion, nor were such reports qualified or modified as to uncertainty,
audit scope or accounting principles. Arthur Andersen's report on the Company's financial statements for the fiscal
year ending December 31, 2001 included an explanatory paragraph that discussed the substantial doubt concerning
our ability to continue as a going concern.

During each of the two fiscal years ending December 31, 2000 and 2001, there were: (i) no disagreements with
Arthur Andersen on any matter of accounting principle or practice, financial statement disclosure or auditing scope
or procedure which, if not resolved to Arthur Andersen's satisfaction, would have caused them to make reference to
the subject matter in connection with their report on our financial statements for such years; and (ii) there were no
reportable events as defined in I1tem 304(a)(1)(v) of Regulation S-K.

During each of our two fiscal years ending December 31, 2000 and 2001 and through the date of their
appointment, we did not consult Ernst & Y oung with respect to the application of accounting principlesto a
specified transaction, either completed or proposed, or the type of audit opinion that might be rendered on our
financial statements, or any other matters or reportable events as set forth in Items 304(a)(2)(i) and (ii) of
Regulation S-K.
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PART 111

Item 10. Directors and Executive Officers of the Registrant

Prior to January 16, 2003, effective date of our Plan of Reorganization, our Board of Directors was comprised of the
following individuals: Daniel F. Akerson, Nathaniel A. Davis, Nicolas Kauser, Craig O. McCaw, Sharon L. Nelson,
Henry R. Nothhaft, Jeffrey S. Raikes, Peter C. Waal, and Dennis M. Weibling. Additional information concerning

these former board membersisincluded in our Annual Report on Form 10-K for the year ended December 31, 2001.

The names, ages and positions with XO of our current directors and executive officers are listed below.

Name Age Position
Carl C.1cahn (1) ..cvveveeeeiresecerreeeeereeeees 67  Chairman of the Board of Directors
Nathaniel A. DaviS......cccccvveennneinenenieens 49  President, Chief Operating Officer and Director
Andrew R. Cohen (1) ...ccccovvvevvvereeiiieecreeee, 41  Director
Adam Dell (2) ...ooeveeiiienieee e 32  Director
Vincent J. Intrieri (2)(3) oeoeeerererereierenenes 46  Director
KeithMeister (1)(3) .oeeerrmeenrenreiiereeieenes 29  Director
Nancy B. GOfUS......cccccevueivieiierec e 49  Executive Vice President, Marketing and Customer Care
Michael S Ruley .......cccooeiriiieeee, 43  Executive Vice President, Market Sales Operations
Gary D. Begeman.........cccceeveereneneneeeneeens 44 Senior Vice President, General Counsel and Secretary
Mark W. FariS....cccovvevrieeceee e 48  Senior Vice President, Network Operations
John H. JACQUAY .....cevvreeeeeiirieieiesreeeeeeee 50  Senior Vice President, National Sales
Wayne M. Rehberger .........cccccoeveivcccveenne. 46  Senior Vice President, Chief Financia Officer
R. Gerard Salemme........cccooeeneneecnencienene, 49  Senior Vice President, Regulatory and Legislative Affairs
William Garrahan..........ccooeevnercinneeccnennns 45  Vice President, Corporate Development and Strategic Planning
@ Member of the Executive Committee of the Board of Directors.
%) Member of the Audit Committee of the Board of Directors.
?3) Member of the Compensation Committee of the Board of Directors.

Brief biographies of our directors are set forth below.

Carl C. Icahn. Mr. Icahn has served as our Chairman of the Board of Directors since January 2003. Since 1984,
he has served as the Chairman of the Board and a Director of Starfire Holding Corporation (formerly 1cahn Holding
Corporation), aprivately-held holding company, and Chairman of the Board and a Director of various subsidiaries
of Starfire, including ACF Industries, Incorporated, a privately-held railcar leasing and manufacturing company.
Since 1968, he served as the Chairman of the Board and President of 1cahn & Co., Inc., aregistered broker-dealer
and a member of the National Association of Securities Dealers. Since November 1990, Mr. Icahn has been
Chairman of the Board of American Property Investors, Inc., the general partner of American Real Estate Partners,
L.P., apublic limited partnership that investsin real estate. Since 1993, Mr. Icahn has been a Director of Cadus
Pharmaceutical Corporation, afirm which holds various biotechnology patents. Since October 1998, Mr. Icahn has
been the President and a Director of Stratosphere Corporation which operates the Stratosphere Hotel and Casino.
Since September 2000, Mr. Icahn has served as the Chairman of the Board of GB Holdings, a holding company that
owns the Sands Hotel and Casino in Atlantic City, New Jersey.

Nathaniel A. Davis. Mr. Davis has served as our President and Chief Operating Officer since joining XO in
January 2000. In February 2000, he was elected to serve on our Board of Directors. From October 1998 to January
2000, Mr. Davis served as Executive Vice President of Technical Servicesfor Nextel Communications. From
November 1996 to September 1998, Mr. Davis was Chief Financial Officer of U.S. Operationsat MCI. Mr. Davis
currently serves as adirector of Mutual of America Capital Management Corporation and XM Satellite Radio, Inc.

Andrew R. Cohen. Mr. Cohen has been a member of our Board of Directors since January 2003. Since 2000, he
has served as Chief Technology Officer of Icahn Associates Corp. From 1999 to 2000, Mr. Cohen served as senior
vice president and chief technology officer of American Greetings & Americangreetings.com. From 1998 to 1999,
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he served as President of CNS Development, which provides website transaction consulting services. From 1992 to
1998, Mr. Cohen served as vice president of development of Micrografx, Inc., aconsumer and business enterprise
software company.

Adam Dell. Mr. Dell has been a member of our Board of Directors since January 2003. Since January 2000, he
has served as the Managing General Partner of Impact Venture Partners, aventure capital firm focused on
information technology investments. From October 1998 to January 2000, Mr. Dell was a Senior Associate and
subsequently a Partner with Crosspoint Venture Partnersin Northern California. From July 1997 to August 1998, he
was a Senior Associate with Enterprise Partnersin Southern California. From January 1996 to June 1997 Mr. Dell
was associated with the law firm of Winstead Sechrest & Minick, in Austin, Texas, where he practiced corporate
law.

Vincent J. Intrieri. Mr. Intrieri, has been amember of our Board of Directors since January 2003. Since March
2003, he has been Managing Director of Icahn Associates Corp. From 1998 to March 2003, he served as a portfolio
manager of High River Limited Partnership. From 1995 to 1998, Mr. Intrieri served as portfolio manager for
distressed investments with Elliot Associates L.P., aNew Y ork investment fund. Prior to 1995, Mr. Intrieri was a
partner at the Arthur Anderson accounting firm and is a certified public accountant. Mr. Intrieri currently serveson
the board of TransTexas Gas Corporation.

Keith Meister. Mr. Meister has been a member of our Board of Directors since January 2003. Since June 2002, he
has served as senior investment analyst of High River Limited Partnership. From March 2000 through 2001, Mr.
Meister co-founded and served as co-president of J Net Ventures, aventure capital fund focused on investmentsin
information technology and enterprise software businesses. From 1997 through 1999, Mr. Meister served as an
investment professional at Northstar Capital Partners, an opportunistic investment partnership with assetsin excess
of $2billion. From 1995t0 1997, Mr. Meister served as an investment analyst in the investment banking group at
Lazard Freres.

Nancy B. Gofus Ms. Gofus has served as our Executive Vice President, Marketing and Customer Care since
September 2000 and was our Senior Vice President and Chief Marketing Officer from January 2000 until September
2000. From March 1999 to December 1999, she was the Chief Operating Officer of Concert Management Services,
Inc., which previously was awholly-owned subsidiary of British Telecom and is a global provider of managed
telecommunications services. From March 1995 to March 1999, Ms. Gofus was Concert’s Senior Vice President of
Marketing.

Michael S. Ruley. Mr. Ruley has been Executive Vice President, Market Sales Operations since March 2001.
From June 1999 to March 2001, he was our President, West Region. From April 1998 to June 1999, he was the
President of our Southwest Region. From June 1996 to April 1998, Mr. Ruley held various positions at Teleport
Communications Group, including Regional Vice President of the Pacific Bell Territory and Vice President and
General Manager of both the San Francisco and Colorado markets.

Gary D. Begeman. Mr. Begeman has served as our Senior Vice President, General Counsel and Secretary since
November 1999. From May 1997 to November 1999, he was Deputy General Counsel of Nextel Communications,
and from August 1999 to November 1999, he also was a Vice President of Nextel Communications. From
January 1992 to May 1997, Mr. Begeman was a partner of the law firm Jones, Day, Reavis & Pogue, specializing in
corporate and securities law and mergers and acquisitions.

Mark W. Faris. Mr. Faris has been our Senior Vice President, Network Operations since April 2001. From
September 2000 to April 2001, he was the Chief Operating Officer of Gemeni Networks. From March 2000 to
September 2000, Mr. Faris was President and Chief Operating Officer of BlueStar Communications. Prior to that, he
had been employed by Southwestern Bell for over 20 years.

John H. Jacquay. Mr. Jacquay has been our Senior Vice President, National Sales since February 2002. From
November 1999 to February 2002, he was Chairman and Chief Executive Officer of Pagoo, Inc. From January 1999
to July 1999, Mr. Jacquay was President and Chief Operating Officer of GRIC Communications. From 1997 to
1999, he was Chief Operating Executive - Regulated Industries unit of MCl Systemhouse. From 1996 to 1997, Mr.
Jacquay was President - Network Services of US ONE Communications.

Wayne M. Rehberger. Mr. Rehberger has served as our Senior Vice President, Chief Financial Officer since
December 2000. From April 2000 to August 2000, he was Chief Financial Officer of Nettel Communications. On
September 28, 2000, Nettel filed a voluntary petition under Chapter 11 of the U.S. Bankruptcy Code. From August
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2000 to October 2000, Mr. Rehberger was our Senior Vice President of Finance. From April 1999 to March 2000,
Mr. Rehberger was Senior Vice President of Finance at MCl WorldCom. From June 1986 to March 1999, he held
other senior level finance positionsat MCI.

R. Gerard Salemme. Mr. Salemme has served as our Senior Vice President, Regulatory and Legislative Affairs
since January 2000. From March 1998 to January 2000, he served as our Senior Vice President, External Affairs and
Industry Relations. From July 1997 to March 1998, he was our Vice President, External Affairs and Industry
Relations. From December 1994 to July 1997, Mr. Salemme was Vice President, Government Affairsat AT& T
Corp.

William Garrahan. Mr. Garrahan has served as our Vice President, Corporate Development and Strategic
Planning since July 2001. From September 1996 to February 2001, he was a Senior Vice President with Lehman
Brothers, in its equity research department.

Each director will hold office until the first meeting of stockholdersimmediately following expiration of his
one-year term of office and until his successor is qualified and elected, or until hisearlier resignation or removal.
We do not have aclassified or staggered board.

As disaussed above, on June 17, 2002, XO Parent filed avoluntary petition for bankruptcy under Chapter 11 of
the United States Bankruptcy Code in the United States Bankruptcy Court for the Southern District of New Y ork,
and emerged from bankruptcy on January 16, 2003. Messrs. Davis, Ruley, Jacquay, Begeman, Faris, Rehberger,
Salemme and Garrahan and Ms. Gofus each were executive officers of XO Parent during the bankruptcy
proceedings.

Section 16(a) Beneficial Owner ship Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our directors, executive officers and any person
who owns more than 10% of our common stock, whom were refer to collectively as the Reporting Persons, to file
with the Securities and Exchange Commission reports of ownership and reports of changesin ownership of our
common stock. Under Securities and Exchange Commission rules, we receive copies of all Section 16(a) forms that
these Reporting Personsfile. We have reviewed copies of these reports and written representations from the
Reporting Persons. We believe all Reporting Persons complied with their Section 16(a) reporting obligations during
2002, except for the following individuals: Messrs Davis, Begeman, Rehberger, Salemme, Ms. Gofus and Doug
Carter and Scott Macleod, former executive officers of ours, had alate Form 5 filing with respect to the cancellation
of certain optionsto purchase pre-petition class A common stock in connection with our May 2001 option exchange
program; Mr. Faris had alate Form 5 filing with respect to the purchase of shares of pre-petition class A common
stock under our employee stock purchase plan; and Jeffrey S. Raikes, aformer member of our Board of Directors,
had alate Form 4 filing with respect to the sale of shares of our pre-petition class A common stock.

Item11. Executive Compensation

Summary Compensation Table

Thefollowing table setsforth, for the fiscal years ended December 31, 2002, 2001, and 2000, individual
compensation information for our Chief Executive Officer, and each of our four most highly compensated executive
officers, whom we refer to collectively as the Named Executive Officers.

Long Term
Compensation Awards
Annual Compensation Restricted Securities All Other
Stock Award(s) Underlying Compensation

Name and Principal Position Y ear Salary ($) Bonus ($) (1) ®)(2) Options (#) (3) (IO
Daniel F. AKErsoN ........cccooveeeveeeieecciiens 2002 377,303(5) —(5) — — 5,606
Chief Executive Officer 2001 318,006(5) —(5) — — 38,331
2000 500,000 477,950 — 500,000 57,580
Nathaniel A. DaViS.......ccccoveeeieeeciieeeiien, 2002 382,212 — — 1,423,750 8,769
President and Chief Operating Officer 2001 375,000 296,136 432,500 — 194
2000 375,000 239,524 — 1,975,000 179
R. Gerard SAlemme (6)........cccvevvveveennnne. 2002 217,300 85,417 — 59,500 3,224
Senior Vice President, Regulatory and 2001 213,200 223,655 86,500 — 6,787
Legidative Affairs 2000 221,400 205,000 — 70,000 8,687
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Michael S.Ruley..........coovviiiiiiicn 2002 280,289 — — 301,665 9,329

Executive Vice President, Market Sales 2001 268,846 192,653 51,900 — 56,848

Operations 2000 244,443 191,648 — 253,100 36,324

Nancy B. GOfUS......c.ccveririeieieieieie 2002 275,000 — — 212,500 9,489

Executive Vice President, Marketing 2001 275,000 178,503 51,900 — 8,950

and Customer Care 2000 253,846 157,723 — 350,000 3,154
(1) Includes bonuses earned for the corresponding fiscal years that were paid subsequent to the stated calendar year end. No bonuses were

@
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©
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paid to any Named Executive Officer with respect to performance for 2002, other than to Mr. Salemme. In connection with XO
Parent’s Chapter 11 proceedings, we adopted the XO Communications, Inc. Employee Retention and Incentive Plan. For a summary
of the terms of the Employee Retention and Incentive Plan and Mr. Salemme’ s compensation arrangements, please see “ Employment
Agreements and Other Arrangements’ below.

Represents an award of shares of our pre-petition class A common stock granted on August 20, 2001, which shares were restricted and
subject to forfeiture until vested. All such shares wereforfeited in 2002, and no shares were outstanding at December 31, 2002.

Represents optionsto acquire shares of class A common stock. Share figures have been restated retroactively to reflect stock splits
with respect to our class A common stock. Grants in 2002 were made in connection with the Offer to Exchange with respect to
outstanding options that we undertook in May 2001. See “Report on Repricing of Options’ in our Annua Report on Form 10-K for
the year ended December 31, 2001. Pursuant to XO Parent’s Plan of Reorganization, all interests in such stock options and such shares
of class A common stock issued upon exercise thereof, were cancelled and terminated effective January 16, 2003, the date that the
Plan of Reorganization was consummated.

For 2002, includes for Mr. Akerson: $5,404 for contributions made by us on behalf of Mr. Akerson under our 401(k) Plan and $202
for premiums for group term life insurance paid by us; for Mr. Davis: $8,558 for contributions made by us on behaf of Mr. Davis
under our 401(k) Plan and $211 for premiums for groupterm life insurance paid by us; for Mr. Salemme: $3,116 for contributions
made by us on behalf of Mr. Salemme under our 401(k) Plan and $108 for premiums for group term lifeinsurance paid by us; for Mr.
Ruley: $1,216 for reimbursement of relocation expenses; $8,000 for contributions made by us on behalf of Mr. Ruley under our
401(k) Plan and $113 for premiums for group term lifeinsurance paid by us;, for Ms. Gofus: $9,309 for contributions made by us on
behalf of Ms. Gofus under our 401(k) Plan and $180 for premiums for group term life insurance paid by us.

In August 2001, Mr. Akerson elected to forgo all of his salary forthe period between August 2001 and April 2002, afterwhich timehe
elected to receive his salary. For 2001, he elected not to receiv e a bonus. In January 2003, Mr. Akerson received a payment of
$750,000 under the XO Communications, Inc. Employee Retention and Incentive Plan described below. Mr. Akerson resigned as
Chief Executive Officer effective January 17, 2003.

Salary, bonus and 401(k) Plan payments are made to Communications Consultants, Inc., which employs Mr. Salemme and from
whichweretain Mr. Salemmefor service as our Senior Vice President, Regulatory and Legidative Affairs. See“Certain Relationships
And Related Transactions’. For asummary of Mr. Salemme’ s compensation arrangements, please see “ Employment Agreements and
Other Arrangements’ below.

Option Grantsin Last Fiscal Year

Share and per share figures (including exercise or base price figures) have been restated retroactively to reflect
stock splits with respect to our pre-petition class A common stock. All option gants in 2002 were made in
connection with the Offer to Exchange with respect to outstanding options that we undertook in May 2001. See
“Report on Repricing of Options” in our Annual Report on Form 10-K for the year ended December 31, 2001.
Pursuant to XO Parent’s Plan of Reorganization, all interests in such stock options and all such shares issuable upon
exercise thereof were cancelled and terminated effective January 16, 2003, the date that the Plan of Reorganization

was consummated.
Individual Grants(1) Potential Realizable Valueat
% of Total Assumed Annual Rates of Stock

Number of  Options Price Appreciation for Option

Securities  Granted to Market Price Terms ($)(9

Underlying Employees Exercissor  on Dateof

Options in Fiscal  BasePrice Grant o

Name Granted (#) Year (%) ($/Sh) ($/Sh) Expiration Date 0% 5% 10%
Daniel F. Akerson..... — — N/A N/A N/A N/A N/A N/A
Nathaniel A. Davis.... 1,423,750 571 0.14 0.14 January 16, 2012 0 125,355 317,673
R. Gerard Sdemme.... 59,500 0.24 0.14 0.14 January 16, 2012 0 5,239 13,276
Michael S. Ruley....... 301,665 121 0.14 0.14 January 16, 2012 0 26,561 67,308
Nancy B. Gofus........ 212,500 0.86 0.14 0.14 January 16, 2012 0 18,710 47,413

(1) All options were granted on January 17, 2002, at which time 30% of the shares subject to the option were vested, with the remainder vesting
monthly on aratable basis over the 36-month period commencing on the date of grant.
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(2) The potential redizable valueillustrates val ue that might be realized upon exercise of the optionsimmediately prior to the expiration of
their terms, assuming the specified compounded rates of appreciation of the market price per share from the date of grant to the end of the
option term. The gains shown are net of the option exercise price, but do not include deductions for taxes and other expenses payable upon
the exercise of the option or for sale of underlying shares of pre-petition classA common stock. No Named Executive Officer, however,
realized or can redize any value with respect to such grantsbecause, pursuant to XO Parent’s Plan of Reorganization, al interestsin such
stock options and al such shares issuable upon exercise thereof were cancelled and terminated effective January 16, 2003, the date that the
Plan of Reorganization was consummated, and no Named Executive Officer exercised any such option prior to January 16, 2003.

Aggregated Option Exercises and Fiscal Year -End Option Values

Shares Number of Securities Value of Unexercised

Acquired on Underlying Unexercised Options  In-the-Money Options at Fiscal

Exercise (#) Value Realized ($) at Fiscal Year-End (#)(1) Year-End ($)(2)
Name Exercisable  Unexercisable Exercisable  Unexercisable
Daniel F. Akerson......... — — 5,200,000 1,000,000 129,600 0
Nathaniel A. Davis........ — — 731,648 892,102 0 9,600
R. Gerald Sdlemme....... — — 400,876 28,924 0 0
Micheel S.Ruley ......... — — 561,319 158,646 283 566
Nancy B. Gofus............ — — 159,201 153,299 2,400 2,400

(1) Pursuant to XO Parent’s Plan of Reorganization, all interestsin such stock options, al such shares issued upon exercise thereof, were
cancelled and terminated effective January 16, 2003, the date that the Plan of Reorganization was consummated.

(2) For purposes of these calculations, the value of our pre-petition class A common stock was $0.053 per share, which was derived based
on trading on the Nasdag Over-the-Counter Bulletin Board. Nevertheless, XO Parent’s Plan of Reorganization provided that interests
inits pre-petition classA common stock would be cancelled and terminated without any recovery, and none of the Named Executive
Officers exercised any exercisable options set forth above prior to the effective date of such plan.

Employment Agreements and Other Arrangements

Nathaniel A. Davis. We have entered into an employment agreement with Mr. Davis that providesfor his
employment as President and Chief Operating Officer through January 3, 2004. It provides for an annual base salary
of $375,000, which we may increase annually, and for an annual bonus of up to 70% of base salary, as determined
by our Board of Directors. Pursuant to the agreement, we granted Mr. Davis options to purchase 1,650,000 shares of
our pre-bankruptcy class A common stock. Of these options, Mr. Davisexchanged options to purchase 1,350,000
shares of class A common stock for optionsto purchase 1,147,500 shares class A common stock in connection with
the Offer to Exchange with respect to outstanding optionsthat we undertook in May 2001. See “Report on Repricing
of Options” in our Annual Report on Form 10-K for the year ended December 31, 2001. All of the options granted
to Mr. Davis and all sharesof class A common stock issued or issuable upon exercise thereof, were cancelled and
terminated effective January 16, 2003, the date that XO Parent’ sPlan of Reorganization was consummated.

Mr. Davis' s employment agreement also provides that in the event of permanent disability during his
employment term, we will pay him his existing base salary and will make all of his benefit payments for a period of
twelve months following the date of the disability. In addition, it provides that in the event that Mr. Davis's
employment is terminated by us other than for cause, is constructively terminated or is terminated upon or following
achange in control, we will pay him his existing base salary, annual bonus and benefits that he would have received
from the time of termination to the expiration of the agreement’ sinitial term. Under certain circumstances, we will
make additional paymentsto Mr. Davis for taxes due with respect to any payments or benefits under his agreement
treated as an “excess parachute payment” within the meaning of Section 280G of the Internal Revenue Code or any
comparable provision of state or local tax law.

Under the employment agreement, Mr. Davis's employment is constructively terminated if he terminates his
employment as adirect result of:

areductionin hisinitial base salary or in the maximum permitted annual bonus percentage;
amaterial changein hisresponsibilitiesthat isinconsistent with his position; or
our material breach of the agreement.

Under the employment agreement, a change of control means the occurrence of any of the following events,
subject to certain exceptions:

we merge with another company where our stockholders hold |ess than a majority of the combined voting
power of the company surviving the merger;
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wesell al or substantially all of our assetsto any other company;

51% or more of our outstanding voting stock is acquired by a person, entity or “group” (within the meaning
of Rule 13d-5(b) under the Securities Exchange Act of 1934); and

similar transactions or events.

Mr. Davisis subject to confidentiality and non-competition restrictions during the employment term andfor a
period of two years after the termination of the employment. In the event that Mr. Davis' s employment is
constructively terminated or terminates following the occurrence of a change in control, he will not be subject to the
non-competition restrictions. The transactions contemplated by or Plan of Reorganization resulted in a change of
control for purposes of this agreement.

R. Gerard Salemme. We have entered into aletter agreement, by and among Communications Consultants, Inc.,
XO Communications, Inc., Eagle River Investments, L.L.C. and Mr. Salemme, which sets forth the terms and
conditions under which we have agreed to retain Mr. Salemme for service as XO Parent’s Senior Vice President,
Regulatory and Legislative Affairsthrough November 1, 2003. Pursuant to the letter agreement, Mr. Salemme, who
is employed by Communications Consultants, Inc., isrequired to spend at least 82% of his business time and effort
providing servicesto us, and we are responsible for 82% of his salary and bonus compensation. Pursuant to his
arrangements with Communi cations Consultants, Mr. Salemme received a bonus of $208,333 paid in two
installments, the first as of the December 17, 2002 date of the agreement and the second as of the January 16, 2003
date that our Plan of Reorganization was consummated. We were responsible for 82% of those bonus install ments.
Mr. Salemme is not a participant in the XO Communications, Inc. Employee Retention and Incentive Plan.

Michael S. Ruley. We have entered into an employment agreement with Mr. Ruley. Although the initial term of
the agreement has expired, Mr. Ruley’ s employment is governed by the terms of the employment agreement until
one party provides 60 days prior written notice to the other of atermination of employment, or Mr. Ruley’ s
employment otherwise terminates pursuant to the terms of the agreement. The agreement provides for an annual
base salary of $250,000, which we may increase annually, and for an annual bonus of up to 55% of base salary, as
determined by our Board of Directors.

Mr. Ruley’ s employment agreement also provides that in the event of permanent disability during his
employment term, we will pay him his existing base salary and will make all of his benefit payments for a period of
twelve months following the date of the disability. In addition, it provides that in the event that Mr. Ruley’s
employment is terminated by us other than for cause, is constructively terminated or is terminated upon or following
achange in control, we will pay him his existing base sdary, annual bonus and benefits that he would have received
for the six-month period following the date of termination. Under certain circumstances, we will make additional
paymentsto Mr. Ruley for taxes due with respect to any payments or benefits under his agreement treated as an
“excess parachute payment” within the meaning of Section 280G of the Internal Revenue Code or any comparable
provision of state or local tax law.

Under the employment agreement, Mr. Ruley’ s employment is constructively terminated if he terminates his
employment as adirect result of:

areductionin hisinitial base salary or in the maximum permitted annual bonus percentage;
amaterial changein hisresponsibilities that isinconsistent with his position; or
our material breach of the agreement.

Under the employment agreement, the definition of a*“change of control” has substantially the same meaning as
set forthin Mr. Davis's employment agreement, the terms of which are summarized above.

Mr. Ruley is subject to confidentiality and non-competition restrictions during the employment term and for a
period of two years after the termination of the employment. In the event that Mr. Ruley’s employment is
constructively terminated or terminates following the occurrence of a change in control, he will not be subject to the
non-competition restrictions. The transactions contemplated by our Plan of Reorganization resulted in a change of
control for the purposes of this agreement.

Daniel F. Akerson. We had entered into an employment agreement with Mr. Akerson. Theinitial term of the
agreement expired in September 2002, and Mr. Akerson resigned his position with us and our Board of Directors
effective January 17, 2003. Following expiration of theinitial term, Mr. Akerson’s employment was governed by
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the terms of the employment agreement until one party provided 60 days prior written notice to the other of a
termination of employment, or Mr. Akerson’s employment otherwise terminates pursuant to the terms of the
agreement. The agreement provided for an annual base salary of $500,000, and for an annual bonus of up to 100%
of base salary, as determined by our Board of Directors. In August 2001, Mr. Akerson elected to forgo all of his
salary for all periods after August 2001, but for the nominal amo unt necessary to cover medical and related benefits.
For 2002, he elected not to receive abonus. In April 2002, Mr. Akerson elected to receive hissalary again.

Pursuant to the agreement, we granted Mr. Akerson options to purchase 6,000,000 shares of our pre-bankruptcy
class A common stock. All of the options granted to Mr. Akerson and all sharesof class A common stock issued or
issuable upon exercise thereof, were cancelled and terminated effective January 16, 2003, the date that XO Parent’s
Plan of Reorganization was consummated.

Employee Retention and Incentive Plan. In connection with our Plan of Reorganization, we established the XO
Communications, Inc. Employee Retention and Incentive Plan, which we refer to as the Retention and Incentive
Plan. The Retention and Incentive Plan became effective on October 23, 2002 with the Bankruptcy Court’s
approval. The primary purposes of the Retention and Incentive Plan (a) was to encourage certain of our key
employees (including the Named Executive Officers) to continue their employment with us during the period of our
restructuring and (b) isto establish incentives for those employees to achieve certain corporate performance goals,
including the completion of XO Parent’s Chapter 11 reorganization and achieving certain earnings objectives.

The Retention and Incentive Plan provides that bonuses, in amounts for each employee as determined by the
compensation committee of our board of directors, will be earned and paid in three installments upon our successful
emergence from bankruptcy and upon the achievement of certain earnings targets after such emergence as follows:

Twenty-five percent (25%) of each participant’s bonus target was paid concurrent with the
consummation of the Plan of Reorganization, which bonuses were paid to all eligible participants;

Up to 37.5% of each participant’s bonus target will be paid as soon as practical following the date that

we file with the SEC our quarterly report on Form 10-Q for the quarter ended June 30, 2003, which we
refer to asthe First Bonus; and

Up to an additional 37.5% of each participant’ s bonus target will be paid as soon as practical following
the date that we file with the SEC our annual report on Form 10-K for the year ended December 31,
2003, which we refer to as the Second Bonus.

The amount of a participant’s First Bonus and Second Bonus will be based on our EBITDA (as defined below)
reported on, and continued employment until, the respective dates that we file the applicable quarterly and annual
reports with the SEC. If our EBITDA islessthan 75% of the Target EBITDA (as defined below) for the applicable
period, then the amount of the First Bonus and/or Second Bonus, as applicable, shall be zero and no bonuses shall be
paid with respect to such date(s). If our EBITDA is 75% to 100% of the Target EBITDA for the applicable period,
then the amount of the First Bonus and/or Second Bonus, as applicable, shall be 75% of the applicable bonus target.
If our EBITDA isgreater than 100% of the Target EBITDA for the applicable period, then 100% the applicable
bonus target shall be paid with respect to such date(s).

For purposes of the Retention and Incentive Plan, “EBITDA” generally means, for the applicable 6-month period,
subject to further definition in the Retention and Incentive Plan, an amount determined for us on a consolidated basis
equal to (i) the sum of the amounts for such period of (a) consolidated net income, (b) consolidated interest expense,
(c) provisions for taxes, (d) total depreciation expense, (€) total amortization expense, and (f) other non-cash items
reducing consolidated net income, minus (ii) other non-cash items increasing consolidated net income; provided,
however that, when calculating EBITDA for purposes of the Retention and Incentive Plan, earnings shall not be
reduced by any payment made pursuant to the Retention and Incentive Plan.

For purposes of the Retention and Incentive Plan, “Target EBITDA” means, with respect to the First Bonus,
$14.3 million, and, with respect to the Second Bonus, $27.1 million.

The maximum amount available under the Retention and I ncentive Plan for all Retention Bonuses is $25,000,000.

The plan administrator for the Retention and Incentive Plan is authorized to reduce on a pro-rata basis or
eliminate abonus for any participant whose employment with usis terminated for any reason prior to the applicable
target dates.
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Thetable below sets forth the maximum amounts that may be earned under the Retention and Incentive Plan by
the Named Executive Officers. Mr. Sllemmeis not eligible to participate in the Retention and Incentive Plan.

Name Dallar Value
Daniel F. AKEISON......cocveuveeveevereerenrennans $750,000 (1)
Nathaniel A. DaVis ....c.conenmeneeenneereeeneeens $562,500 (2)
R. Gerard Salemme........ccocovevenernernernenns N/A
Michael S. RUIEY .....cooveeeeeceeeeeeee, $343,750 (2)
NanCy GOfUS.......oueuveeeeeeerrereeserssiesienens $343,750 (2)

(1) Pursuanttothetermsof the Retention and Incentive Plan, this amount was paid in full in connection with our emergence from bankruptcy
on January 16, 2003.

(2)  Pursuant to the terms of the Retention and Incentive Plan, 25% of these amounts were paid in connection with our emergencefrom
bankruptcy on January 16, 2003. The remaining 75% of these amounts are subject to forfeiturein connection with the terms of the
Retention and Incentive Plan related to the First Bonus and the Second Bonus described above.

Vesting of Stock Options in Connection With a Change of Control of XO. In recognition that the possibility of a
change of control exists and the desire to secure both the present and future continuity of management, the XO
Communications, Inc 2002 Stock Incentive Plan provides that in certain circumstances unvested stock options
granted under the Stock Incentive Plan will vest in full in connection with a change of control of XO. Under the
Stock Incentive Plan, options granted to non-affiliated directors will vest in full immediately upon a change of
control, and options granted to employees whose employment is terminated without cause, and certain officers
(including those Named Executive Officers who are currently executive officers of us) whose employment is
terminated by uswithout cause or by such an officer for good reason, within one year of the change of control will
vest in full. Under the Stock Incentive Plan, a change of control means the occurrence of any of the following
events, subject to certain exceptions:

we merge with another company where our stockholders hold less than a majority of the combined voting
power of the company surviving the merger;

wesell al or substantially all of our assetsto any other company;

51% or more of the outstanding voting stock of XO isacquired by a person, entity or “group” (within the
meaning of Rule 13d-5(b) under the Securities Exchange Act of 1934); and

similar transactions or events.

Because the Stock Incentive Plan took effect in connection with the consummation of our Plan of
Reorganization, the transactions contemplated thereby were not deemed a change of control for purposes of the
Stock Incentive Plan.

Under the Stock Incentive Plan, good reason means the occurrence of any of the following events:
significant, adverse change in duties, responsibilities and authority;
relocation of more than 30 miles;
reduction of salary or bonus potential; and
uncured breach of employers' contractual obligations.
Director Compensation

Each director is entitled to reimbursement for out-of-pocket expenses incurred for each meeting of the full
Board or acommittee of the Board attended. Our pre-petition stock option plans permitted, and our 2002 Stock
Incentive Plan permits, grants and awards to non-employee directors. We made no such grantsin 2002.

Compensation Committee Interlocks and Insider Participation

During 2002, Messrs. Jeffrey S. Raikes, Peter C. Waal and Dennis M. Weibling served on the Compensation
Committee of our Board of Directors. From September 1994 to January 1997, Mr. Weibling was Executive Vice
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President of XO. Effective January 16, 2003, each of Messrs. Raikes, Waal and Weibling resigned from our Board
of Directors and all committees thereof.

Item 12. Security Owner ship of Certain Beneficial Owners and M anagement

Thefollowing table sets forth information, as of March 1, 2003, with respect to the beneficial ownership of our

New Common Stock by (1) each member of the Board of Directors, (2) the Named Executive Officers (3) all
directors and executive officers as agroup, and (4) persons known to usto be the beneficial owners of more than
five percent of aclass of our New Common Stock.

SharesBeneficially Owned

Amount and Natur e of

Name Ownership(1) Per cent of Class (%)
Carl 16aNN (2) ... 85,583,827 835
Nathaniel A. DaViS (3) ..cccereereriririeierereseeseese e 325,000 *
ANdrew R. CONEN......oceiiiiereeeee e 0 —
AdaM DE I ... 0 —
ViINCeNnt J. INEHEN .o.eovveeeieeeee e 0 —
KON MEISIEN ..ot 0 —
R. Gerard SAlemme (4) .....cccoevererereerereseeeseeesee e 81,250 *
Michael S. RUIEY (5) ....cccouereeeriiirierieeriereie e 112,500 *
NaNCY GOFUS (B).....eeueeereruereeieriererierieesiesesee e e seeneeeas 97,500 *
All directors and executive officers as a group (13

PEISONS)(7) vttt 86,613,827 83.7

(1) Under the rules of the Securities and Exchange Commission, a person is deemed to be the beneficial owner of a security if such person,

@

©)

©

®

©)

U

directly or indirectly, has or shares the power to vote or direct the voting of such security or the power to dispose or direct the disposition of
such security. A person isaso deemed to be a beneficia owner of any securitiesif that person has the right to acquire beneficial ownership
within 60 days after March 1, 2003. Accordingly, morethan one person may be deemed to be a beneficial owner of the same securities.
Unless otherwise indicated by footnote, the named individuals have sole voting and investment power with respect to the shares of our
common stock beneficially owned. Share figures do not represent any right to participatein the Rights Offering pursuant to the Plan of
Reorganization.

Asreported in the Schedule 13D of Mr. Icahn and other partiesto ajoint filing agreement filed with the SEC, represents 78,078,993 shares
of New Common Stock held by Cardiff Holding LLC, a Delaware limited liability company, and 3,001,936 shares of New Common Stock
issuable upon exercise of Series A warrants, 2,251,449 shares of New Common Stock issuable upon exercise of Series B warrants, and
2,251,449 shares of New Common Stock issuable upon exercise of SeriesC warrants, al held by Cardiff. Cardiff is wholly -owned by ACF
Industries Holding Corp., a Delaware corporation, which is wholly -owned by Highcrest Investors Corp., aDelaware corporat ion, whichis
approximately 99% owned by Buffalo Investors Corp., aNew York corporation, which iswholly-owned by Starfire Holding Corporation, a
Delaware corporation, which is whally -owned by Mr. Icahn. Mr. Icahn is the chairman and sole director of Starfire Holding, and the
chairman and a director of each of Cardiff, ACF Industries, Highcrest Investors and Buffalo Investors. Additiona shares of New Common
Stock and warrants to purchase shares of New Common Stock may be alocated to Cardiff on a pro ratabasis under the Plan of
Reorganization to the extent that shares and warrants held back in respect of claims of general unsecured creditors of XO Parent ultimately
are redistributed under the terms of the Plan of Reorganization.

Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 days thereafter by Mr. Davis upon the exercise of
nonqualified stock options, which options were granted to Mr. Davis in conjunction with consummation of XO Parent’s Plan of
Reorganization and its emergence from its Chapter 11 proceeding.

Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 days thereafter by Mr. Salemme upon the exercise of
nonqualified stock options, which options were granted to Mr. Salemme in conjunction with consummation of XO Parent’s Plan of
Reorganization and its emergence from its Chapter 11 proceeding.

Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 days thereafter by Mr. Ruley upon the exercise of
nonqualified stock options, which options were granted to Mr. Ruley in conjunction with consummeation of XO Parent’s Plan of
Reorganization and its emergence from its Chapter 11 proceeding.

Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 daysthereafter by Ms. Gofus upon the exercise of
nonqualified stock options, which options were granted to Ms. Gofus in conjunction with consummation of XO Parent’s Plan of
Reorganization and its emergence from its Chapter 11 proceeding.

Represents (a) 78,078,993 shares of New Common Stock held by Cardiff, as described in note2 above, (b) warrants to purchase 7,504,834
shares of New Common Stock held by Cardiff, as described in note2 above, and (c) 1,030,000 shares of New Common Stock obtainable as
of March 1, 2003 or 60 days theresfter by executive officers as a group upon the exercise of nonqualified stock options, which options were
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granted to such executive officersin conjunction with consummation of XO Parent’s Plan of Reorganization and its emergence from its
Chapter 11 proceeding. See notes (3), (4), (5) and (6) above.

*Lessthan 1%
Equity Compensation Plan Information
Our Pre-Petition Stock Option Plans

As of December 31, 2002, optionsto purchase securities had been issued and were outstanding under the
following equity compensation plans. XO Communications, Inc. Stock Option Plan; and the following stock options
plans assumed in connection with the acquisition of Concentric Network Corporation: Delta Internet Services, Inc.
1996 Stock Option Plan; Concentric Network Corporation 1995 Stock Incentive Plan for Employees and
Consultants; Concentric Network Corporation 1996 Stock Plan; Concentric Network Corporation 1997 Stock Plan;
Concentric Network Corporation 1999 Nonstatutory Stock Option Plan; and certain grants of stock optionsto
Concentric employees not pursuant to any plan. Pursuant to our Plan of Reorganization, which became effective as
of January 16, 2003, interests in each such plan, and rights to securities to be issued upon the exercise of options
outstanding under each such plan, were terminated and cancelled, and holders of such interests and options under
each such plan were not entitled to any distribution pursuant to the Plan of Reorganization. The table below presents
information with respect to the above referenced plans as of December 31, 2002.

Equity Compensation Plan Information

Number of securitiesto be Number of securities
issued upon exer cise of Weighted-aver age exer cise remaining availablefor
outstanding options, priceof outstanding options, futureissuanceunder equity
Plan category warrantsand rights(1) warrantsand rights(1) compensation plans
Equity compensation
plans approved by
security holders............. 41,567,555 $6.78 43,894,303
Equity compensation
plans not approved by
security holders............. 0 N/A 0
Total 41,567,555 $6.78 43,894,303

(1) Excludesoptionsto purchase 2,630,417 shares of our pre-petition class A common stock granted prior to our June 16, 2000 acquisition of
Concentric Network Corporation pursuant to various stock option plans of Concentric, which options we assumed in connection with the
Concentric acquisition and have aweighted average exercise price of $16.68 per share.

Our 2002 Stock Incentive Plan Under Our Plan of Reorganization

In connection with the confirmation of our Plan of Reorganization by the Bankruptcy Court, the Bankruptcy
Court approved the adoption of the XO Communications, Inc. 2002 Stock Incentive Plan, or the 2002 Stock
Incentive Plan, which became effective as of January 16, 2003, the date that we consummated our Plan of
Reorganization. Under the 2002 Stock Incentive Plan, we are authorized to issue, in the aggregate, stock awards
with respect of up to 17,590,020 of shares of New Common Stock, in the form of options to purchase stock or
restricted stock. Of those shares, non-qualified options to purchase 11,492,900 shares of New Common Stock have
been granted and are outstanding as of March 1, 2003 pursuant to the 2002 Stock Incentive Plan, each at a purchase
price of $5.00 per share. With respect to the underlying shares of these options, 25% are fully vested and the
remainder vest over a period of three years.

The primary purpose of the 2002 Stock Incentive Plan is to provide a means through which we may continue to
attract, motivate and retain selected employees, officers and independent contractors who can materially contribute
to our growth and success, and to encourage stock ownership in us through granting incentive stock options or
nonqualified stock options, or both, to purchase our common stock or shares of restricted stock.

The 2002 Stock Incentive Plan is administered by the Compensation Committee of our Board of Directors, and
as such has the discretionary authority to determine all matters relating to awards of stock options and restricted
stock, including the sdection of eligible participants, the number of shares of common stock to be subject to each
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option or restricted stock award, the exercise price of each option, vesting, and all other terms and conditions of
awards.

Unless the Comp ensation Committee designates otherwise, all options expire on the earlier of (i) ten years after
the date of grant, (ii) twelve months after termination of employment with XO due to death or complete and
permanent disability, (iii) immediately upon termination of employment by us for Cause (as defined in the Stock
Incentive Plan), or (iv) three months after termination of employment by the employee or by us for other than Cause.

The Compensation Committee may award shares of restricted stock and may establish terms, conditions and
restrictions applicable thereto. Subject to the restrictions on restricted stock, award recipients generally will have all
the rights and privileges of a stockholder, including the right to vote such restricted stock. Restricted stock generally
is subject to restrictions related to transferability and forfeiture until vested at the expiration of the restricted period

Upon amerger, consolidation, acquisition of property or stock, separation, reorganization or liquidation of us as
aresult of which our stockholdersreceive cash, stock or other property in exchange for or in connection with their
shares of common stock, any award granted under the 2002 Stock Incentive Plan will terminate, and, in the case of
options, the recipients shall have the right immediately prior to any such event to exercise their vested options. In the
event that our stockholders receive capital stock of another corporation in exchange for their shares of common
stock in any transaction involving a merger, consolidation, acquisition of property or stock, separation or
reorganization, unless otherwise determined by us, all awards granted under the 2002 Stock Incentive Plan shall be
converted into awards with respect to shares of such exchange stock.

Unless otherwise expressly determined by aresolution of our Board of Directors on the date of grant or such
later date when the Board of Directors may ratify the award, (i) awards granted to non-affiliated directors will vest
in full immediately upon the occurrence of achangein control, as defined in the 2002 Stock Incentive Plan, or
(i) awards granted to employees whose employment is terminated by us without Cause, and awards granted to
certain officerswhose employment is terminated by uswithout Cause or by the officer for Good Reason (as defined
in the 2002 Stock Incentive Plan), will vest in full if such termination occurs within one year following such change
in control. In all other cases, in the event of achange in control, unless otherwise determined by the Board prior to
the occurrence of such changein control, any unvested awards shall not become fully vested merely by the
occurrence of such change in control. Because the Stock Incentive Plan took effect in connection with the
consummation of our Plan of Reorganization, the transactions contemplated thereby were not deemed a change of
control for purposes of the Stock Incentive Plan.

Item 13. Certain Relationships and Related Transactions

Carl C. Icahn. In February 2003, Dixon Properties, LLC, which is owned and controlled by Mr. Icahn, acquired
ownership of the building in which our headquartersislocated in atransaction that was approved by the Bankruptcy
Court in our Chapter 11 proceedings. We currently are leasing approximately 170,000 square feet of space in that
building. In connection with the purchase of the building by Dixon Properties, it assumed the |ease agreement under
which we lease the space we occupy. Pursuant to the | ease agreement, we are obligated to pay Dixon Properties
lease payments of approximately $20.4 million in the aggregate (excluding certain building-rel ated expenses)
through the expiration of theinitial term of the lease, which runs through November 30, 2007.

We have entered into a Tax Allocation Agreement, dated January 16, 2003, between XO Parent and Starfire
Holding Corporation, a company controlled by Mr. Icahn, which in turn indirectly controls Cardiff, in connection
with the fact that it is contemplated that these entities will be filing consolidated federal income tax returns, and
possibly combined returns for state tax purposes. The Tax Allocation Agreement, which was approved by the
Bankruptcy Court in connection with our Chapter 11 proceedings, establishes the methodology for the cal culation
and payment of income taxes in connection with the consolidation of uswith Starfire for income tax purposes.
Generally, the Tax Allocation Agreement provides that Starfire will pay all consolidated federal income taxes on
behalf of the consolidated group that includes us, and we will make payments to Starfire in an amount equal to the
tax liability, if any, that we would have if we wereto file as a consolidated group separate and apart from Starfire.

Mr. Icahn, through various entities that he owns and controls, has the right to require us to register, under the
Securities Act of 1933, shares of New Common Stock held by such entities and to include shares of New Common
Stock held by them in certain registration statements filed by us, pursuant to a Registration Rights Agreement
approved by the Bankruptcy Court in connection with our Chapter 11 proceedings.
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Arnos Corp., which is owned and controlled by Mr. Icahn, holds approximately 85% of the $500 million in
loans outstanding under the New Credit Agreement. Under the New Credit Agreement, no cash interest payments
are required to be made by us until we achieve specified financial targets.

We provide communications services to affiliates of Mr. Icahn. Billings through February 28, 2003 for such
services were |l ess than $50,000.

Other Transactions and Relationships. R. Gerard Salemme owns an 80% interest in Communications
Consultants, Inc., which employs Mr. Salemme and from which we retain Mr. Salemme for service as XO’s Senior
Vice President, Regulatory and Legislative Affairs. Seethe “ Summary Compensation Table” for information
regarding payments to Communications Consultants.

Pre-Petition Stockholders. Prior to the Effective Date of our Plan of Reorganization, certain investment funds
affiliated with Forstmann Little & Co. had a significant equity interest in us and had designated certain individuals
to serve as members of our board of directors. Such investment funds and other entities affiliated with Forstmann
Little & Co. currently hold a significant equity interest in McLeodUSA Incorporated. McL eod provides
interconnection and facilities based telecommunications services to us, for which we paid McLeodUSA
approximately $2.0 million in 2002. In 2002, we provided limited telecommunications services to McLeodUSA, for
which we received approximately $373,000 in 2002.

Item 14. Controlsand Procedures
Evaluation of Disclosure Controls and Procedures

The term disclosure controls and proceduresis defined in Rules 13a-14(c) and 15d-14(c) of the Securities
Exchange Act of 1934. These rules refer to the controls and other procedures of acompany that are designed to
ensure that information required to be disclosed by a company in the reportsthat it files under the Exchange Act is
recorded, processed, summarized and reported within required time periods. Our principal executive officer and our
principal financial officer have evaluated the effectiveness of our disclosure controls and procedures as of a date
within 90 days before the filing of this quarterly report which we refer to as the Evaluation Date, and they have
concluded that, as of the Evaluation Date, such controls and procedures were effective at ensuring that required
information was disclosed on atimely basisin our reports filed under the Exchange Act.

Changesin Internal Contrds

We maintain a system of internal accounting controls that are designed to provide reasonabl e assurance that our
books and records accurately reflect our transactions and that our established policies and procedures are followed.
For the quarter ended December 31, 2002, there were no significant changesto our internal controls or in other
factorsthat could significantly affect our internal controls.
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PART IV

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) (1) and (2) Financial Statements and Schedule:
XO Communications, Inc.

Report of Ernst & Young LLP, Independent AUITOrS ..o F1
Report of Independent PUDIiC ACCOUNTANES.........c.cvieeerieeenieemirneeree s F-2
Consolidated Balance Sheets as of December 31, 2002 and 2001and Pro Forma

Unaudited Balance Sheet as of December 31, 2002...........couuremureeireesereesireesensesessesesesessseeeens F-3
Consolidated Statements of Operations for the Y ears Ended December 31, 2002, 2001

BN 2000 ...t seas s R bR E bbb F-4
Consolidated Statement of Stockholders’ Equity (Deficit) for the Y ears Ended

December 31, 2002, 2001 and 2000........c.cruurereererererrerieeesieesiressssesessesessessssessessssessssesssssessseeens F-5
Consolidated Statements of Cash Flows for the Y ears Ended December 31, 2002, 2001

T 152200 PP F-7
Notesto Consolidated Financial StalEMENLS.........cccvrereerrrenrrererereerereses e sesseeseseseeesesennens F-8
Schedule Il — Consolidated Valuation and Qualifying ACCOUNES ..........cccreeeneeerneremnsrennernens S1

(3) List of Exhibits — Refer to Exhibit Index, which isincorporated herein by reference.
(b) Reports on Form 8-K:

(1) Current Report on Form 8-K, filed on October 15, 2002, reporting under 1tem 5 that, on October 14,
2002, XO Parent announced that it has agreed with Telefonos de Mexico, S.A. de C.V. and certain
investment partnerships affiliated with Forstmann Little & Co. to mutually terminate the previously
announced Investment Agreement among the partiesand to settle any potential claimsrelating to the
Investment Agreement or its termination.

(2) Current Report on Form 8-K, filed on November 22, 2002, reporting under Item 3 that, on November 15,
2002, Judge Arthur J. Gonzal ez of the United States Bankruptcy Court for the Southern District of New
Y ork entered an order confirming the “ Stand-Alone Plan” contemplated by the Plan of Reorganization of
XO Parent.

(3) Current Report on Form 8-K/A, filed on November 26, 2002, amending under Item 3 certain information
included in the Current Report on Form 8K, filed on November 22, 2002, discussed above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the Registrant
has duly caused thisreport to be signed on its behalf by the undersigned thereunto duly authorized.

X O Communications, Inc.

Date: March 21, 2003 By: /sy NATHANIEL A. DAVIS
Nathaniel A. Davis
President and Chief Operating Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below on
March 21, 2003 by the following persons on behalf of the Registrant and in the capacities indicated:

Name Title
/sI NATHANIEL A. DAVIS President and Chief Operating Officer
Nathaniel A. Davis (Principal Executive Officer)

/sl WAYNE M. REHBERGER Senior Vice President, Chief Financial Officer

Wayne M. Rehberger (Principal Financial Officer and Principal Accounting

Officer)
/s/ CARL C. ICAHN Chairman of the Board of Directors
Carl C. Icahn

/sl ANDREW R. COHEN Director

Andrew R. Cohen

/sl ADAM DELL Director
Adam Dell
/s VINCENT J. INTRIERI Director

Vincent J. Intrieri

/sl KEITH MEISTER Director
Keith Meister
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CERTIFICATIONS

I, Nathaniel A. Davis, certify that:
1. | havereviewed this annual report on Form 10-K of XO Communications, Inc.;

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

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

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

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

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to thefiling date of this annual report (the “ Evaluation Date”); and

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

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

a) al significant deficienciesin the design or operation of internal controls which could adversely affect
the registrant’ s ability to record, process, summarize and report financial dataand have identified for the
registrant’ s auditors any material weaknessin internal controls; and

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

6. Theregistrant’s other certifying officersand | have indicated in this annual report whether or not there were
significant changesin internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 21, 2003
/sy NATHANIEL A. DAVIS

Nathaniel A. Davis
President and Chief Operating Officer
(Principal Executive Officer)
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CERTIFICATIONS

I, Wayne M. Rehberger, certify that:
1. | havereviewed this annual report on Form 10-K of XO Communications, Inc.;

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

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

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

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

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “ Evaluation Date”); and

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

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

a) all significant deficienciesin the design or operation of internal controls which could adversely affect
the registrant’ s ability to record, process, summarize and report financial dataand have identified for the
registrant’ s auditors any material weaknessin internal controls; and

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

6. Theregistrant’s other certifying officersand | have indicated in this annual report whether or not there were
significant changesin internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 21, 2003
/sl WAYNE M. REHBERGER

Wayne M. Rehberger
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)
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EXHIBIT INDEX

Third Amended Plan of Reorganization of XO Communications, Inc., dated July 22, 2002 (Incorporated
herein by reference to exhibit 2.1 filed with the Current Report on Form 8-K/A of XO Communications,
Inc., filed on November 26, 2002)

Plan Supplement, dated October 23, 3003, to the Third Amended Plan of Reorganization of XO
Communications, Inc., dated July 22, 2002 (Incorporated herein by reference to exhibit 2.2 filed with the
Current Report on Form 8-K/A of XO Communications, Inc., filed on November 26, 2002)

Order Confirming Third Amended Plan of Reorganization, dated November 15, 2002 (Incorporated herein
by reference to exhibit 99.1 filed with the Current Report on Form8-K/A of XO Communications, Inc.,
filed on November 26, 2002)

Amended and Restated Certificate of Incorporation of XO Communications, Inc. (Incorporated herein by
reference to exhibit 3.1 filed with the Registration Statement on Form 8-A of XO Communications, Inc.,
filed on February 7, 2003, pursuant to the Securities and Exchange Act)

Amended and Restated By -laws of XO Communications, Inc. (Incorporated herein by reference to
exhibit 3.2 filed with the Registration Statement on Form 8-A of XO Communications, Inc., filed on
February 7, 2003, pursuant to the Securities and Exchange Act)

Form of stock certificate of New Common Stock

Series A Warrant Agreement, dated as of January 16, 2003, by and between XO Communications, Inc. and
American Stock Transfer & Trust Company (Incorporated herein by reference to exhibit 10.1 filed with the
Current Report on Form 8-K of XO Communications, Inc., filed on January 30, 2003)

Series B Warrant Agreement, dated as of January 16, 2003, by and between XO Communications, Inc. and
American Stock Transfer & Trust Company (Incorporated herein by reference to exhibit 10.2 filed with the
Current Report on Form 8-K of XO Communications, Inc., filed on January 30, 2003)

Series C Warrant Agreement, dated as of January 16, 2003, by and between XO Communications, Inc. and
American Stock Transfer & Trust Company (Incorporated herein by reference to exhibit 10.3 filed withthe
Current Report on Form 8-K of XO Communications, Inc., filed on January 30, 2003)

XO Communications, Inc. 2002 Stock Incentive Plan
X O Communications, Inc. Retention Bonus and I ncentive Plan

Registration Rights Agreement, dated asof January 16, 2003, between XO Communications, Inc. and High
River Limited Partnership and Meadow Walk Limited Partnership (Incorporated herein by reference to
exhibit 10.4 filed with the Current Report on Form 8-K of XO Communications, Inc., filed on January 30,
2003)

Tax Allocation Agreement, dated as of January 16, 2003, between XO Communications, Inc. and Starfire
Holding Corporation (Incorporated herein by reference to exhibit 10.5 filed with the Current Report on
Form 8K of XO Communications, Inc., filed on January 30, 2003)

Employment Agreement, dated as of January 3, 2000, by and between Nathaniel A. Davisand NEXTLINK
Communications, Inc. (predecessor to XO Communications, Inc.) (Incorporated herein by reference to
exhibit 10.11 filed with the Annual Report on Form 10-K for the year ended December 31, 1999 of
NEXTLINK Communications, Inc. and NEXTLINK Capital, Inc.)

L etter agreement, dated December 17, 2002, by and anong Communications Consultants, Inc., XO
Communications, Inc., Eagle River Investments, L.L.C. and R. Gerard Salemme

Employment Agreement, dated as of January 13, 2000, by and between Michael S. Ruley and XO
Communications, Inc. (Incorporated herein by reference to exhibit 10.3.3 filed with the Annual Report on
Form 10-K for the year ended December 31, 2001 of XO Communications, Inc.)

Cost Sharing and IRU Agreement, dated July 18, 1998, between Level 3 Communications, LLC and XO
Intercity Holdings No. 2, LLC (f/lk/aINTERNEXT LLC) (Incorporated herein by reference to exhibit 10.8
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filed with the quarterly report on Form 10-Q for the quarterly period ended September 30, 1998 of
NEXTLINK Communications, Inc. and NEXTLINK Capital, Inc.)

10.4.2 Master Agreement, dated August 8, 2002, between Level 3 Communications, Inc. and XO
Communications, Inc.

105 Amended and Restated Credit and Guaranty Agreement, dated as of January 16, 2003, among XO
Communications, Inc., certain subsidiaries of XO Communications, Inc., the Lenders party thereto from
time to time, and Mizuho Corporate Bank, as Administrative Agent

16 Letter from Arthur Andersen LLP to the Securities and Exchange Commission, dated May 15, 2002
(Incorporated herein by reference to exhibit 16 filed with the Current Report on Form 8K of XO
Communications Inc. filed on May 16, 2002)

21 Subsidiaries of the Registrant
23.1 Consent of Ernst & Young LLP
232 Notice Regarding Lack of Consent of Arthur Andersen

9.1 Certificate pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

99.2 Certificate pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

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

We have audited the accompanying consolidated balance sheet of XO Communications, Inc. (the “ Company”)
as of December 31, 2002, and the related consolidated statements of operations, stockholders’ equity (deficit) and
cash flows for the year then ended. Our audit also included the financial statement schedule listed in the Index at
item 15(a). These financia statementsand schedul e are the responsibility of the Company’s management. Our
responsibility isto express an opinion on these financial statementsand schedul e based on our audit. The
consolidated financial statements and schedule of the Company for each of the two yearsin the period ended
December 31, 2001, were audited by other auditors who have ceased operations, and whose report dated February 6,
2002, expressed an unqualified opinion on those consolidated financial statementsand schedules before the
restatement adjustments described in Note 5 and included an explanatory paragraph that discussed the substantial
doubt about the Company’ s ability to continue as a going concern.

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosuresin the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides areasonable basis for our opinion.

In our opinion, the 2002 financial statements referred to above present fairly, in al material respects, the
consolidated financia position of XO Communications, Inc. at December 31, 2002, and the consolidated results of
its operations and its cash flows for the year then ended, in conformity with accounting principles generally accepted
in the United States. Also, in our opinion, the related financial statement schedule, when considered in relation to the
basic financial statements taken as awhole, presentsfairly in all material respects the information set forth therein.

Asdiscussed in Note 5 to the consolidated financial statements, effective January 1, 2002, the Company
adopted Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”.

Asdiscussed in Note 1 to the consolidated financial statements, effective January 16, 2003, the Company was
reorganized under a plan of reorganization confirmed by the United States Bankruptcy Court for the Southern
District of New Y ork. In connection with its reorganization, the Company will apply fresh start accounting in the
first quarter of 2003.

As discussed above, the financial statements of XO Communications, Inc. for the years ended December 31,
2001 and 2000 were audited by other auditors who have ceased operations. As described in Note 5, these financial
statements have been revised to include the transitional disclosures required by Statement of Financial Accounting
Standards No. 142, Goodwill and Other Intangible Assets, which was adopted by the Company as of January 1,
2002. Our audit procedures with respect to the disclosuresin Note 5 with respect to 2001 and 2000 included (a)
agreeing the previously reported net loss to the previously issued financial statements and the adjustments to
reported net |oss representing amortization expense recognized in those periods related to goodwill and intangible
assets that are no longer being amortized to the Company’ s underlying records obtained from management, and (b)
testing the mathematical accuracy of the reconciliation of adjusted net loss to reported net loss, and the related
| oss-per-share amounts. In our opinion, the disclosures for 2001 and 2000 in Note 5 are appropriate. However, we
were not engaged to audit, review, or apply any procedures to the 2001 or 2000 financial statements of the Company
other than with respect to such disclosures and, accordingly, we do not express an opinion or any form of assurance
on the 2001 or 2000 financial statements taken asawhole.

/s Erngt & Young LLP

February 28, 2003
Baltimore, Maryland
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Thefollowing report isa copy of areport previously issued by Arthur Andersen LLP (“ Andersen”),
whosereport hasnot been reissued by Andersen. Certain financial information for each of the two yearsin
the period ended December 31, 2001, was not reviewed by Andersen and includes additional disclosuresto
confor m with new accounting pronouncements and SEC rules and regulationsissued during such fiscal year,
seeltem 1, Business, for discussion of risks.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders of XO Communications, Inc.:

We have audited the accompanying consolidated bal ance sheets of XO Communications, Inc. (“XO Parent,” a
Delaware corporation) and subsidiaries (collectively the “ Company”) as of December 31, 2001 and 2000, and the
related consolidated statements of operations, stockholders' equity and cash flows for each of the three yearsin the
period ended December 31, 2001. These financial statements are the responsibility of the Company’s management.
Our responsihility isto express an opinion on these financial statements based on our audits.

We conducted our auditsin accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of XO Communications, Inc. and subsidiaries as of December 31, 2001 and 2000, and the results
of their operations and their cash flows for each of the three yearsin the period ended December 31, 2001, in
conformity with accounting principles generally accepted in the United States.

The accompanying consolidated financial statements have been prepared assuming that the Company will
continue as agoing concern. As discussed in Note 1 to the consolidated financial statements, the Company has
incurred recurring operating losses and negative cash flows from operating activities, has defaulted on its debt
obligations and has begun to implement a proposed recapitalization that contemplates XO Parent filing a voluntary
petition for relief under chapter 11 of the United States Bankruptcy Code. These matters, among others, raise
substantial doubt about the Company’ s ability to continue as a going concern. Management’s plansin regard to
these matters are also described in Note 1. The acconpanying consolidated financial statements do not include any
adjustments relating to the recoverability and classification of recorded asset amounts or the amounts and
classification of liabilities that might otherwise be necessary should the Company be unable to continue as a going
concern.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as awhole.
The schedule listed in the index of financial statementsis presented for purposes of complying with the Securities
and Exchange Commission’srules and is not part of the basic financial statements. This schedul e has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, fairly states, in
all material respects, the financial datarequired to be set forth therein in relation to the basic financial statements
taken asawhole.

/Y ARTHUR ANDERSEN LLP
Vienna, VA

February 6, 2002
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XO Communications, Inc.
Consolidated Balance Sheets
(Dadllarsin thousands, except for per share data)

Proforma
Unaudited
Reorganized
Company
December 31, December 31,
2002 (a) 2002 2001
ASSETS
Current assets:
Cash and cash eqUIVAIENtS.........ccooeiiiiiieieeeee e $ 314,038 $ 314,038 $ 246,189
Marketahle SECUMTIES. .......ccuveiiiiiesicseeee e 246,945 246,945 508,978
Accounts receivable, net of allowance for doubtful accounts of
$37,030 and $32,492, reSPECHVEY .......coverveirereieenesicseeiceees 116,541 116,541 216,753
Other CUITENE @SSELS......eevveiveeriiesiee ettt 32,64 83,480 101,760
TOtal CUMTENE @SSELS.....eoveeeieee ettt 710,178 761,004 1,073,680
Property and equipmMENt, NEE ........cocvvrieiierie e 502,176 2,780,589 3,742,577
Fixed Wirdless liCenSes, NEL.........ceveiiiiirieresesieeee s 59,508 911,832 947,545
GOOOWIIL, ML ...ttt — — 1,876,626
Other intangibles, net ... 76,171 72,782 153,404
Other assets, net .......... 23,108 59,289 136,633
TOAl ASSELS ...vvvveverereeeeeseeeseses e s s $ 1,371,141 $_4,585496 $_7.930,465
LIABILITIESAND STOCKHOLDERS (DEFICIT) EQUITY
Current liabilities not subject to compromise:
ACCOUNS PAYADIE. ... cvvieieiierieieietee e $ 69,729 $ 63,729 $ 156,488
Accrued lHabiltIES ......c.eriiiiieeee e 246,048 265,889 341,094
Accrued interest payable.........oooveiiiiiiiiii e 213 213 114,882
Longterm debt in default.........cccooviiiiiiiiiii e — — 5,109,503
Current liabilities not subject to COmMPromise.........coceeeveeereeennnee. 315,990 329,831 5,721,967
Current liabilities subject to COMProMiSe..........ccceveierierieieiire e — 5,497,207 —
Total current liabilities..........cooeviienenineceeee 315,990 5,827,038 5,721,967
Long-term lighilities not subject to compromise..........ccoocveveerveiennnene — 75,242 129,092
Longterm liabilities subject to COmMpPromise.........coocveeeeriieniiieenieenne — 7,182 —
LONGHEM debt ..o 500,000 — —
Other longterm labilities..........ccoeeeiiieiiiee e 80,151 — —
Total Habilties.......cveiiieieic e 896,141 5,909,462 5,851,059
Redeemable preferred stock: par value $0.01 per share, 25,000,000
shares authorized: 7,856,918 and 7,857,612 shares issued and
outstanding on December 31, 2002 and December 31, 2001,
respectively; aggregate liquidation preference of $1,693,293 and
$1,693,328 on December 31, 2002 and December 31, 2001,
TESPECHVEIY ...ttt
SUDJECE 1O COMPIOMISE.....cuveenvieiieeiie ettt stee et — 1,708,316 —
NOt SUDJECt t0 COMPIOMISE......viiiiiieeiiiee sttt — — 1,781,990
Commitments and contingencies
Stockholders (deficit) equity:
Common stock, par value $0.02 per share, stated at amounts paid in
Class A, 1,000,000,000 shares authorized: 331,033,219 and
337,774,204 shares issued and outstanding on December 31, 2002
and December 31, 2001, respectively; Class B, 120,000,000
shares authorized: 104,423,158 shares issued and outstanding on
both December 31, 2002 and December 31, 2001............ccceeveenee. 475,000 4,628,139 4,628,509
Deferred compensation .............covceevieeenienniee e — (8,500) (37,428)
Accumulated other comprehensive income. — 2,512 10,406
Accumulated defiCit.........covrieiiiiiie e — (7,654433) (4,304,071)
Total stockholders (deficit) eguity.........ccoveveviiireneniniiiice 475,000 (3,032,282) 297,416
Total liabilities and stockholders (deficit) equity............covevvnenn.. $ 1.371.141 $_4,585.496 $_7.930.465

(a) As discussed in footnote 3, the Company emerged from bankruptcy on January 16, 2003 and will be required to adopt the fresh start
accounting provisions of SOP 90-7 in the first quarter of 2003 The pro forma balances reflect what the December 31, 2002 balances would have
been had the Company applied fresh start accounting as of December 31, 2002.

See accompanying notes to consolidated financial statements.



XO Communications, Inc.
Consolidated Statements of Operations

(Dollarsin thousands, except for share and per share data)
Year Ended December 31,

2002 2001 2000

REVENUE. ...ttt et e et e be s b e bestesteereese e e e nnetentenne $ 1,259,853 $ 1,258,567 $ 723,826
Costs and expenses:

COSE Of SEIVICE. ..ttt sttt sttt see ettt ne e e eeensenrens 522,924 527,698 302,666

Selling, operating and general (excludes stock-based compensation)...................... 736,925 971,714 730,604

Stock-based COMPENSALION .......eeeiiieeii e 28,928 37,173 48,328

Depreciation and amOrtiZatiON. ............coieeeiieeiiiee e 699,806 1,162,671 617,714

Restructuring and asSet WHtEAOWNS. .........oouieiiiieiiieiiee et 480,168 509,202 —

I n-process research and devElOPMENT .........cocuiiiiiiiiiiee e — — 36,166

Total COSES BNA EXPENSES......evieiiie ettt 2,468,751 3,208,458 1,735,478

L OSS FrOM OPEIaLiONS .....c.vvieitii ettt (1,208,898) (1,949,891) (1,011,652)
INEEIESE INCOMIE. ...ttt ane 16,478 77,938 180,905
Interest expense, net (contractua interest was $501,118 for the year ended

DeCemMBEr 31, 2002).......ccueeueeeeeeieentestesteeteaie et nre (226,451) (465,401) (434,122)
Other income (loss), net ....... (200) (93,781) 163,570
Reorganization expense, net (91.,121) — —
Net loss before extraordinary item and cumulative effect of accounting change........... (1,510,192) (2,431,135) (1,101,299)
Extraordinary gain on repurchasesof debt, Net ............oovveeiiiiiiie e — 345,010 —
Cumulative effect of accounting Change...........coooveeiiiiiiii e (1,876.,626) — —
INEL TOSS..... ettt ettt n e (3,386,818) (2,086,125) (1,101,299)
Recognition of preferred stock modification fee net — reorganizationitem................. 78,703 — —
Gain on repurchases of preferred StCK, NEL.........ocviiiiiiiii e — 376,879 —
Preferred stock dividends and accretion of preferred stock redemption obligation, net

(contractual dividend was $98,768 for the year ended December 31, 2002) ............ (42,247) (129,671) (146,356)
Net loss applicable to COMMON SNAFES.............coviuiiiiiceiee s $ (3350362) $ (1.838917) $ (1.247.655)
Net loss per common share, basic and diluted:
Net loss before extraordinary item and cumulative effect of accounting change........... $ (342) $ (6.02) $ (3.42)
Extraordinary gain on repurchasesof debt, Net ............oooeveiiiiiiie e — 0.86 —
Cumulative effect of accounting ChanNge...........ccuevrieieiiiiie e (4.24) — —
INEE 0SS, ettt bbbttt b et nen e renne (7.66) (5.16) (3.42)
Recognition of preferred stock modification fee net — reorganizationitem................. 018 — —
Gain on repurchases of preferred StOCK, NEL.........ocviiiiiiiiie e — 0.93 —
Preferred stock dividends and accretion of preferred stock redemption obligation, net . (0.10) (0.32) (0.45)
Net loss per common share, basic and diluted............ccvevieviececii e, $ (7.58) $ (4.55) $ (3.87)
Weighted average shares, basic and diluted...............c.ccveeviieieiiiecieiceee e, 441964342  __403.882.956 322,089,883

See accompanying notes to consolidated financial statements.



XO Communications, Inc.
Consolidated Statements of Stockholders’ Equity (Deficit)
(Dollarsin thousands)

Accumulated
Common Stock Other
Shares Deferred Comprehensive Accumulated
Class A ClassB Amount Compensation Income (L 0ss) Deficit Total
Balance at December 31, 1999........ccuiiiiirineneieeeeeese s 150,457,264 117485100 $ 1,139,232 $ (85489 $ 150,634 $ (1,217,499) $ (13122
Issuance of common stock, options and warrantsin acquisitions... 77,536,299 — 3,002,309 — — — 3,002,309
Issuance of compensatory stock options and restricted stock......... 200,440 — 30,641 (22,704) — — 7,937
Compensation attributable to stock optionsvesting...........ccc........ — — — 36,143 — — 36,143
Issuance of common stock through employee benefit plans.......... 13,150,088 — 126,604 — — — 126,604
Conversion of Class B common stock into Class A common stock. 12,070,874 (12,070,874) — — — — —
Conversion of 6% redeemable cumulative preferred stock into
Class A COMMON SIOCK.......uveiviieiieeciie e 8,595,750 — 93,860 — — — 93,860
Comprehensive loss:
NEL IOSS....ee et ens — — — — — (1,101,299) (1,101,299)
Preferred stock dividends and accretion of preferred stock
redemption ObligatiON...............coeveeeeeee oo — — — — — (146,356) (146,356)
Other comprehensive income - net unrealized holding gains
and foreign currency trandation adjustments.............ccceeeeeens — — — — 38,870 — 38,870
Realized net gainstransferred to current period earnings........... — — — — (206,545) — (206,545)
Tota comprenenSIVE 0SS.......ccovveiiieeiiee e — — — — — — (1,415,330)
Balance at December 31, 2000.........cccviviieiiienie e 262,010,715 105,414,226  $ 4,392,646 $  (72,050) $ (17,041 $ (2,465,154) $1,838,401
Issuance of common and restricted stock in acquisitions.. 11,211,416 — 29,055 — — — 29,055
Issuance of compensatory Stock OptionS..........cceeevveenieericiiiennns — — 2,551 (2,551) — — —
Compensation attributable to stock options and restricted stock
V=S 114 o TSP RTPRI — — — 37,173 — — 37,173
Issuance of common stock through employee benefit plans.......... 11,939,685 — 30,899 — — — 30,899
Conversion of Class B common stock into Class A common stock. 991,068 (991,068) — — — — —
Conversion of 6% redeemable cumulative preferred stock into
Class A COMMON SIOCK. .......eeeeiirrieeeeirieeeeeciieeeeeereeeeeeerreeeeeeennes 1,621,320 — 17,700 — — — 17,700
Issuance of common stock related to equity investment, net of
OffENING COSES ..ot 50,000,000 — 155,658 — — — 155,658
Comprehensive loss:
NEL 0SSt e sr e sr e re e e — — — — — (2,086,125) (2,086,125)
Gain on repurchases of preferred Stock, Net ..........cceeceeeieeens — — — — — 376,879 376,879
Preferred stock dividends and accretion of preferred stock
redemption obligation, NEL..........cooovivieiiinieneeeeee e — — — — — (129,671) (129,671)
Other comprehensive income —net unrealized holding gains
and foreign currency trandation adjustments..............ccccevvenee. — — — — 22,556 — 22,556
Reslized net lossestransferred to current period earnings.......... — — — — 4,891 — 4,891
Tota comprehensive loss — — — — — — (1,811.,470)
Balance at December 31, 2001........cccoouerverienierieniieieiesesre s 337,774,204 104,423,158 $ 4,628,509 $ (37,428) $ 10,406 $ (4304,071) $ 297416

See accompanying notes to consolidated financial statements.



XO Communications, Inc.
Consolidated Statements of Stockholders’
(Dollarsin thousands)

Equity (Deficit)

Balance at December 31, 2001........cccovveeeiiiiieeeeieee e

Compensation attributable to stock options and restricted

SEOCK VESHING ...ttt
Issuance of common stock through employee benefit plans
Conversion of 6%%% redeemable cumulative preferred

stock into Class A common stock
Conversionof Preferred StocK..........oovvvveiiiiniienienens
Refund of Employee Stock Purchase Plan funds withheld

after cancallation (8) ........coevververiiienineeececeee
Cancellation of Craig McCaw's Class A common stock.....
Comprehensive loss:

Recognition of preferred stock modification fee, net—
reorganiZation iteM.........cocveerviiiiee e

Preferred stock dividends and accretion of preferred
stock redemption obligation, Net............cccoocvvevveenee

Realized net losses and foreign currency trandation
adjustmentstransferred to current period earnings......

Total comprehensIVE 10SS........ccviiiiiiieiieeciee e

Balance at December 31, 2002........cccvveeeeeiveeeeeeiieee e

Accumulated
Common Stock Other
Shares Deferred Comprehensve Accumulated
Class A ClassB Amount Compensation Income (L 0ss) Deficit Total

337,774,204 104,423,158 $ 4,628,509 $  (37,428) $ 10,406 $ (4,304,071) $ 297,416
— — — 28,928 — — 28,928

85,854 — 24 — — — 24
3,173 — 35 — — — 35
23,570 — — — — — —
— (429 — — — (429

(6,853,582) — — — — — _
— — — — — (3,386,818) (3,386,818)

— — — — — 78,703 78,703

— — — — — (42,247) (42,247)

— — — — (7,894) — (7,894)

— — — — — — (3,358,256)
—331033219 104423158 $ 4.628.139 $ (8.500) $ 2,512 $ (7.654433) $ (3032282)

(&) Inthelatter half of 2001, the Company’s Employee Stock Purchase Plan was cancelled; however employee salary deferrals continued in December 2001, and were subsequently refunded in

early 2002.

See accompanying notes to consolidated financial statements.



XO Communications, Inc.

Consolidated Statements of Cash Flows

(Dollarsin thousands)

Year Ended December 31,

2002

2001

2000

OPERATING ACTIVITIES:

Adjustments to reconcile net loss to net cash provided by (used in)
operating activities:
Depreciation and amortization
Stock-based COMPENSALTION.......c.coereririeereerere e
Non-cash restructuring charges and asset write-downs..................
Non-cash reorganization eXPENSE, NEL ........ccvvvveererreeerereeeesereenes
In-process research and developmeNt ...........ooeveeveneeenenerceseneenes
Net losses (gains) on impairment or sale of investments................
Extraordinary gain on repurchases of debt, nét.........ccccoveeviervennneee
Cumulative effect of accounting change............

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

Other liabilities subject to compromise......

Other liabilities not subject to compromise
Net cash provided by (used in) operating activities...........ccccovvvveenene
INVESTING ACTIVITIES:
Purchases of property and equipment, Nt ..........cocooieiriencinennenene
Prepayment for network assets...........c.ccoeeue...
Paymentsto acquire fixed wireless licenses ...
Net releases of pledged SECUMLIES ......c.vveerireiieeirese e
Sales of marketable securities and investments..........ccccooeveeieicnenne
Purchases of marketable SECUNLIES ...
Cash received for (paid for) divestitures (acquisitions)............ccce.....
Investmentsin unconsolidated entities ...........cccoveeererneennercenenn
Net cash provided by (used in) investing activities .........c.cccooeveeennne
FINANCING ACTIVITIES:
Net proceeds from issuance of redeemable preferred stock ...............
Borrowings under senior secured credit facility ....
Proceeds from issuance of unsecured NOES...........cccvereeereiererenenine
Net proceeds from sale of common stock and modification of

preferred StOCK agreamMENt .........covveveirerieieesreeesee e
Proceeds from issuance of common stock under employee benefit

Repurchases of redeemable preferred stock....
Repayments of capital lease and other obligations
Dividends paid on convertible preferred Stock .........couveeevereienieiennns
Costs incurred in connection with financing activities ............ccccce.....
Net cash (used in) provided by financing activities.........c.ccccooeerennne
Effect of exchange ratechanges on cash ..........cccoecverriencicncnnienne
Net increase (decrease) in cash and cash equivaents..........ccocoeveenene

Cash and cash equivalents, beginning of year ............ccccooeneiiiinene
Cash and cash equivalents, end of year..........ccccccevvevveveiesciseeeenne

$ (3,386,819)

$ (2,086,125)

$ (1,101,299)

699,806 1,162,671 617,714
28,928 37,173 48,328
477,250 502,737 —
89,448 — —
— — 36,166

— 95,804 (162,429)

— (345,010) —
1,876,626 — —
85,514 (43,254) (68,761)
(21,572) (66,566) (42,167)
195,904 — —
(27.484) 181,693 113,034
17,602 (560,877) (559,414)
(208,713) (1,433,746) (1,380,629)
— (120,800) —

— (206) (49,502)
3,161 150 33,386
364,069 2,912,454 19,337,905
(103,935) (2,031,072)  (19,381,106)
3,000 (25,203) 46,940
— (10.175) (71.489)
57,582 (708,598) (1,464,495)
— — 1,248,901

— 625,000 375,000

— 517,500 —

— 248,657 —

— 30,899 98,655

— (201,883) —

— (88,424) —
(6,079) (44,124) (6,809)
— (53,778) (49,984)

— (14.200) (17.100)
(6.079) 1,019,647 1,648,663
(1,256) 3,013 (213)
67,849 (246,815) (375,459)
246,189 493,004 868,463
$ 314038 $ 246180 $ 493004

See accompanying notes to consolidated financial statements.
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XO Communications, Inc.
Notesto Consolidated Financial Statements
December 31, 2002, 2001 and 2000

1. ORGANIZATION AND DESCRIPTION OF BUSINESS
Overview

XO Communications Inc. (formerly NEXTLINK Communications, Inc.), aDelaware corporation (* XO
Parent”), through its subsidiaries, owns and operates an integrated metropolitan and nationwide fiber optic network
that provides broadband communication services, local and long distance voice communication services and awide
array of dataand integrated data servicesto business customersin over 60 United States markets. V oice services
include local and long distance services, calling card and interactive v oi ce response systems. Data servicesinclude
Internet access, private data networking and hosting services. XO Parent, through its subsidiaries, also offers
combined voice and data servicesin flat rate “bundled” packages.

Organization

The consolidated financial statementsinclude the accounts and activities of XO Parent, and its subsidiaries
(collectively referred to asthe “ Company” or “XO"). The consolidated financial statements also include the results
of Concentric Network Corporation (“Concentric”) commencing June 16, 2000, the date on which Concentric
merged with XO. The Company, through predecessor entities, was formed in September 1994. As of December 31,
2002, the Company was magjority controlled by Craig O. McCaw through shares of Class A and Class B common
stock held by Eagle River Investments, LLC, an entity controlled by Mr. McCaw, and other shares of the
Company’s Class A and Class B common stock owned or controlled by Mr. McCaw.

Asfurther discussed in note 2, on June 17, 2002 (the “Petition Date”), XO Parent filed avoluntary petition for
relief under Chapter 11 of the United States Bankruptcy Code (the “Bankruptcy Code”) with the United States
Bankruptcy Court for the Southern District of New Y ork (the “Bankruptcy Court”). Accordingly, the accompanying
consolidated financial statements have been prepared in accordance with the American Institute of Certified Public
Accountants Statement of Position 90-7, “ Financial Reporting by Entities in Reorganization under the Bankruptcy
Code,” (“ SOP 90-7") and on a going concern basis which contemplates continuity of operations, realization of assets
and liquidation of liabilitiesin the ordinary course of business. In accordance with SOP 90-7, the financial
statements for the periods presented distinguish transactions and events that are directly associated with the
reorganization from the ongoing operations of the Company. The Company conducts its operations through direct
and indirect subsidiaries of XO Parent. None of these subsidiarieswere debtorsin the Chapter 11 proceedings.

On January 16, 2003 (the “ Effective Date”), XO Parent emerged from the Bankruptcy Court proceedings
pursuant to the terms of itsthird amended plan of reorganization (the “Plan of Reorganization”). As discussed in
note 3, the Conpany will implement fresh start accounting under the provisions of SOP 90-7. Under the fresh start
accounting provisions of SOP 90-7, the fair value of the reorganized Company will be allocated to its assets and
liabilities, and its accumulated deficit will be eliminated. As discussed in the Pro Forma column on the
accompanying balance sheet and in note 3, the implementation of fresh start accounting will result in a substantial
reduction in the carrying value of the Company’s long-lived assets, including property and equipment, fixed wireless
licenses, other intangible assets and other noncurrent assets. Asaresult, the historical financial statements will not
be comparable to financial statements of the Company published for periods following the implementation of fresh
start accounting.
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2. REORGANIZATION
The Chapter 11 Petition and Plan of Reorganization

On June 17, 2002, XO Parent filed for protection under Chapter 11 of the Bankruptcy Code in the Bankruptcy
Court. On November 15, 2002, the Bankruptcy Court confirmed XO Parent’ s Plan of Reorganization, and, on
January 16, 2003, XO Parent consummated the Plan of Reorganization and emerged from its Chapter 11
reorganization proceedings with a significantly restructured balance sheet.

During the period immediately preceding and after the filing of XO Parent’s Chapter 11 petition, the Company
met with acommittee of lenders under the $1.0 billion secured credit facility (the “Pre-Petition Credit Facility”), an
informal committee of unsecured creditors that represented holders of our senior unsecured notes (and following the
filing of the Chapter 11 petition, the official committee of unsecured creditors appointed in the Chapter 11
proceedings) and potential investors to discuss potential restructuring transactions that could be implemented to
reorganize XO Parent’s capital structure. These discussions led to an agreement with the lenders under the
Pre-Petition Credit Facility regarding the terms of a Plan of Reorganization that envisioned two potential
reorganization structures the first of which was based on, among other things, a proposed cash investment in XO
Parent by third parties, which was ultimately abandoned, and the second of which contemplated a stand alone
restructuring with no new cash infusion committed in advance. The Plan of Reorganization was filed on July 22,
2002 and distributed to creditors of XO Parent eligibleto votein the reorganization.

On August 21, 2002, High River Limited Partnership, alimited partnership controlled by Mr. Carl Icahn (“High
River”), commenced an offer to purchase loans under the company’ s Pre-Petition Credit Facility at a purchase price
of $0.50 for each $1.00 in principal amount thereof. Purchases made under this offer, together with the loans under
the Pre-Petition Credit Facility that High River previously had acquired, resulted in High River holding
approximately 85% of the loans outstanding under the Pre-Petition Credit Facility.

The consummation of the Plan of Reorganization resulted in the $1.0 billion of loans under the Pre-Petition
Credit Facility being converted into the following:

90.25 million shares of common stock, par value $0.01 per share, of reorganized X O Parent (“New
Common Stock”); and

$500 million of outstanding principal amount of loans under arestructured secured credit and guaranty
agreement (the “New Credit Agreement”).

The Plan of Reorganization also resulted in the cancellation of al of XO Parent’ s pre-bankruptcy senior notes
and pre-bankruptcy general unsecured claimsin exchange for the following:

4.75 million shares of New Common Stock;

warrants to purchase shares up to an additional 23.75 million shares of New Common Stock described
bel ow;

rights to purchase shares of New Common Stock in the rights offering described below; and

a portion of the cash consideration received by X O Parent in connection with the settlement and
termination of the proposed investment transaction that was the basis for the first restructuring
alternative contemplated by the Plan of Reorganization (the “Investment Termination Payment”)

The warrants consist of :

Series A Warrants to purchase 9.5 million shares of New Common Stock at an exercise price of $6.25
per share;

Series B Warrants to purchase approximately 7.1 million shares of New Common Stock at an exercise
price of $7.50 per share; and

Series C Warrants to purchase approximately 7.1 million shares of New Common Stock at an exercise
price of $10.00 per share.
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The warrants will expire 7 years after the date of issuance. Each series of warrantsisidentical, except asto the
applicable exercise price. The exercise price applicable to each respective series of warrantsis subject to adjustment
in certain events.

Under the Plan of Reorganization and after the filing and effectiveness of aregistration statement with the
Securities and Exchange Commission, XO Parent will issue to certain holders of claims of interestsin XO Parent,
who hold such claims and/or interests as of the November 15, 2002 record date, rights to subscribe for up to
40,000,000 shares of New Common Stock, at $5.00 per share, for an aggregate purchase price of up to
approximately $200.0 million through arights offering, (the “ Rights Offering”). In addition, pursuant to the
stipulation relating to the settlement of aclaim made against XO Parent purportedly on behalf of its stockholders
(the “ Stockholder Stipulation”), holders of shares of pre-petition class A common stock of XO Parent will receive
additional nontransferable rights exercisable for aup to 3,333,333 shares of New Common Stock to the extent that
the rights otherwise allocabl e to such holdersin the Rights Offering are exercisable for less than 3,333,333 shares of
New Common Stock. Accordingly, not |ess than 40,000,000 and not more than 43,333,333 shares will be offered in
the Rights Offering.

In addition, under the Plan of Reorganization:

Holders of pre-petition subordinated notes of XO Parent had their securities cancelled, and received a
cash payment from High River based upon the amount of the Investment Termination Payment that
High River would have been entitled to receive as a holder of the loans under the New Credit
Agreement and the right to participate in the Rights Offering; and

Holders of pre-petition class A common stock of X O Parent had their securities cancelled, and
received the right to a portion of the cash consideration pursuant to the Stockholder Stipulationand
have the right to participate in the Rights Offering; and

Holders of pre-petition class B common stock and holders of all series of pre-petition preferred stock
of XO Parent had their securities cancelled and received the right to participate in the Rights Offering.

Of the 95.0 million shares of New Common Stock distributed on the Effective Date, more than 80% were issued
to High River. Immediately following this distribution, High River transferred all interest in its New Common Stock
to Cardiff Holding LLC, a Delaware limited liability company also controlled by Mr. Icahn (“ Cardiff”). Of the
warrants to be distributed under the Plan of Reorganization, XO estimates Cardiff will receive Series A Warrants to
purchase approximately 3.0 million shares of New Common Stock, Series B Warrants to purchase approximately
2.3 million shares of New Common Stock, and Series C Warrants to purchase approximately 2.3 million shares of
New Common Stock. High River assigned itsapproximately 85% interest in the loans outstanding under the New
Credit Agreement to Chelonian Corp. (“Chelonian”), which subsequently assigned those loans to Arnos Corp.
(*Arnos’). Both Chelonian and Arnos are controlled by Mr. Icahn.

Accounting Impact of Chapter 11 Filing

Liabilities subject to compromise reflected in the accompanying consolidated financial statements and the XO
Parent stand-alone financial statementsrepresent the liabilities of XO Parent incurred prior to the Petition Date that
are with unrelated parties (other than those that are payable to asubsidiary in the XO Parent Stand-Alone Balance
Sheet). In accordance with SOP 90-7, liabilities subject to compromise were recorded at the amount allowed on
pre-petition claimsin the Chapter 11 proceedings. Other obligations that are not subject to compromise have
retained their historical balance sheet classifications and amounts. Liabilities subject to compromise consisted of the
following as of December 31, 2002 (dollars in thousands):

LoNGerm debt.........cooeiieeseeeeee e 5,165,718
Accrued interest and preferred stock dividends 295,820
Pre-petition accounts payable and accrued liabilities ................... 33,640
Capital 1ease obligations..........ccoeevereieneireee e 9,211
Total liabilities subject to COMPromMISe..........ccevvevvvreesereeisieieanens 5,504,389
Less: longterm liabilities subject to compromise............coceenee 7,182

Current liabilities subject to COMPromise.........occeeeverveeererenes 3 5,497,207
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At December 31, 2002, there were approximately $34 million of liabilities subject to compromise that had not
been settled by the Bankruptcy Court. The Company expects to pay approximately $6 million to settle these claims
which will result in areorganization benefit of approximately $28 million.

In order to record its debt instruments at the amount alowed by the Bankruptcy Court in accordance with SOP
90-7, as of the Petition Date, X O Parent wrote off all of its debt issuance costs and discounts related to debt
(collectively the “ Deferred Financing Fees™) as a component of reorganization expense. Reorgani zation expense
also includes professional fees incurred in connection with the Chapter 11 proceedings, aswell as gains or penalties
from the settlement or rejection of liabilities subject to compromiseand the net gains from the Investment
Termination Payment. Reorganization expenses for the year ended December 31, 2002 consisted of the following
(dollarsin thousands):

Year Ended
December 31,
2002
Net loss from the settlement or rejection of liabilities subject to
COMPIOMISE....vveuiiveteesietesese st sese e s se e s s e s et eseas s besa e esns $ 14,916
Net gain from Investment Termination Payment..............cccceuee (16,667)
Deferred FinanCing FEES ..o 56,270
Professional fEES.......ccoiiriiere e 36,602
Total reorganization eXPeNnse, NEL..........oveeererreeierenererenens $ 91,121

Under SOP 90-7, XO Parent was required to accrue interest expense during the Chapter 11 proceedings only to
the extent that such interest was expected to be paid pursuant to the proceedings. Under the Plan of Reorganization,
there were no cash payments of interest on the loans outstanding under the Pre-Petition Credit Facility or XO
Parent’s unsecured notes. Therefore, XO Parent ceased accruing interest on the Pre-Petition Credit Facility and on
its unsecured notes as of the Petition Date. The contractual interest amounts parenthetically disclosed on the
accompanying consolidated statement of operations represent the additional interest expense that would have been
accrued under the relevant financing agreements had the Company not ceased accruing interest as described above.

In accordance with SOP 90-7, XO Parent recorded its preferred stock at the amount allowed by the Bankruptcy
Court. Accordingly, as of the Petition Date, XO Parent recognized a gain equal to the remaining $81.5 million
unamortized balance of a deferred modification fee and wrote off all issuance costsand discountsrelated to its
preferred stock, which resulted in acharge of $2.8 million. In addition, the Company stopped accruing preferred
stock dividends subsequent to the Petition Date. The dividend amounts parenthetically disclosed on the
accompanying consolidated statement of operations represent the additional dividends that would have been accrued
under the terms of the relevant preferred stock had the Company not ceased accruing such dividends as described
above.
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XO Parent Stand-Alone Financial Statements

In accordance with SOP 90-7, stand-alone financial statements of XO Parent are presented below. Such
financial statements have been prepared using standards consistent with the Company’s consolidated financial
statements without eliminating intercompany transactions and without consolidating controlled subsidiaries (dollars
in thousands).

XO Communications, Inc.

(XO Parent)
Debtor in Possession
Stand-Alone Balance Sheet
Asof December 31, 2002
(Unaudited)
ASSETS
Current assets:
Pledged SECUNTIES ......ocveeiieicieces et $ 1,100
OtNEr CUMTENE BSSELS....c..veeeireereieerieie ettt sttt 66,764
TOtAl CUITENE @SSELS......eiiiieiiciie ittt s e be s s saa e s e e e sbesesaeeeeans 67,864
Property and equipmMent, NEL........cccoiieeiieereere e 65,654
Fixed Wirel €SS lICENSES, NEL.......cciceiieie ettt et ebe s s bae s 67,039
Other INtaNGIDIES, NEL .........couiie s 79,711
Investment in and notes receivable from subsidiaries, Net ..........ccceeceeveeeeceeens 8,542,749
(@101 B 5SS (S 1< R 43,638
Q10 1= 3 = £ $ 8,866,655
LIABILITIESAND STOCKHOLDERS' EQUITY
Current liabilities not subject to COMProMISE.......cccveiieiieeieeeeeeeeeene $ 50,422
Debt and accrued interest payable to subsidiary subject to compromise............. 620,389
Current liabilities subject to compromise 5,497,207
Tota current liabilities..........ccovveenenne 6,168,018
Long-term liabilities not subject to COMProMISE........ccccovverieeieviresieeseeeesieaens 62,633
Long-term liabilities subject t0 COMPrOMISE........ccucerreererieeseeseee e 7,182
Total [1aDITTIES ... e 6,237,833
Redeemabl e preferred stock held by and payable to a subsidiary subject to
COMPIOMISE ... eteeeuteteeeteeeeseste e eteseesesteseesessesesseeesessesesseeesessesesseneesesseneseansenens 514,640
Redeemable preferred stock subject to COMPromise.........cocvveeereereriereecenienennens 1,708,316
Stockholders' equity:
COMMON SLOCK .....cveeeeeseresestsesise sttt ss s se s s se s s se s s sennnns 4,628,139
Deferred compensation..... (8,149)
ACCUMUIBEED AEFICIT ...cuveveciececececececeeee et sre e neens (4,214,124)
Total Stockholders' EQUILY ........cveerereieinreee e 405,866
Total liabilities and Stockholders' eqUILY ........ccceveveveveverererereee e $ 8866,655
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XO Communications, Inc.

Stand-Al

Costs and expenses:
Selling, operating, and general (exclud
Stock-based compensation...................
Depreciation and amortization
Total costsand expenses .........ccce.....

Loss from operations...........ccccoeeereeennenne

Reorganization expense, net.....................

Interest income on notes receivable from subsidiaries

INterest eXpense........ccovvereeceereeseneneenes
NELINCOME ..o
Recognition of preferred stock modificati

Net income applicable to common shares

(XO Parent)

Debtor in Possession

one Statement of Operations
(Unaudited)

les stock based compensation).............

on fee, net - reorganization item.........

Period from the
Petition Date of June
17, 2002 through
December 31, 2002

$ —

75,000
12,352
47,584
134,936

(134,936)
(91,121)

286,202
(3.468)

56,677

78,703
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XO Communications, Inc.
(XO Parent)
Debtor in Possession
Stand-Alone Statement of Cash Flows

(Unaudited)
Period From the Petition
Date of June 17, 2002
through
December 31, 2002
OPERATING ACTIVITIES:
N1 0] el 03T $ 56,677
Adjustments for non-cash items:
Depreciation and amortiZation..........c.ccoceerererernieneenesee e 47,584
Re0rganization EXPENSE..........coeierererieierienerese e 91,121
Stock-based compensation............cccoeveeiveceeeneeecese s 12,352
Interest income on notes receivable from subsidiaries (286,202)
INTENESt EXPENSE ...ttt ee e 3,468
Changes in assets and liabilities:
Notes receivable from subsidiarnies, Net ..o 75,000
Net cash used in operating activities ..........cooooveveinennencenees —
Net increase (decrease) in cash and cash equivalents. —
Cash and cash equivalents, beginning of the period.................. —
Cash and cash equivalents, end of Period..........cccoevevireiniennieneiereeeneens $ —

3. FRESH START ACCOUNTING

The Company will adopt the fresh start accounting provisions (“ fresh start”) of SOP 90-7 during the first
quarter of 2003. Under SOP 90-7, the implementation of fresh start reporting istriggered in part by the emergence of
XO Parent from its Chapter 11 proceedings. Although the effective date of the Plan of Reorganization was January
16, 2003, the Company plans to account for the consummation of the Plan of Reorganization asif it had occurred on
January 1, 2003 and implement fresh start reporting as of that date. Fresh start requires that the Company adjust the
historical cost of its assets and liabilitiesto their fair value. The fair value of the reorganized Company, or the
reorganization value, of approximately $1.4 billion was determined based on the sum of the reorganized Company’s
$500.0 million of debt outstanding under the New Credit Agreement, $475.0 million of New Common Stock as
approved by the Bankruptcy Court, and the $425.0 million of other liabilities that were not eliminated or discharged
under the Plan of Reorganization.

Fresh start requires that the reorganization val ue be all ocated to the entity’ snet assetsin conformity with
procedures specified by Accounting Principles Board Opinion (“APB”) No. 16, “Business Combinations,” (“APB
No. 16")as superseded by Statement of Financial Accounting Standards (“SFAS’) No. 141, “Business
Combinations,” (“SFAS No. 141"). The Company engaged an independent appraiser to assist in the allocation of the
reorganization value to the reorganized Company’ s assets and liabilities by determining the fair market value of its
property and equipment, intangible assets and certain obligations related to its facility leases. The fair value
adjustments impacted current asses, property and equipment, fixed wireless licenses, intangibl e assets and accrued
liahilities. A reconciliation of the adjustmentsto be recorded in connection with the debt restructuring and the
adoption of fresh start accounting is presented below (in thousands):
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Pr edecessor

Reorganized XO

XO Proforma
December 31, December 31,
2002 Debt Fresh Start 2002
Restructuring Adjustments (d) (Unaudited)
ASSETS
Current assets:
Cash and cash equivalents...........cccevereveveverererenenns $ 314,038 $ — $ — $ 314,038
Marketable SECUNTIES .......ccoeveeeeeeeeeecetecce e 246,945 — — 246,945
Accounts recaivable..........ccovvreeinneiinsecene 116,541 — — 116,541
Other cUrrent assetS.......covveeeeeeereerenens 83,480 — (50,826) 32,654
Total Current assets........covvveeiereeesieieseieesienens 761,004 — (50,826) 710,178
Property and equipment, NEt.........ccooeeerrveenrenienenes 2,780,589 — (2,278,413) 502,176
Fixed wirelesslicenses, net .........cccceceeeeeneenene 911,832 — (852,324) 59,508
Other intangibles, Net ... 72,782 — 3,389 76,171
Other assets, NEL.......cccovrvevveerreeceseeereee 59,289 — (36,181) 23,108
TOtA BSSELS.....erreerereerereeee e $__ 4,585,496 $ — $_(3.214,355) $_1.371,141
LIABILITIESAND STOCKHOLDERS (DEFICIT) EQUITY
Current liabilities:
Accountspayable 63,729 $ — $ 6,000 $ 69,729
Accrued liabilities 265,889 — (19,841) 246,048
Accrued interest payable.........ccccoeevveeiieneeiien, 213 — — 213
Total current liabilities ........covevveeeeiiccecece e 329,831 — (13,841) 315,990
Current liabilities subject to compromise ... 5,497,207 (5,461,433) (a) (35,774) —
Long-term debt........cccoeveineininecreescee — 500,000 (b) — 500,000
Other long-term liabilitieS......ccceevveveeiveciiecci e, 75,242 — 4,909 80,151
Longterm liabilities subject to compromise............. 7,182 — (7.182) —
Total liahilitieS ...ceveeeeeerreeerere e 5,909,462 (4,961,433) (51,888) 896,141
Predecessor XO Redeemable preferred stock —
Subject t0 COMPIOMISE........covveueereriereirerreneeseneene 1,708,316 (1,708,316) (&) — —
Stockholders' (deficit) equity:
Predecessor XO Common Stock ..........ccceeevveeennee. 4,628,139 — (4,628,139) —
Reorganized XO Common stock and warrants...... — 475,000 (¢ — 475,000
Deferred compensation ...........ceeeveeeeennesrecnennns (8,500) — 8,500 —
Accumulated other comprehensive income 2,512 — (2,512) —
Accumulated defiCit .....oovvvreeerreeeirreeeeeee (7,654,433) 6,194,749 1,459,684 —
Total stockholders' (deficit) equity........cccounnene (3.032,282) 6,669,749 (3,162,467) 475,000
Total ligbilities and stockholders’ (deficit)
EQUILY. ..t e $ 4585496 $ — $_(3.214.355) $  1.371.141]
(a) To record the discharge of indebtedness, including Pre-Petition Credit Facility ($1,000.0 million), pre petition senior and

convertible subordinated notes ($4,165.7 million), accrued interest ($245.2 million), and accrued dividends ($50.6 million) and
the elimination of pre-petition Redeemable Preferred Stock ($1,708.3 million) in accordance with the Plan of Reorganization.

(b) Torecord the outstanding principal under the New Credit Agreement, in accordance with the Plan of Reorganization.
(c) To record the issuance of New Common Stock and Warrants.
(d) To adjust the carrying value of assets, liabilities and stockholders' equity to fair value, in accordance with fresh start accounting.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Review of Significant Accounting Policies

As discussed in note 3, the Company will adopt fresh start accounting during the first quarter of 2003, creating,
in substance, per SOP 90-7 anew reporting entity. SOP 90-7 also requires that changes in accounting principles
required in the financial statements of the emerging entity within twelve months of fresh start reporting should be

adopted at the time fresh start reporting is adopted.
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Principles of Consolidation

The Company’s consolidated financial statementsinclude all of the assets, liabilities and results of operations of
subsidiaries in which the Company has a controlling interest. All inter-company accounts and transactions among
consolidated entities have been eliminated.

Preparation of Consolidated Financial Statements

The preparation of consolidated financial statementsin conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenue and expenses during the reporting period. Management
periodically assesses the accuracy of these estimates and assumptions. Actual results could differ from those
estimates.

Cash and Cash Equivalents

The Company considers all highly liquid investments with maturities of three months or less at the time of
purchase to be cash equivalents. Cash equivalents consist primarily of money market accounts that are available on
demand. The carrying amount of these instruments approximates fair value due to their short maturities.

Marketable Securities

Substantially all of the Company’ s marketable securities consist of U.S. government agency issued and other
high-grade and highly-liquid securities with original maturities beyond three months. The Company classifies
investments in debt and equity securities as available-for-sale and records such investments at fair value. The fair
values are based on quoted market prices. Unrealized gains and losses on avail able-for-sale marketable securities are
reported as a separate component of comprehensive income. Realized gains and losses for available-for-sale
securities are recognized in interest income.

Long-Lived Assets

Long-lived assets, including property and equipment, fixed wireless licenses, and intangible assets with definite
useful livesto be held and used, are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount should be addressed pursuant to SFAS No. 144, “ Accounting for the Impairment or
Disposal of Long-Lived Assets,” (“SFAS No. 144"). SFAS No. 144 supersedes SFAS No. 121, “ Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assetsto Be Disposed Of,” (“SFAS No. 1217). In accordance
with implementation requirements, the Company implemented the provisions of SFAS No. 144 on January 1, 2002.
The criteria for determining impairment for long-lived assets to be held and used are generally consistent with SFAS
No. 121. Pursuant to SFAS No. 144, impairment is determined by comparing the carrying value of these long-lived
assets to management’s best estimate of future undiscounted cash flows expected to result from the use of the assets.
The Company believes that no impairment existed under SFAS No. 144 as of December 31, 2002. In the event that
there are changes in the planned use of the Company’s long-lived assets or its expected future undiscounted cash
flows are reduced significantly, the Company’s assessment of its ability to recover the carrying value of these assets
under SFAS No. 144 could change. As discussed in note 3, the Company will apply fresh start accounting during the
first quarter of 2003, which will result in a significant write-down of the Company’s long-lived assets.

Property and Equipment

Property and equipment is stated at historical cost net of accumulated depreciation. Depreciation is calculated
on astraight-line basis over the estimated useful lives of the assets beginning in the month telecommunications
networks and acquired bandwidth are substantially complete and available for use and in the month equipment and
furniture are acquired. The estimated useful lives of property and equipment are determined based on historical
usage with consideration given to technological changes and trendsin the industry that could impact the network
architecture and asset utilization. Telecommunications networks and bandwidth include the deployment of fiber
optic cable and telecommunications hardware and software for the expressed purpose of delivering
telecommunications services. Costs of additions and improvements are capitalized, and repairs and maintenance are
charged to expense as incurred. Direct costs of constructing property and equipment are capitalized including
interest costs related to construction. As discussed in note 3, the Company will apply fresh start accounting during
thefirst quarter of 2003, which will result in a significant write down of property and equipment.
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Equipment held under capital leasesis stated at the lower of the fair value of the asset or the net present value
of the minimum lease payments at the inception of the lease. For equipment held under capital leases, depreciation is
provided using the straight-line method over the shorter of the estimated useful lives of the assets owned or the
related lease term.

The estimated useful lives of property and equipment are asfollows:

Telecommunications networks and acquired bandwidth.....5-20 years

Furniture, fixtures, equipment, and other ..........cccoovevevrvenne. 3-5years

Leasehold improvemMeENnts..........ccceeveeeveneeeeinesesseeseesessessenenns the shorter of the estimated useful lives or
the terms of the leases

These useful lives are determined based on historical usage with consideration given to technological changes
and trends in the industry that could impact the network architecture and asset utilization. This latter assessment is
significant because X O operates within an industry in which new technological changes could render some or all of
its network related equipment obsolete requiring application of a shorter useful life or, in aworst case, awrite off of
the entire value of the asset. Accordingly, in making this assessment, the Company considers the views of experts
within the Company and outside sources regarding the impact of technological advances and trend in the industry on
the value and useful lives of its network assets.

Fixed Wireless Licenses

Fixed wireless licenses consist of direct costs to acquire fixed wireless licenses. The estimated useful lifeis 20
years, which represents the original ten year license term with one ten year renewal. Amortization commences when
commercial service using fixed wireless technology is deployed inthe license s geographic area. Renewal is
conditioned upon the satisfaction of certain utilization requirements established by the Federal Communications
Commission (“FCC"). The Company’s current utilization may not be sufficient to satisfy thisFCC condition on
certain licenses which could impact the FCC'’ s decision to renew. As discussed in note 3, the Company will apply
fresh start accounting during the first quarter of 2003 which will result in a significant write down of fixed wireless
licenses.

Goodwill

Goodwill consisted primarily of goodwill from the Concentric merger. Effective January 1, 2002, the Company
adopted SFAS No. 142, “ Goodwill and Other Intangible Assets” (“ SFAS No. 142"), in which goodwill and
intangible assets with indefinite lives are no longer amortized but must be tested for impairment annually or more
freguently if an event indicates that the asset might be impaired. The Company performed the required transitional
impairment tests of goodwill as of January 1, 2002, and determined that the goodwill was totally impaired.
Accordingly, in the first quarter of 2002 the Company recognized a $1,876.6 million charge as a cumulative effect
of accounting change to write off all of its goodwill.

Other Intangibles

Other intangibles consist primarily of intangibles from the Concentric merger. Such costs are amortized using
the straight line method of accounting over a period of up to five years. As discussed in note 3, the Company will
apply fresh start accounting during the first quarter of 2003 which will result in anet increase to other intangibles.

Other Assets

Other assets consist primarily of deferred costs associated with the installation of customer services,
investmentsin both publicly traded and privately held companies and pledged securities. The Company defers direct
labor costs related to customer installations, which are amortized ratably over the estimated customer service period.

The Company has investments in entities in which X O has no significant influence. These investments are
accounted for under the cost method. The Company regularly reviews its investment portfolio to determine if any
declinesin value are other than temporary . During 2000 and 2001, the slowing economy had a negative impact on
the equity value of companiesin the telecommunications sector. In light of these circumstances and based on the
Company’sreview of itsinvestment portfolio in this sector, the Company recorded other than temporary impairment
charges in other income (loss) of $89.0 million in 2001 and $57.7 million in 2000 with respect to its public and
private equity investments.
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As of December 31, 2002 and 2001, the Company had pledged $1.4 million and $16.6 million, respectively, in
certificates of deposit as collateral for outstanding letters of credit. The pledged securities are stated at cost, adjusted
for accrued interest. Thefair value of the pledged securities approximates their carrying value.

Asdisclosed in note 3, the Company will apply fresh start accounting during the first quarter of 2003 which will
result in areduction of other assets.

Income Taxes

The Company accounts for income taxes in accordance with the provisions of SFAS No0.109, “Accounting for
Income Taxes,” (“SFAS No. 109”")which requires that deferred income taxes be determi ned based on the estimated
future tax effects of differences between the financial statement and tax bases of assets and liabilities given the
provisions of the enacted tax laws. Valuation allowances are used to reduce deferred tax assets to the amount
considered likely to be realized.

Revenue Recognition

Revenues from telecommunication services are recognized when the services are performed, evidence of an
arrangement exists, the fee isfixed and determinable and collectibility is probable. Service discounts and incentives
related to telecommunication services are recorded as a reduction of revenue when granted or ratably over a contract
period. Fees billed in connection with customer installations and other upfront charges are deferred and recognized
ratably over the estimated customer life. Revenue from the sale or lease of unlit network capacity is recognized upon
consummation of the transaction and the acquirer’s acceptance of the capacity in instances when the Company
receives upfront cash payments and is contractually obligated to transfer title to the specified capacity at the end of
the contract term. If the transaction does not meet these criteria, revenue isrecognized ratably over the contract term
In 2001, approximately 1.5% of XO's total revenue was attributed to sales of unlit network capacity. There were no
sales of unlit network capacity during 2002 or 2000.

The Company establishes valuation allowances for collection of doubtful accounts and other sales credit
adjustments. Valuation allowances for sales credits are established through a charge to revenue, while valuation
allowances for doubtful accounts are established through a charge to selling, operating and general expense. The
Company assesses the adequacy of these reserves monthly evaluating general factors, such as the length of time
individual receivables are past due, historical collection experience, the economic and competitive environment, and
changesin the credit worthiness of its customers. As considered necessary, the Company also assesses the ability of
specific customers to meet their financial obligations to XO and establishes specific val uation allowances based on
the amount X O expects to collect from its customers. The Company believes that the established valuation
allowances were adequate as of December 31, 2002 and 2001. If circumstances relating to specific customers
change or economic conditions worsen such that the Company’s past collection experience and assessment of the
economic environment are no longer relevant, XO's estimate of the recoverability of its trade receivables could be
further reduced.

In-Process Research and Development

In conjunction with the Concentric merger, the Company allocated $36.2 million of the purchase price to
in-process research and devel opment which represented the estimated fair value of incomplete projects based on
risk-adjusted future cash flows. At the date of the Concentric merger, the development of these projects had not yet
reached technological feasibility and the technology had no alternative future uses. Accordingly, the entire $36.2
million of acquired in-process research and development was expensed as of the acquisition date.

Net Loss Per Share

Net loss per common share, basic and diluted, is computed by dividing loss applicable to common shares by the
weighted average number of common shares outstanding for the period. In periods of net loss, the assumed common
share equivalents for options, warrants and convertible securities are anti-dilutive. Assuming exercise or conversion
of outstanding stock options, warrants and convertible securities, calculated under the treasury method, diluted
shares would have been 549.8 million for 2002, 512.6 million for 2001 and 398.5 million for 2000.

As discussed in note 2, the Company emerged from bankruptcy on January 16, 2003 and has a reorganized
equity structure. In particular, implementation of the Company’s Plan of Reorganization resulted in the cancellation
of all of the shares of al classes of the Company’s common and preferred stock that were outstanding prior to the
Petition Date.
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Sock-Based Compensation

Asallowed by SFAS No. 123, “ Accounting for Stock-Based Compensation,” (“SFAS No. 123") the Company
has chosen to account for compensation cost associated with its employee stock plansin accordance with the
intrinsic value method prescribed by APB No. 25, “Accounting for Stock Issued to Employees,” (“APB No. 257)
adopting the disclosure-only provisions of SFASNo. 123. See note 16 for additional information regarding the
Company’ s stock compensation arrangements.

Had compensation costs been recognized based on the calculated fair value of stock options at the date of grant,
the pro forma amounts of the Company’s net |oss applicable to common shares and net loss per common share for

the years ended December 31, 2002, 2001 and 2000 would have been as follows (dollars in thousands, except for per
share data):

Year Ended December 31,

2002 2001 2000
Net loss applicable to common shares — pro forma............ $ (3,351,824) $ (1,845,882) $ (1,435,253)
Net loss per common share — pro forma..........ccccevveeneeen. $ (7.58) $ (4.57) $ (4.46)

Comprehensive Loss

Comprehensive loss includes the Company’s net loss applicable to common shares, as well as net unrealized
gains and losses on available-for-sale investments and foreign currency translation adjustments relating to the
Company’s European operations. Comprehensive loss excludes net realized gains and | osses transferred to current
period earnings relating to the sale of available-for-sale investments and other than temporary impairment charges.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of
trade receivables. Although the Company’ s trade receivables are geographically dispersed and include customersin
many different industries, a portion of the Company’ s revenue is generated from services provided to other
telecommunications service providers. Several of these companies have recently filed for protection under Chapter
11 of the Bankruptcy Code. The Company believes that its established valuation and credit allowances are adequate
as of December 31, 2002 to cover these risks.

Fair Value of Financial Instruments

SFAS No. 107, “Disclosure about Fair Value of Financia Instruments” (“SFAS No. 107”), requires disclosure
of fair value information about financial instruments, for which it is practicable to estimate the value. The carrying
amounts for the Company’s financial instruments classified as current assets and liabilities approximate their fair
value due to their short maturities as aresult of the Company’ s emergence from bankruptcy, the holders of the
Company’ s debt and equity instruments received certain rights and securities as described further in note 2.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (* FASB’) issued SFAS No. 143, “Accounting for
Asset Retirement Obligations,” (“SFAS No. 143") which requires an entity to recognize the fair value of aliability
for an asset retirement obligation in the period in which alegal or contractual removal obligation isincurred if a
reasonabl e estimate of fair value can be made. If areasonable estimate of fair value cannot be made in the period the
asset retirement obligation isincurred, SFAS No. 143 requires the liability to be recognized when a reasonable
estimate of the fair value can be made. The provisions of SFAS No. 143 are effective for financial statements issued
for fiscal years beginning after June 15, 2002. Asrequired by SOP 90-7, the Company will implement SFAS No.
143 during the first quarter of 2003 in conjunction with the implementation of fresh start accounting. The
accompanying pro forma balance sheet and note 3 includes an estimated asset retirement obligation of $21.4 million.

In April 2002, the FASB issued SFAS No. 145, “ Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections as of April 2002", (“SFAS No. 145" ) which
eliminates the requirement to report material gains or losses from debt extinguishments as an extraordinary item, net
of any applicableincome tax effect, in an entity’s statement of operations. SFAS No. 145 instead requires that again
or loss recognized from a debt extinguishment be classified as an extraordinary item only when the extinguishment
meets the criteria of both“unusual in nature” and “infreguent in occurrence” as prescribed under APB Opinion No.
30, “ Reporting the Results of Operations- Reporting the Effects of Disposal of a Segment of a Business, and
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Extraordinary, Unusual and Infrequently Occurring Events and Transactions” (“APB No. 30”). The provisions of
SFAS No. 145 are effective for fiscal years beginning after May 15, 2002 with respect to the rescission of SFAS No.
4 and for transactions occurring after May 15, 2002, with respect to provisionsrelated to SFAS No. 13. The
Company has recognized extraordinary gains from debt repurchases in 2001 and has determined that the
classification of such gains as extraordinary itemswill change under SFAS No. 145 when X O implements fresh start
accounting in accordance with SOP 90-7.

In June 2002, the FASB issued SFASNo. 146, “ Accounting for Costs Associated with Exit or Disposal
Activities”, (“ SFAS No. 146") which requiresthat costs, including severance costs, associated with exit or disposal
activities be recorded at their fair value when aliability has been incurred. Under previous guidance, certain exit
costs, including severance costs, were accrued upon managements’ commitment to an exit plan, which is generally
before an actual liability has been incurred. The Company will apply the provisions of SFAS No. 146 to any exit or
disposal activities initiated after December 31, 2002.

In December 2002, the FASB issued SFASNo. 148, “ Accounting for Stock-Based Compensation-Transition
and Disclosure”, (“ SFAS No. 148") which amends SFAS No. 123, to provide alternative methods of transition to
SFAS No. 123'sfair value method of accounting for stock-based employee compensation. SFAS No. 148 aso
amends the disclosure provisions of SFASNo. 123 and APB Opinion No. 28, “Interim Financial Reporting,” (“*APB
No. 28")to require disclosure in the summary of significant accounting policies of the effects of an entity’s
accounting policy with respect to stock-based employee compensation on reported net income and earnings per
sharein annual and interim financial statements. While SFAS No. 148 does not amend SFAS No. 123 to require
companies to account for employee stock options using the fair value method, the disclosure provisions of SFAS
No. 148 are applicable to all companies with stock-based employee compensation, regardless of whether they
account for that compensation using the fair value method of SFAS No. 123 or the intrinsic value method of APB
No. 28. The provisions of SFAS No. 148 are effective for fiscal years beginning after December 15, 2002 with
respect to the amendments of SFAS No. 123 and effective for financial reports containing condensed financial
statements for interim periods beginning after December 15, 2002 with respect to the amendments of APB No. 28.
The Company will implement SFAS No. 148 effective January 1, 2003 regarding disclosure requirements for
condensed financia statements for interim periods. Management is currently evaluating the impact of the fair value
method of accounting for stock-based compensation on the Company’ s results of operations and financial position.

5. CUMULATIVE EFFECT OF ACCOUNTING CHANGE

In July 2001, the FASB issued SFAS No. 142, which revises the accounting for purchased goodwill and
intangible assets and supersedes APB Opinion No. 17, “ Intangible Assets” (“APB No. 17”). Under SFAS No. 142,
goodwill and intangible assets with indefinite lives are no longer amortized but must be tested for impairment
annually or more frequently if an event indicates that the asset might be impaired. Thisimpairment test under SFAS
No. 142 is based on fair values determined by using market prices, current prices for similar assets and liabilities, or
adiscounted cash flow methodology. I ntangible assets with definite useful lives continue to be amortized over their
useful lives.

SFAS No. 142 required that theinitial impairment analysis of goodwill be completed by June 30, 2002. If
however, events or changes in circumstances indicate that goodwill of areporting unit might be impaired before
June 30, 2002, goodwill was required to be tested for impairment when thisindication of possible impairment arises.
The Company performed the required transitional impairment tests of goodwill as of January 1, 2002, and
determined that the value of its goodwill was totally impaired. Accordingly, in the first quarter of 2002, the
Company recorded a $1,876.6 million charge as a cumulative effect of accounting change to write-off all of its
goodwill. The pro formaimpact on net loss before cumulative effect of accounting change for the year ended
December 31, 2002, 2001, and 2000 compared to the actual results for the same period is as follows (dollarsin
thousands, except for per share data):

2002 2001 2000
Net loss before extraordinary item and cumulative effect of
ACCOUNtING CNANGE ....vvveeeeieeeees et ees $ (1,510,192) $ (2431,135) $ (1,101,299)
GOOOWIll BMOIiZALION ... — 595,601 323,109
Adjusted net loss before extraordinary item and cumulative
effect of accounting change ........ccceveeeeerreieen e $ (1510192) $ (1.835534) $ (778190
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Net loss per common share before extraordinary item and
cumulative effect of accounting change, basic and diluted:
Reported net loss before extraordinary item and cumulative

effect of accounting change (342 % (6.02 $ (3.42)
GoOodWill 8MOrtiZaLION .......cveeereeieieeeceee s — 1.47 1.00
Adjusted net loss per common share before extraordinary item

and cumul ative effect of accounting change, basic and

QHULED. ... $ (342) ¢ (455 $ (2.42)

6. RESTRUCTURING CHARGES AND ASSET WRITE-DOWNS

On August 8, 2002, the Company entered into a Master Agreement with Level 3 Communications, Inc. (“Level
3”), which amends various agreementsrelated to XO’s acquisition of fiber networks in the United States from Level
3 and the recurring maintenance thereon (the “ Master Agreement”). Beginning on January 1, 2003 and continuing
over the remaining term of the initial agreement, the Company’ s operating and maintenance fees as well as fiber
relocation chargeswill be reduced from approximately $17.0 million annually to afixed rate of $5.0 million
annually. In exchange for this reduction and certain other concessions, effective as of February 11, 2003, the closing
date for the transaction, the Company surrendered its indefeasibl e right to use an empty conduit and six of the 24
fibers previously acquired from Level 3. Because the Company had committed to this plan of disposal and believed
at the time that XO entered into the Master Agreement that consummation of the contemplated transaction was
probable, the Company recorded a $477.3 million non-cash write-down of these assets during the third quarter of
2002. Pursuant to applicable accounting principles, the write-down is based on the book value of the surrendered
facilities and does not reflect the future benefits to be received by the Conpany under the Master Agreement.

During the second half of 2001, the Company implemented a plan to restructure certain of its business
operations. The restructuring plan included reducing the Company’s discretionary spending, capital expenditures
and workforce based on its assessment of current and future market conditions and the divestiture of its European
operations. As aresult of the restructuring plan, the Company recorded $509.2 million of estimated restructuring
charges during the year ended December 31, 2001. The Company continued to restructure its operations, reducing
its workforce by approximately 350 additional employees, the majority of which were employed in network
operations, sales and marketing and information technology, and recorded a $2.9 million restructuring charge rel ated
to involuntary termination severance liabilities in the second quarter of 2002. These employees were notified of their
termination of employment in the second quarter of 2002 and the employment of the majority of the notified
employees was terminated by June 30, 2002. As of December 31, 2002, the remaining restructuring accrual was
$79.0 million, which relates primarily to payments due to landlords on exited leased facilities. The restructuring
accrual has decreased from $125.8 million as of December 31, 2001 primarily due to payments associated with
exited leasad facilities.

7. MARKETABLE SECURITIES

Marketable securities consisted of the following (dollarsin thousands):

December 31,
2002 2001

U.S. Government and agency notes and bonds..................... $ 246,945 $ 242,048
Corporate notes and bonds...........cccceeveveveveneiesececeseesnenn - 266,930
$ 246,945 $ 508978

8. PROPERTY AND EQUIPMENT

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

December 31,
2002 2001
Telecommunications networks and acquired bandwidth............... $ 2,920,819 $ 2,832,878
Furniture, fixtures, equipment, and other...........ccccocverrieneccnenene 656,994 758,022
3,577,813 3,590,900
Less accumulated depreCiation ..........ccoevveeirenieeeenneeeneseseees 1,165,216 795,739
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2,412,597 2,795,161
Network construction-iN-Progress......c.eeeeeeeeeeereeiereeseseeseseseenenns 367,992 947,416
$ 2780589 3§ 3742517

Asdiscussed in note 3, the Company will apply fresh start accounting during the first quarter of 2003, which
will result in asignificant write down of property and equipment and the associated depreciation expensein future
periods. During 2002, 2001 and 2000, depreciation expense was $598.5 million, $447.0 million and $223.8 million,
respectively. During 2002, 2001 and 2000, the Company capitalized interest on construction costs of $11.1 million,
$51.6 million, and $31.0 million, respectively.

As of December 31, 2002, the Company owned a North American inter-city network with a carrying value of
$260.5 million. The inter-city network requires the purchase and installation of optical networking equipment in
order for the fiber to be“lit” and operationally ready for itsintended use. The Company has postponed lighting this
network and in the interim has purchased Level 3 wavelength capacity to provide inter-city transport. As aresult, the
inter-city network has not been placed into service, is not being depreciated and isincluded in network
construction-in-progress as of December 31, 2002.

9. OTHER INTANGIBLES
Intangible assets with definite useful lives consisted of the following (dollars in thousands):

December 31, 2002 December 31, 2001
Gross Gross
Carrying Accumulated Net Book Carrying Accumulated Net Book
Amount Amortization Value Amount Amortization Value
Acquired technology ...... $ 130,515 $ (84,336) $ 46179 $ 141541 $ (56,027) $ 85514
Customer lists........cu..... 123,745 (105,635) 18,110 124,873 (80,845) 44,028
(01115 35413 (26,920) 8,493 48,731 (24.869) 23,862

Total intangible assets.... $ 289,673 $  (216.891) $ 72782 $ 315145 $ (161.741) $ 153.404

Fixed wirelesslicenses... $ 997,942 g (86,110) $911832 $ 997,942 $ (50397) $ 947,545

Asdiscussed in note 3, the Company will apply fresh start accounting during the first quarter of 2003, which
will result in asignificant write down of other intangibles and the associated amortization expense. Amortization
expense for the years ended December 31, 2002, 2001 and 2000 was $101.3 million, $715.7 million and
$393.9 million, respectively. Fixed wireless licenses are amortized when commercial service using the wireless
technology is deployed in the license's geographic area. At December 31, 2002, $635.3 million of the fixed wireless
licenses are being amorti zed.

10. ACCRUED LIABILITIES

Accrued liabilities consisted of the following components (dollars in thousands):

December 31,
2002 2001
Accrued COmMPeNSation ............ccveeeevereererererensennns $ 58,551 $ 73,807
Accrued telecommunications CostS...........ceeveunee. 52,803 40,955
Accrued CONSETUCHION..........ocvueeieiee e, 1,123 27,552
Other accrued liabilities.........coeveeeeeceeieceee, 153,412 198,780

$__265.889 $_341,004

11. LONG-TERM DEBT

As of December 31, 2002, the carrying value of the Company’s long-term debt was $5.2 billion including $3.7
billion in pre-petition senior notes, $0.5billion in pre-petition convertible subordinated notes, and $1.0 billion
outstanding under the Pre-Petition Credit Facility, all of which are classified as current liabilities subject to
compromise The Company ceased making all scheduled interest payments due under the terms of itssenior
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unsecured notes effective December 1, 2001, and its subordinated unsecured notes in February 2002. Consequently,
asof December 31, 2001, the Company wasin default on certain unsecured notes and had triggered cross-default
provisions under the Pre-Petition Credit Facility and the indentures under which all other senior notes were issued,
so the entire $5.2 billion of pre-petition debt was classified as current.

Asdiscussed further in note 2, upon the Company’s consummation of the Plan of Reorganization, all of XO
Parent’ s pre-petition senior notes and pre-petition general unsecured claimswere cancelled in exchange for (i)
4,750,000 shares of New Common Stock, (ii) warrants to purchase shares up to an additional 23,750,000 shares of
New Common Stock (iii) rightsto purchase shares of New Common Stock in the Rights Offering and (iv) a portion
of the cash consideration received by XO Parent from the Investment Termination Payment. Any holders of
pre-petition subordinated notes of XO Parent had their securities cancelled, and received a cash payment from High
River based upon the amount of the Investment Termination Payment that High River would have been entitled to
receive as holder of the loans under the New Credit Agreement and the right to participate in the Rights Offering.
The pre-petition senior notes had interest rates ranging from 9.0% to 12.75% and the interest rate on the pre-petition
convertible subordinated notes was 5.75%.

The Pre-Petition Credit Facility bore interest at the Company’s option, at an alternative base rate, asdefined, or
at the reserve-adjusted L ondon Interbank Offered Rate (“LIBOR”), plus in each case, applicable margins. As
discussed further in note 2, upon the Company’ s consummation of the Plan of Reorganization, the $1.0 billion of
loans under the Pre-Petition Credit Facility were converted into 90.25 million shares of New Common Stock and the
$500.0 million of outstanding principal amount of loans under the New Credit Agreement. The maturity date of the
outstanding principal under the New Credit Agreement is July 15, 2009 and automatic and permanent quarterly
reductions of the principal amount commence on October 15, 2007. The security for the New Credit Agreement
consists of the all assets of XO Parent, including stock of itsdirect and indirect subsidiaries, and all assets of
virtually all of thosesubsidiaries. The New Credit Agreement limits additional indebtedness, liens, dividend
payments and certain investments and transactions, and contains certain covenants with respect to mininum cash
balance and EBITDA (earnings before interest, taxes, depreciation and amortization) requirements and maximum
capital expenditures.

The Company is not required to pay interest accrued on the principal amount under the New Credit Agreement
until it meets certain financial ratios. The Company can elect to begin paying interest in cash prior to the required
date. Loans under the New Credit Agreement bear interest, at the Company’s option, at an alternate base rate, as
defined, or LIBOR, plusin each case, applicable margins. Once the Company beginsto pay accrued interest in cash,
the applicable margins are reduced. Under certain circumstances, the New Credit Agreement permits the Company
to obtain a senior secured facility of up to $200.0 million, subject to reduction in an amount equal to any proceeds
received from the exercise of rightsin the Rights Offering.

During the second half of 2001, in a series of transactions, a subsidiary of the Company paid $201.9 million to
repurchase $557.1 million of the outstanding principal of certain series of the pre-petition senior notes at a
substantial discount to their respective face values. As aresult of these transactions, during the year ended December
31, 2001, the Company recognized an extraordinary gain of $345.0 million, net of unamortized financing costs.

12. REDEEMABLE PREFERRED STOCK

As of December 31, 2002 and 2001, the carrying values of the Company’s pre-petition preferred stock were
$1.7 billion and $1.8 billion, respectively. As discussed in note 2, as aresult of the Company’s emergence from
bankruptcy and consummation of the Plan of Reorganization, the Company’s pre-petition redeemable preferred
stock has been cancelled and discharged and the holders of such securities will receive no distribution under the Plan
of Reorganization.

In conjunction with the implementation of the transactions that ultimately led to the reorganization of the
Company’s capital structure pursuant to the Plan of Reorganization, the Company ceased making all scheduled
dividend payments effective December 31, 2001 and stopped accruing preferred stock dividends subsequent to the
Petition Date. In accordance with SOP 90-7, during the Chapter 11 proceedings, the Company was required to
record its preferred stock at the amount allowed by the Bankruptcy Court. Accordingly, during the second half of
2002, the Company recognized a gain equal to the remaining unamortized balance of a deferred modification fee
and wrote off all issuance costs and discounts related to its preferred stock which resulted in anet gain of $78.7
million.

F-23



During the second half of 2001, in a series of transactions, a subsidiary of the Company paid $88.4 million to
repurchase $301.6 million in liquidation preference of its 14% pre-petition Series A senior exc hangeabl e redeemable
preferred stock and $171.0 million in liquidation preference of its pre-petition 13¥2% Series E senior redeemable
exchangeable preferred stock at a substantial discount to their respective carrying amounts. As aresult of these
transactions, the Company recognized a gain of $376.9 million, net of unamortized financing costs.

13. STOCKHOLDERS' EQUITY

In December 2001, the Company voluntarily delisted itspre-petition Class A common stock from the Nasdag
National Market and began trading on the Nasdag Over-the-Counter Bulletin Board (“OTCBB”) on December 17,
2001 under the symbol “XOXO.” The Company’s pre-petition Class A common stock stopped trading on the
OTCBB as of the Effective Date and the New Common Stock began trading on the OTCBB under the symbol
“XOCM™” shortly thereafter. As discussed in note 2, pursuant to the Plan of Reorganization, all interestsin the
Company’s pre-petition Class A and Class B common stock were terminated as of the Effective Date.

On June 7, 2001, an investment fund affiliated with Forstmann Little invested $250.0 million of cashin the
Company to provide additional funding for general corporate purposes. In exchange for the investment, the
Company issued 50.0 million shares of itspre-petition Class A common stock to the Forstmann Little fund and
amended the terms of outstanding pre-petition convertible preferred stock held by various funds affiliated with
Forstmann Little to reduce the share conversion price from $31.625 to $17.00 per share. The value of the
pre-petition Class A common stock issued at the date the investment closed was $157.5 million. The remaining
$92.5 million, attributed to the pre-petition convertible preferred stock amendment, was recorded as a credit to the
preferred stock balance and was being amortized against the accretion of the preferred stock redemption obligation.
Asdiscussed in note 12, during the second half of 2002, the Company recognized a gain equal to the remaining
unamortized balance of this deferred modification fee.

I'n June 2000, the Company effected two-for-one stock splits of the issued and outstanding shares of pre-petition
Class A and Class B common stock, in the form of stock dividends. The accompanying consolidated financial
statements and the related notes herein have been adjusted retroactively to reflect the two-for-one stock splits.

14. INCOME TAXES

Components of deferred tax assets and liabilities were as follows (dollars in thousands):

December 31,
2002 2001

Deferred tax assets:

Provisions not currently deductible..........c.ccocoovveiiinneninnene $ 123280 $ 41,954

Property, equipment and other long-term assets (net)........... 367,208 348,582

Net operating loss and capital loss carryforwards................. 1,863,336 1313477
Total deferred tax @SSEtS........ccovrerirnenenner e 2,353,824 1,704,013
Valuation alloWanCe ..o (2,028,331) (1,390,017)
Net deferred tax aSSELS........ovvrrererrrrerr s 325,493 313,996
Deferred tax liahilities:

Property, equipment and other long-term assets (net)........... (101,402) (72,108)

Other identifiable iNtangibles ... (222,537) (238,465)

OBNES . (1,554) (3.423)
Total deferred tax [1aDilitIes ... (325,493) (313,996)
Net deferret taXes .......ceoreieeerreeesre s $ — 3 —

The net change in valuation allowance for the year ended December 31, 2002 was an increase of
$638.3 million. The net change in the val uation allowance for years ended December 31, 2001 and 2000 was an
increase of $591.2 million and $521.2 million, respectively.

As of December 31, 2002, the Company has capital loss carryforwards of approximately $0.5 billion and net
operating loss carryforwards of approximately $4.0billion. As discussed in notes 2 and 3, upon consummation of
the Plan of Reorganization during the first quarter of 2003, the Company will recognize a substantial amount of
cancellation of indebtedness income. Accordingly, a substantial portion of the Company’s $4.5 billion of capital and
net operating loss carryforwards are expected to be eliminated. Other tax attributes, including property bases, could
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also be reduced. Any surviving capital or net operating loss carryforwards will be subject to limitations imposed
under the ownership change rulesin the U.S. Internal Revenue Code.

The Company will join with the affiliated group of corporations controlled by Mr. Icahnin filing a consolidated
federal income tax return. As such, the Company entered into a Tax A llocation Agreement with Starfire Holding
Corporation (“ Starfire”), the Parent entity of the affiliated group of corporations controlled by Mr. Icahn. Generally,
the Tax Allocation Agreement provides that Starfire will pay all consolidated federal income taxes on behalf of the
consolidated group that includes XO, and XO will make payments to Starfire in an amount equal to the tax liability,
if any, that it would have if it wereto file as a consolidated group separate and apart from Starfire.

A reconciliation of the Company’s effective income tax rate and the U.S. federal and state tax rate is as follows:

2002 2001
Statutory U.S. federal rate.........ccovvveiennccrenncennnnn, 35.0% 35.0%
State income taxes, net of federal benefit...................... 6.0% 6.0%
Valuation allowance for deferred tax assets.................. (18.3%) (29.4%)
Other identifiable intangibles .........c.occcvivveivcciiici, (22.7%) (11.6%)
EffectiveincometaX rate........ccccoveveerenenienerenennenens — % — %

15. COMPREHENSIVE LOSS

Comprehensive loss includes the Company’s net 1oss applicable to common shares, as well as net unrealized gains
and losses on available-for-sale investments and foreign currency translation adjustments from the Company’s
former European operations, which were sold in February 2002. The following table reflects the Company’s
calculation of comprehensive loss for the years ended December 31, 2002, 2001 and 2000 (dollars in thousands):

Year Ended December 31,
2002 2001 2000

Net loss applicable to common shares .................... $ (3,350,362) $ (1,838917) $ (1,247,655)
Other comprehensive (gains) loss:
Net unrealized holding (gains) losses and
foreign currency translation adjustments........ — 22,556 38,870
Less: Net realized (gains) losses and foreign
currency translation adjustmentstransferred
to current period €arnings..........ccoeeeeeereenne (7.894) 4,891 (206,545)

ComprehenSiVe 0SS ... $ (3.358256) $ (1.811.470) $ (1.415.330)
16. STOCK COMPENSATION ARRANGEMENTS

The Company had an Employee Stock Purchase Plan, (the “Purchase Plan”), under which 12.0 million shares of
Class A common stock were authorized for issuance. The Purchase Plan was suspended in 2001 in connection with
the commencement of XO Parent’ s balance sheet reorganization, and then was subsequently cancelled. As discussed
in note 2, pursuant to the Plan of Reorganization, all interests in the Company’ spre-petition Class A common stock
were terminated as of the Effective Date. Prior to the suspension of the Purchase Plan, eligible employees could
purchase the Company’s pre-petition Class A common shares at 85% of the lower of the average market value of the
Class A common stock on the first and the last trading day of each calendar quarter. Employees who owned 5% or
more of the voting rights of the Company’s outstanding common shares could not participate in the Purchase Plan.
During the years ended December 31, 2001 and 2000, employees purchased 6.3 million and 0.4 million shares of
pre-petition Class A common stock, respectively, under the Purchase Plan.

Prior to the Effective Date, the Company also maintained the XO Communications, Inc. Stock Option Plan (the
“Stock Option Plan™) and certain other equity compensation plans that had been assumed in connection with the
acquisition of Concentric Network (collectively, the “Old Stock Option Plans”) to provide a performance incentive
for certain officers, employees and individuals or companies who provide services to the Company. The Old Stock
Option Plans provided for the granting of qualified and non-qualified stock options. The options became exercisable
over vesting periods of up to four years and expired no later than 10 years after the date of grant.

The Company had authorized 113.0 million shares of pre-petition Class A common stock for issuance under the
Old Stock Option Plans. In May 2001, the Company offered its employees the opportunity to exchange certain
options outstanding under the Old Stock Option Plans for new optionsequal to 85% of the number of shares
tendered. The Company granted the new options on January 17, 2002, the first business day that was six months and
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one day following the closing of this exchange offer. The exercise price of the new options was the last reported sale
price of the pre-petition Class A common stock on the date of that grant, which was $0.14 per share. The new
options were 30% vested on the date of grant and the remaining 70% vest monthly in equal installments over the
following 36-month period until fully vested. As of December 31, 2002, 44.0 million shares were available for
issuance under the Old Stock Option Plans. However, as discussed in note 2 under the Plan of Reorganization, all
interests in the Company’s pre-petition Class A common stock including any options or awards granted under the
Old Stock Option Plans, were terminated and cancelled as of the Effective Date, and holders of such options under
such plans were entitled to no distribution pursuant to the Plan of Reorganization.

The Company recorded approximately $28.9 million, $37.2 million, and $48.3 million of stock-based
compensation expense related to the Old Stock Option Plan for the years ended December 31, 2002, 2001, and 2000,
respectively.

The following two tables summarize information regarding options under the Company’s Old Stock Option
Plan for the last three years:

Number of Weighted
Average
Shares Exercise Price

Outstanding at December 31, 1999 ................ 55,203,534 $ 9.86

Assumed in acqUiSItioN.........ccceeececverianen. 13,086,985 $ 2051

Granted 36,850,732 $ 3517

Canceled (12,590,334) $ 1952

Exercised (11,310,416) $ 6.63

Outstanding at December 31, 2000 ................ 81,240,501 $ 2277

Granted .......oooveeeeeieeieie s 5,909,809 $ 7.72

(49,163,452) $ 2832

(3,677,562) $ 5.36

34,309,296 $ 1391

(1= 101010 I 24,978,119 $ 0.14

(15,053,582) $ 9.97

(35,860) $ 0.01

=——44197.973 $ 737

Exercisable, at December 31, 2000 ................ 16,369,892 $ 1130

Exercisable, at December 31, 2001 ................ 18,902,125 $ 1238

Exercisable, at December 31, 2002 ................ 30,350,882 $ 8.00

OptionsOutstanding Options Exercisable
Weighted
Options Average Weighted Options Weighted
Outstanding Remaining Average Exercisable Average
at December 31, Contractual Exercise at December 31, Exercise
Range of Exercise Prices 2002 Life Price 2002 Price

$0.01 -$0.16 22,929,528 8.6 $ 0.12 13,097,978 % 0.11
$0.25 -$6.25 5,892,586 6.1 $ 4.26 4818112 $ 4.68
$6.28 - $14.06 8,416,102 6.5 $ 9.61 7,521,309 $ 9.39
$14.25 - $66.00 6,959,757 6.9 $ 31.16 4,913,483 $ 30.16
44,197,973 7.6 $ 7.37 30350882 $ 8.00

The Company uses the Black-Scholes option-pricing model to determine the pro forma effect of using the
intrinsic value method rather than the fair value method of accounting for employee stock options. The model uses
certain information, such asthe interest rate on arisk-free security maturing generally at the same time as the option
being valued, and requires certain assumptions, such as the expected amount of time an option will be outstanding
until it is exercised or it expires, to calculate the weighted average fair value per share of stock options granted. This
information and the assumptions used for 2002, 2001, and 2000 are summarized below:

2002 2001 2000
Expected volatility.........ccccrvreeenncrernneicrennene 125.0% 125.0% 77.2%
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Risk free interest rate.........cccovveeeeeveeceeieeereene. 4.0% 4.3% 6.2%

Dividend yield .....cccoevevevrrernenne 0.0% 0.0% 0.0%
Expected life (range in years) 40 4.0 4.0
Weighted average fair value per share at grant

ALE....eeeeeee e $0.11 $5.10 $19.14

In connection with the confirmation of the Company’s Plan of Reorganization, the Bankruptcy Court approved
the adoption of the XO Communications, Inc. 2002 Stock Incentive Plan (the “2002 Stock Incentive Plan”), as of the
Effective Date. Under the 2002 Stock Incentive Plan, the Company is authorized to issue, in the aggregate, stock
awards of up to 17.6 million of shares of New Common Stock, in the form of options to purchase stock or restricted
stock. Non-qualified options to purchase 11.5 million shares of the New Common Stock have been granted and are
outstanding as of March 1, 2003, each at a purchase price of $5.00 per share. Of these options, 25% are vested and
the remainder vest over three years.

The 2002 Stock Incentive Plan is administered by the Compensation Committee of the Company’s Board of
Directors, which has the discretionary authority to determine all matters relating to awards of stock options and
restricted stock, including the sdection of eligible participants, the number of shares of common stock to be subject
to each option or restricted stock award, the exercise price of each option, vesting, and all other terms and conditions
of awards.

Unless the Compensation Committee designates otherwise, all options expire on the earlier of (i) ten years after
the date of grant, (ii) twelve months after termination of employment with XO due to death or complete and
permanent disability, (iii) immediately upon termination of employment by X O for cause, or (iv) three months after
termination of emp loyment by the employee or by XO for other than cause.

17. SUPPLEMENTAL DISCLOSURE OF CASH FLOW DATA

Supplemental disclosure of the Company’s cash flow information is as follows (dollars in thousands):
Year Ended December 31,

2002 2001 2000
Non-cash financing and investing activities were as follows:
Class A common stock, warrants and options issued in
acquisitions and under |ease arrangements...........coeeeerereeeeerennens $ — $ 29,055 $ 3,002,309
Redeemable preferred stock dividends, paid in shares of
redeemable preferred StOCK.........ooerereireinirce e — 86,237 76,671
Accrued redeemable preferred stock dividends, payable in shares
of redeemable preferred StocK ... — 6,524 17,090
Assumption of preferred stock and liabilitiesin acquisitions........... — 8,816 614,027
Conversion of 6¥2% redeemable cumulative preferred stock to
Class A COMMON SEOCK ......cuevemeererinieierrinieeeirisiesesseeeesessisiesesseeeens 35 17,700 93,860
Other obligations assumed............cccoeveeveeieriee s — — 11,119
Cash paid fOr INLEIESL........ccceevirereieeciereeee et $ 11681 $ 313178 $ 331,892

Asdiscussed in note 2, the Company ceased paying dividends and interest on itsredeemable preferred stock and
its senior unsecured notesduring 2001 and its subordinated unsecured notes in February 2002.

Employee Savings and Retirement Plan

At December 31, 2002, the Company had a defined contribution plan, generally covering all full time
employeesin the United States. The Company provides a company match to all eligible employees based on certain
plan provisions and the discretion of the Board of Directors. Beginning November 30, 2001, the Company’s
pre-petition Class A common stock was no longer available as an investment option due to the Company’ s pending
reorganization. Effective April 1, 2002, the Company changed its employer matching contribution from a 100%
matching contribution up to 5% of the participant’s compensation to a 50% matching contribution up to 5% of the
participant’s compensation. Company contributionswere $ 7.0 million, $12.5 million and $8.3 million during 2002,
2001 and 2000, respectively.
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18. OPERATING SEGMENTS
Reportable Segments

The Company operates its business as one communi cations segment. The Company’s communications segment
includes all of its products and servicesincluding data, voice, integrated voice and data, and other services. These
services have similar network operations and technology requirements and are sold through similar sales channelsto
asimilar targeted customer base. Therefore, the Company manages these services as a single segment that is divided
into profit centers that are focused on geographic areas, or markets, within the United States, or that are focused on
customers with a presence across geographical markets.

Products and Services

The Company classifiesits products and services revenues offered by its communications services segment into
voice services, data services, integrated voice and data services, and other services (dollars in thousands):

Year Ended December 31,

2002 2001 2000
VOICE SEIVICES ....uveeeeeciecie e $ 658,453 $ 606,848 $ 386,796
Data SErViCeS.....ocveeeeeierese e 472,247 596,664 331,892
Integrated voice and data services......... 128,048 52,018 2,693
Other services 1,105 3,037 2,445

Total revenue

19. SELECTED QUARTERLY DATA (Unaudited)

Quarterly financial information is summarized in the table below (dollars in thousands, except for share data):
Quarter ended 2002

March 31, June 30, September 30, December 31,

REVENUE ...t $ 333,405 $ 325480 $ 301,526 $ 299,442
COSt Of SEIVICE....eveerereeirrie e 140,367 134,346 126,215 121,996
Loss from operations (@) (b)........ccccvevireiennene (182,663) (176,771) (673,001) (176,463)
Net loss before extraordinary item and

cumulative effect of accounting change ..... (299,028) (346,133) (695,209) (169,822)
NEL10SS (C) cvvvvreeirieneieirieieieieieeeieee e (2,175,654) (346,133) (695,209) (169,822)
Net loss applicable to common shares (d)...... (2,198,480) (286,851) (695,209) (169,822)
Net |oss per common share (basic and

diluted) (€) oo (4.97) (0.65) (1.57) (0.39)

Quarter ended 2001
March 31, June 30, September 30, December 31,

REVENUE......coeiiiriccree e $ 277,307 $ 306,779 $ 331478 $ 343,003
COSt Of SEIVICE....vveeieeeerere e 114,894 122,942 138,100 151,762
Loss from operations (@).........coceeeeeereeicreenennns (358,248) (362,418) (547,285) (681,940)
Net loss before extraordinary item ................ (443,511) (461,116) (734,655) (791,853)
[Nz A Lo Y (o) (443,511) (461,116) (398,917) (782,581)
Net loss applicable to common shares (d)...... (482,552) (500,722) (50,752) (804,891)
Net loss per common share (basic and

diluted) (€) oo (1.31) (1.32) (0.12) (1.84)

a. Inthethird quarter of 2002, loss from operationsincludes anon-cash asset write down totaling $477.3 million resulting from an agreement
with Level 3 to amend various agreementsrelating to the Company’ sLevel 3inter-city fiber network facilities Inthe second quarter of

2001, loss from operations includes restructuring charges totaling $509.2 million associated with plansto restructure certain aspects of the
Company’ sbusiness operations.

b. Lossfrom operationsin the quarters ended March 31, June 30, and September 30, 2002, respectively, reflects the reclassification of
reorganization expense, net to below loss from operations.

c. Inthefirst quarter of 2002, net loss includes a $1,876.6 millionimpairment charge to write-off al of XO’sgoodwill as a cumulative effect
of accounting change, pursuant to SFASNo0.142. In the third quarter of 2001, net loss includes an extraordinary gain of $345.0 million
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resulting from the repurchase of certain of XO' ssenior notes and a write-down of $87.0 million for an other than t emporary decline in the
value of certain investments.

d. Inthe second quarter of 2002, net |oss applicable to common sharesincludes anet gain of $78.7 million as X O’ spreferred stock was
deemed subject to compromise under SOP 90-7 as of the Petition Dat e, requiring the Company to recogni ze the remaining $81.5 million
unamortized balance of itsdeferred modification fee and writeoff certain issuance costsand discounts

e. Thenet loss per share data has been calculated based on the shares outstanding of the Company’ s pre-petition class A and class B
common stock prior to the consummation of itsPlan of Reorganization On the Effective Date of the Company’ s Plan of Reorganization,
al interests in X O’ spre-petition class A and class B common stock weret erminated and all outstanding shares were cancelled See note 2
for further discussion. The net loss per share data has been adjusted for the stock splits effected in 2000 and in prior periods.

20. RELATED PARTY TRANSACTIONS

In February 2003, Dixon Properties, LLC (“Dixon”), which is controlled by Mr. Icahn, acquired ownership of
the building in which XO headquartersislocated in atransaction that was approved by the Bankruptcy Court. XO
currently leases approximately 170,000 square feet of space in that building. In connection with the purchase of the
building by Dixon, it assumed the existing lease agreement. Pursuant to the assumed |ease agreement, XO is
obligated to pay $20.4 million in the aggregate to Dixon through the expiration of theinitial term of the lease, which
is November 30, 2007.

XO Parent has entered into a Tax Allocation Agreement, dated January 16, 2003, between XO Parent and
Starfire, acompany controlled by Mr. Icahn, which in turn indirectly controls Cardiff, in connection with the fact
that it is contemplated that these entities will be filing consolidated federal income tax returns, and possibly
combined returns for state tax purposes. The Tax Allocation Agreement, which was approved by the Bankruptcy
Court in connection with XO Parent’ s Chapter 11 proceedings, establishes the methodology for the calculation and
payment of income taxes in connection with the consolidation of the Company with Starfire for income tax
purposes. Generally, the Tax Allocation Agreement provides that Starfire will pay all consolidated federal income
taxes on behalf of the consolidated group that includes the Company, and the Company will make payments to
Starfire in an amount equal to the tax liability, if any, that it would have if it wereto file as a consolidated group
separate and apart from Starfire.

Arnos, which is owned and controlled by Mr. Icahn, holds approximately 85% of the $500 million in loans
outstanding under the New Credit Agreement. Under the New Credit Agreement, no cash interest payments are
required to be made by the Company until it achieves specified financial targets.

In July 2001, the Company executed a multi-year agreement with Nextel Communications, Inc. (“Nextel”)
pursuant to which XO will provide Nextel telecommunications services. Individuals who served as members of the
Company’s board of directorsprior to the Effective Date of the Company’s Plan of Reorganization also serve on the
board of directors of Nextel. One of these members, Craig O. McCaw, along with his affiliates, held a controlling
voting interest in the Company prior to the Effective Date of the Plan of Reorganization and holds certain
management rights related to hisinvestment in Nextel. Prior to entering into the agreement with Nextel, the
Company participated ina competitive proposal process initiated by Nextel, which included numerous national
telecommunications providers. Therefore, in management’s opinion, the agreement with Nextel was consummated
in the normal course of operations with prices and terms equivalent to those available to, and transacted with,
unrelated parties.

Prior to the Effective Date of the Company’s Plan of Reorganization, certain investment funds affiliated with
Forstmann Little & Co. had a significant equity interest inthe Company and had designated certain individuals to
serve as members of the Company’ s board of directors. Such investment funds and other entities affiliated with
Forstmann Little & Co. also hold a significant equity interest in McLeodUSA (“McLeod”). McLeod provides
interconnection and facilities based telecommunications services to the Company, and the Company provides, on a
limited basis, telecommunications service to McL eod. In addition, during 2001, XO acquired certain unlit metro
network capacity from McL eod to support infrastructure requirements in a specific XO market.

The following table summarizes the Company’s transactions with Nextel and McLeod (dollars in thousands):

Revenue recognized from Paymentsmade for
services provided for the services receivedfor the
year ended December 31, year ended December 31,

2002 2001 2002 2001
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McLeod....... $ 373 $ 7112 $ 1953 $ 8410
Nextd .......... $ 66852 $ 27,599 $ 2745 $ 6,206

The following amounts are outstanding as aresult of the Company’s transactions (dollars in thousands):

Accountsreceivable Accounts payable

asof December 31, asof December 31,

2002 2001 2002 2001
McLeod........ $ 6 3 57 $ 20 $ -
Nextd........... $ 11,219 $ 9,732 $ - % 10

21. COMMITMENTS AND CONTINGENCIES
Operating Commitments

The Company isleasing premises under various noncancel able operating |eases for administrative space,
building access, and other leases, which, in addition to rental payments, require payments for insurance,
mai ntenance, property taxes and other executory costs related to the leases. The |ease agreements have various
expiration dates and renewal options through 2021. The Company also has various noncancelable long-term
contractual obligations associated with maintenance and service agreements.

Future minimum lease commitments required under noncancelable operating leases and contractual obligations
are asfollows (dollarsin thousands):

Operating Other long-term

lease contractual
Year Ending December 31, obligations obligations
$ 62,733 $ 74126
59,045 57,612
55,600 17,574
51,458 14,577
47,334 11,780
LS L 1= (S 232,550 107,277
Total Minimum COMMITMENES .......ooveeeeeeeeeeereeeeeeeeeeeeeereaeees $ 508,720 $ 282946

Rent expense for cancelable and noncancel able leases totaled approximately $76.4 million, $100.1 million, and
$54.6 million for the years ended December 31, 2002, 2001, and 2000, respectively.

Capital Leases

Network assets under capital leases totaled approximately $16.3 million and $27.2 million as of December 31,
2002 and 2001, respectively, and are included in tel ecommunications networks in property and equipment.
Depreciation on leased assets of $2.0 million for the year ended December 31, 2002 is included in depreciation
expense. Future minimum lease payments under capital |ease obligations as of December 31, 2002 are as follows
(dollarsin thousands):

Year Ending December 31,

$ 10,031
2,809

2,668

2,416

1,733

277

19,934

Less: imputed INtEreSt.........ccoevvereeireeee e 4,123
Less: current portion of capital lease obligations.................. 8,629

F-30



Long-term portion of capital lease obligation............... $ 7.182

As of December 31, 2002 both the current portion and long-term portions of the capital |ease obligation are
classified as subject to compromise, in accordance with SOP 90-7.

Legal Proceedings

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

Prepaid Calling Card Tax Matter

On July 26, 2002, the Company was advised by the staff of the Securities and Exchange Commission that it was
conducting an informal inquiry primarily relating to obligations with respect to, and XO's accrual of liabilities for,
specified federal excise and state salestax and similar tax obligations arising in connection with prepaid calling card
services and relating to certain other matters. Sales from prepaid calling card services that are potentially subject to
these taxes accounted for approximately $56 million of total revenues for 1999, when the Company began
providing these services, through June 30, 2002. The Company believes that its accounting for these potential
obligationsis appropriate and that its accruals of liabilities relating to these obligations are adequate.

Unfunded Affiliate Pension Obligation

Asdiscussed in note 2, affiliates of Mr. Icahn hold over 80% of the outstanding New Common Stock of XO
Parent. Applicable pension and tax laws make each member of a plan sponsor’s “controlled group” (generally
defined as entitiesin which thereis at least an 80% common ownership interest) jointly and severaly liable for
certain pension plan obligations of the plan sponsor. These pension obligations include ongoing contributions to
fund the plan, as well as liability for any unfunded liabilities that may exist at the time the plan isterminated. In
addition, the failure to pay these pension obligations when due may result in the creation of liensin favor of the
pension plan or the Pension Benefit Guaranty Corporation, (the “PBGC”) against the assets of each member of the
plan sponsor’s controlled group.

Asaresult of the more than 80% ownership interest in XO Parent by Mr. Icahn’s affiliates, XO Parent and its
subsidiaries will be subject to the pension liabilities of any entitiesin which Mr. Icahn has adirect or indirect
ownership interest of at least 80%, which includes ACF Industries, Inc. (“ACF”), which is the sponsor of certain
pension plans. As most recently determined by the ACF plans' actuaries, pension plans maintained by ACF are
underfunded in the aggregate by approximately $14 million on an ongoing actuarial basis and by approximately
$102 million if those plans were terminated. As amember of the same controlled group, XO Parent and each of its
subsidiaries would be liable for any failure of ACF to make ongoing pension contributions or to pay the unfunded
liabilities upon atermination of the ACF pension plans.

The current underfunded status of the ACF pension plans requires ACF to notify the PBGC if XO Parent or its
subsidiaries cease to be amember of the ACF controlled group. In addition, so long as the Company remains a
member of the ACF controlled group, certain other "reportable events,” including certain extraordinary dividends
and stock redemptions, must be reported to the PBGC.

22. SUBSEQUENT EVENT

Effectiveness of Bankruptcy Plan

The Plan of Reorganization that was confirmed by order of the Bankruptcy Court on November 15, 2002
became effective January 16, 2003, and is discussed in more detail in note 2.
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XO Communicati ons, Inc.
Schedulell - Consolidated Valuation and Qualifying Accounts
For The Years Ended December 31, 2002, 2001 and 2000

Additions
Beginning charged to Ending
(in thousands) Balance expense Reductions Balance
Allowance for doubtful
accounts
2000 $ 7215 $ 21,999 $ (8,215) $ 20,999
2001 $ 20,999 $ 45,757 $ (34,264) $ 32,492
2002 $ 32492 $ 53,631 $ (49,093) $ 37,030
Restructuring accrual
2000 $ 30,935 $ — $ (30,935) $ —
2001 (a) $ — $ 509,202 $ (383,429 $ 125,773
2002 (b) $ 125,773 $ 480,168 $ (526,951) $ 78,990

(8 Only $16.6 millionof the reduction in the 2001 restructuring accrual was for cash payments. The balance was associated with the write
down for the excess of carrying value of asset sto be sold or abandoned and was applied to those assets.

(b) Only $49.7 million of the reduction in 2002 restructuring accrual was for cash payments The balance was associated withthe non-cash
asset write down resulting from an agreement with Level 3 to amend various agreements relating to XO'sLevel 3inter-city fiber network
facilities.
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