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‘Flotida Public Service Commission L
2540 Shumard Oak Blvd.

Tallahassee, FL 32399-0850
OCCOLRA ~TY
Re:  RCN Telecom Services, Inc. Application for Authority to Provide Alternative Local
Exchange Service Within the State of Florida — Expedited Treatment Requested

Dear Ms. Bayo:

Enclosed for filing on behalf of RCN Telecom Services, Inc. (“RCN” or “Applicant”), please
find an original and six (6) copies of RCN’s application for authority to provide alternative local
exchange telecommunications services within the State of Florida. Also enclosed is a check in the
amount of $250.00 to cover the filing fee.

RCN respectfully requests expedited treatment of this Application. Applicant stands poised
to begin construction in the Fort Lauderdale area immediately. Please note that RCN currently holds
a Certificate of Public Convenience and Necessity to provide interexchange telecommunications
service, Certificate No. 4011, and requests that all information from that docket be associated with
the Application as necessary.' Pursuant to Commission Rule No. 25-24.825, RCN will file a Price
List with the Commission prior to providing service.

' The Commission granted interexchange authority to Commonwealth Long Distance in
Docket No. 941278-TI, Order No. PSC-95-0233-FOF-TL., on February 20, 1995. On October
13, 1997, Certificate No. 4011 was amended to reflect a name change from Commonwealth
Long Distance Company to RCN Long Distance Company (Docket No. 970296-TI, Order No.
PSC-97-1244-FOF-TI). By Order No. PSC-99-2436-CO-TP, issued on December 13, 1999 in
Docket No. 991496-TP, the Commission approved a pro forma corporate restructuring and
reassignment of interexchange Certificate No. 4011 to RCN Telecom Services, Inc.
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Blanca S. Bayo
June 1, 2000
Page 2

Please date-stamp the enclosed extra copy of this filing and return in the self-addressed,
stamped envelope provided. Should you have any questions concerning this filing, please do not
hesitate to contact Jennifer Schneider at (202) 424-7742.

Respectfully submitted,
Michael P. Donahue
Counsel for RCN Telecom Services, Inc.
ce: Mr. Tom Williams (PSC)
Mr. Joseph Kahl

Ms. Trudy Longnecker
Ms. Jennifer Schneider

335126.1




, o
** FL.ORIDA PUBLIC SERVICE COMMISSION ** @ &
L s
%N % @
DIVISION OF TELECOMMUNICATIONS 0 N S

BUREAU OF CERTIFICATION AND SERVICE EVALUATION ~&5¢) ¢

APPLICATION FORM o X¢
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AUTHORITY TO PROVIDE o
ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

Instructions

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

Appendix A).

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

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

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

non-refundable application fee of $250.00 to:

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

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

Florida Public Service Commission

Division of Telecommunications

Bureau of Certification and Service Evaluation
2540 Shumard Qak Blvd.

Tallahassee, Florida 32399-0850

(850) 413-6600
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APPLICATION
1. This is an application for v (check one):

(v ) Original certificate (new company).

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

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

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

2. Name of company:

RCN Telecom Services, Inc. {“RCN” or “Applicant”)

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

RCN Telecom Services, Inc.

4. Official mailing address {including street hame & number, post office box, city, state,
zip code):

105 Carnegie Center

Princeton, New Jersey 08540

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

RCN does not currently have an office in Florida. If RCN does establish a Florida

office in the future, RCN will provide this information to the Commission, if the

Commission so requests.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24 810, and 25-24.815 2




10.

Structure of organization:

() Individual ( ) Corporation

(v ) Foreign Corporation () Foreign Partnership
{ ) General Partnership () Limited Partnership
( )} Other

If individual, provide:

Name:___ Not Applicable

Title:

Address:

City/State/Zip:

Telephone No.: Fax No.:

Internet E-Mail Address:

Internet Website Address:

If incorporated in Florida, provide proof of authority to operate in Florida:

(a) The Florida Secretary of State corporate registration number:

Not Applicable

If foreign corporation, provide proof of authority to operate in Florida:
(a) The Florida Secretary of State corporate registration number:

Document No. F99000005463

If using fictitious name-d/b/a, provide proof of compliance with fictitious name
statute (Chapter 865.09, FS} to operate in Florida:

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

RCN is not using a fictitious name-d/b/a.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815 3




11. If a limited liability partnership, provide proof of registration to operate in Florida:

(a) The Florida Secretary of State registration number:

Not Applicable

12. If a partnership, provide name, title and address of all partners and a copy of the
partnership agreement.

Name: Not Applicable

Title:

Address:

City/State/Zip:

Telephone No.: Fax No.:

Internet E-Mail Address:

Internet Website Address:

13. If a foreign limited partnership, provide proof of compliance with the foreign
limited partnership statute (Chapter 620.169, FS), if applicable.

(a) The Florida registration number: Not Applicable

14, Provide F.E.l. Number (if applicable): 23-2472885

15. indicate if any of the officers, directors, or any of the ten largest stockholders have
previously been:

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

explanation.
None of RCN’s officers, directors, or ten largest stockholders have previously

been adjudged bankrupt, mentally incompetent, or found guilty of any felony or of

any crime, nor will any such actions result from pending proceedings.

FORM PSC/CMU 8 {11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815 4




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

The officers and directors of RCN Telecom Services, Inc. are all officers and

directors RCN’s parent company, RCN Corporation. As such, they are also the

officers and directors of the RCN affiliate holding a certificate in Florida, Starpower

Communications, LLC. In addition, RCN holds a certificate to provide interexchange

telecommunications services (Please see answer to 17{a) for further detail).

16. Who will serve as ligison to the Commission with regard to the following?
(a) The application:

Name: Michael P. Donahue/Jennifer A. Schneider

Title: Counsel for the Applicant; Swidler Berlin Shereff Friedman, LLP

Address: 3000 K Street NW, Suite 300

City/State/Zip: Washington, DC 20007
Telephone No.: (202) 424-7742 Fax No.:._ (202) 424-7645

Internet E-Mail Address:___ jaschneider@swidlaw.com

Internet Website Address: www.swidlaw.com

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

Name: Trudy M. Longnecker

Title: Tariff & Compliance Manager

Address: 105 Carnegie Center

City/State/Zip: Princeton, New Jersey 08540

Telephone No.: (609)734-4533 Fax No.: {609)734-3784

Internet E-Mail Address: __ trudy.longnecker@rcn.net

Internet Website Address: www.rcn.net

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815 5




17.

{c) Complaints/Inquiries from customers:

Name:__Customer Service Line

Title:

Address: 105 Carnegie Center
City/State/Zip: Princeton, New Jersey 08540
Telephone No.: 800-746-4726 Fax No.:

Internet E-Mail Address:_ custrel@rcn.com

Internet Website Address: www.rcn.net

List the states in which the applicant:
(a) has operated as an alternative local exchange company.

The RCN companies are in the process of a pro forma corporate restructuring.

Prior to the restructuring, RCN Telecom Services, Inc. held no certificates to operate

as a local exchange carrier. Rather, subsidiaries of RCN held individual certificates

from various states. The restructuring will create one entity, RCN Telecom Services,

Inc., the Applicant, which will hold most of the certificates to provide local exchange

service. Further information concerning the restructuring may be found in

Commission Docket No. 991496-TP. Because the restructuring is not yet complete

at this time, RCN as well as its subsidiaries hold certificates and operate as

telecommunications providers. Upon completion, RCN will hold most certificates of

authority and provide service. At the time of this Application, RCN orits subsidiaries

operate as local exchange companies in the following states: California, District of

Columbia, lllinois, Maryland, Massachusetts, New Jersey, New York, Pennsylvania

and Virginia.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos, 25-24.805,
2524 810, and 25-24.815 6




(b) has applications pending to be certificated as an aiternative local exchange
company.

Neither RCN nor its subsidiaries have applications pending to be certificated

as local exchange companies.

(c) is certificated to operate as an alternative local exchange company.

RCN or its subsidiaries hold certificates to operate as local exchange companies

in the following states: Arizona, California, Connecticut, Delaware, District of

Columbia, lllinois, Maine, Maryland, Massachusetts, New Hampshire, New Jersey,

New York, Nevada, Oregon, Pennsylvania, Rhode Island, Vermont, Virginia and

Washington.

(d) has been denied authority to operate as an alternative local exchange company and
the circumstances involved.

Neither RCN nor its subsidiaries have been denied authority to operate as a

local exchange company.

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

Neither RCN nor its subsidiaries have had regulatory penailties imposed for

violations of telecommunications statutes.

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

Neither RCN nor its subsidiaries have been involved in civil court proceedings

with an interexchange carrier, local exchange company or other telecommunications

entity.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815 7




18. Submit the following:

A. Financial capability. Please see Exhibit 1.
The application should contain the applicant's audited financial statements for the
most recent 3 years. If the applicant does not have audited financial statements, it shall so
be stated.

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

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

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

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

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

2. written explanation that the applicant has sufficient financial capability to maintain the
requested service. Please see Exhibit 1.

3. written explanation that the applicant has sufficient financial capability to meet
its lease or ownership obligations. Please see Exhibit 1.

B. Managerial capability. give resumes of employees/officers of the company that would
indicate sufficient managerial experiences of each. Please see Exhibit 2.

C. Technical capability: give resumes of employees/officers of the company that would
indicate sufficient technical experiences or indicate what company has been
contracted to conduct technical maintenance. Please see Exhibit 2.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24 805,
25-24.810, and 25-24.815 8
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** APPLICANT ACKNOWLEDGMENT STATEMENT **

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

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

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

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

UTILITY OFFICIAL

W/éﬁ 6/1/00

Signature Date
President & Chief Operating Officer 609-734-3700

Title Telephone No.

Address:__105 Carnegie Center 609-451- 8432

) Fax No.

Princeton, New Jersey 08540

ATTACHMENTS:

A - CERTIFICATE SALE, TRANSFER, OR ASSIGNMENT STATEMENT
B - INTRASTATE NETWORK
C - AFFIDAVIT

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815




** APPENDIX A **

CERTIFICATE SALE, TRANSFER, OR ASSIGNMENT STATEMENT*

1, (Name)

(Title) of (Name of Company)

and current holder of Florida Public Service Commission Certificate Number #

, have reviewed this application and join in the petitioner's request for a:

( ) sale *Not applicable. RCN is applying for original authority.
{ ) transfer
( ) assignment

of the above-mentioned certificate.

UTILITY OFFICIAL:

Signature Date
Title Telephone No.
Address:

Fax No.

FORM PSC/CMU 8 (11/35})
Required by Commission Rule Nos. 25-24 805,
25-24.810, and 25-24.815 10




** APPENDIX B **

INTRASTATE NETWORK (if available)

Chapter 25-24.825 (5), Florida Administrative Code, requires the company to make
available to staff the alternative local exchange service areas only upon request.

1. POP: Addresses where located. and indicate if owned or leased.

1)_To be determined 2)

3) 4)

2. SWITCHES: Address where located, by type of switch, and indicate if
owned or leased.

1)_To be determined 2)

3. TRANSMISSION FACILITIES: POP-to-POP facilities by type of facilities
(microwave, fiber, copper, satellite, etc.} and indicate if owned or leased.

POP-to-POP OWNERSHIP

1)__To be determined

2)

3)

4)

FORM PSC/CMU 8 {11/95)
Required by Commission Rule Nos. 25-24.805,

25-24.810, and 25-24.815 11
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** APPENDIX C **

AFFIDAVIT

By my signature below, 1, the undersigned officer, attest to the accuracy of the
information contained in this application and attached documents and that the
applicant has the technical expertise, managerial ability, and financial capability to
provide altemnative local exchange company service in the State of Florida. | have read
the foregoing and declare that, to the best of my knowledge and belief, the information
is true and correct. | aftest that | have the authority to sign on behalf of my company and
agree to comply, now and in the future, with all applicable Commission rules and
orders.

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

UTILITY OFFICIAL;

6/1/00
g Ty
Signature Date
President & Chief Operating Officer 609+734~-3700
Title Telephone No.
Address: 105 Carnegie Center 0] - A51- 8637
Fax No.

Princeton, New Jersey 08540

FORM PSC/CMU 8 {11/85)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



EXHIBITS

EXHIBIT 1 Financial Qualifications and Audited Financial
Statements for the Past Three Years
EXHIBIT 2 Managerial and Technical Qualifications

EXHIBIT 3 Certificate of Authority to Transact Business

FORM PSC/CMU 8 (11/85)
Required by Commissicn Rule Nos. 25-24.805,
25-24 810, and 25-24.815



EXHIBIT 1

FINANCIAL QUALIFICATIONS AND AUDITED FINANCIAL STATEMENTS FOR THE
PAST THREE YEARS

RCN Telecom Services, Inc. is financially qualified to provide and maintain its
telecommunications services throughout the State of Florida. In particular, Applicant has
adequate access to the financing and capital necessary to conduct its telecommunications
operations as specified in this Application. RCN will rely upon the financial resources of its
parent company, RCN Corporation, to provide capital investment and to fund any operating
costs during its initial phase of operations. RCN Corporation will finance RCN's initial
operations and will continue to provide financial support to RCN so long as RCN requires
additional capital and resources to complete its network and construct facilities.

RCN will also rely on its parent company’s existing personnel and technological
resources to procure, install and operate facilities and services, and to hire and train
additional personnel which may be required to exercise competently and effectively the
additional service authority requested by this Application. [n support of RCN'’s application,
attached hereto are copies of RCN Corporation’s audited financial statements for the past
three years. The exhibit is offered to demonstrate Applicant’s financial ability to provide
the proposed services. With the resources of RCN Corporation, RCN possesses the sound
financial resources necessary to effectively procure, install, and operate the facilities and
services requested in this Application.

RCN attaches the10-K's of its parent, RCN Corporation, for the years 1997, 1998
and 1999.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24 805,
25-24.810, and 25-24.815 14
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FORM 10-K
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

{X) ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d}
OF THE SECURITIES EXCHANGE ACT OF 1934 (FEE REQUIRED)

For the fiscal year ended December 31, 1999

( ) TRANSITION REPORT PURSUANT TO SECTION 13 OR 15{(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 (NO FEE REQUIRED}

Commission File No. 0-22825
RCN CORPCRATION
(Exact name of registrant as specified in its charter)

Delaware 22-3498533
{State or other jurisdiction of (I.R.S. Employer
in¢orporation or organization) Identification No.)
105 Carnegie Center, Princeton, New Jersey 08540
(Address of principal executive offices) {Zip Code}
Registrant's telephone number including area code: 609-734-3700
Securities registered pursuant to Section 12(b) of the Act: None

Securities registered purszuant to Section 12(g) of the Act:

Common Stock, par value 3$1.00 per share
{Title of Class)

Indicate by check mark whether the registrant (1) has filed all reports required
to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.

X Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405
of Regulation S-K is not contained herein, and will not be contained, to the
best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. (X)

Number of shares of the Registrant's Stock ($1.00 par value) outstanding at
February 29, 2000

78,114,501 Common Stock

Aggregate market value of Registrant's voting stock held by non-affiliates at
February 29, 2000 computed by reference to closing price as reported by NASDAQ
for Common Stock ($59.88 per share)

$2,811,922,404 Common Stock
Documents Incorporated by Reference

1. Proxy Statement for 2000 Annual Meeting of Shareholders is incorporated by
reference into Part I and Part III of this Form 10-K.




PART I

Some of the statements made by RCN in this 10-K are forward looking in nature.
Actual results may differ materially from those projected in forward-lecoking
statements as a result of a number of factors. We believe that the primary
factors include, but are not limited to uncertainties relating to economic
conditions, acquisitions and divestitures, government and regulatory policies,
the pricing and availability of equipment, materials, inventory and programming,
our ability to develop and penetrate existing and new markets, technological
developments and changes in the competitive environment in which we operate.
Additional information concerning these and other impeortant factors can be found
in our filings with the Securities and Exchange Commigsion. Statements in this
release should be evaluated in light of these important factors.

item 1. BUSINESS
Overview

We are the nation's first and largest single-scurce facilities-based provider
of bundled local and long distance phone, cable television and high-speed
Internet services to the densest residential markets in the country. We are
currently delivering broadband services over our Megaband(tm) Network and
designing and building our network on both the East and West coasts as well as
in Chicago. In addition, we are a leading Internet Service Provider ("ISP") in
our markets. We offer individuwal or bundled service options, superior customer
service and competitive prices. We are also constructing our networks with
significant excess capacity in order to accommodate expanded services in the
future. We intend to expand the services provided to our customers through
strategic alliances and opportunistic development of complementary products.
In addition, we intend to use the excess capacity in our fiber optic networks
to provide services to commercial customers located on or near our networks.

Our Megaband{tm} Network is a unique broadband fiber-optic platform capable of
offering a full suite of communications services including fully featured
voice, video and high-speed Internet to residential customers. The network
employs SONET ring backbone architecture, and localized nodes built to ensure
that our state-of-the-art fiber optics travel to within 200 feet of our
customers, with fewer electronics and lower maintenance costs than existing
local networks. Our high-capacity local fibex-optic networks target densely
populated areas comprising 44% of the US residential communications market
spread over just 6% of its geography. Additional information can be found at
www . RCN.com.

Our initial fiber optic networks have been established in selected
markets in the Boston to Washington, D.C. corridor, including New York City,
and also in the San Francisco Bay area. In addition, we have recently entered
into agreements that will allow us to establish and expand our advanced fiber
optic netwerks in the Los Angeles and Chicago areas. We are typically building
the first true local network to compete with the aging infrastructure of the
incumbent service providers in our markets. In the Boston market we operate
our advanced fiber optic network through a joint venture with NSTAR
Communications, Inc. or "NSTAR" or "Boston Edison Company" or "BECO". Currently,
we own 76.86% interest in and manage the joint venture. Prior to the close of
business on December 31, 1999, we owned 53.88%. The joint wventure is
accounted for on a consolidated basis. In the Washington, D.C. market, we are
developing an advanced fiber optic network through a joint venture named
Starpower with Pepco Communications, L.L.C., ("PEPCO") an indirect wholly owned
subsidiary of Potomac Electric Power Company. We own 50% of Starpower and Pepco
Communications owns 50% and it is accounted for under the equity method of
accounting. We believe that these joint ventures provide us with a number of
important advantages. For example, we are able to access rights-of-way of our
joint venture partners and use their existing fiber optic facilities. This
allows us to enter our target markets quickly and efficiently and to reduce the
up-front costs of developing our networks. In additicn, our joint venture
partners provide us with access to additional assets, equity capital and
established customer bases.
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We also benefit from our relationship with our largest shareholder, Level 3
Communications, Inc., and from the experience gained by certain of our key
employees who participated in the operation and development of other telephone,
cable television and business ventures, including MFS Communicaticns Company,
Inc.

Because we deliver a variety of services, we report the total
number of our various service connections purchased for local telephone, video
programming and Internet access rather than the number of customers. For
example, a single customer who purchases local telephone, video programming
and Internet access counts as three connections. Since we view long distance
as a complementary product we do not currently include customers of our long
distance as connections. See "Connections." As of December 31, 1999, we had
approximately 947,000 connections which were delivered through a variety of
our owned and leased facilities including hybrid fiber/coaxial cable systems,
a wireless video system and advanced fiber optic networks. NAs of that date,
we had approximately 223,000 total connections attributable to customers
connected to advanced fiber optic networks [("on-net" connectionsg) and had
approximately 724,000 connections attributable to customers served through
other facilities ("off-net™ comnnections).

We have extensive operating experience in both the telephone
and video industries and in the design, develcpment and construction of
telecommunications facilities. Our experience provides us with expertise in
systems operation and development, and gives us an established infrastructure
for customer service and billing for both voice and video services and
established relationships with suppliers of equipment and video programming.
In addition, our management team and board of directors benefit from experience
gained when they managed C-TEC Corporation ("C-TEC"), which, prior to September
30, 1997, owned and operated our company. C-TEC has over 100 years of experience
in the telephone business and nearly 25 years of experience in the cable
television business. Both C-TEC and certain members of management also have
extensive experience in the design and development of advanced
telecommunications facilities.

We seek to exploit competitiwve opportunities in selected
markets where population density, favorable demographics and the aging
infrastructure of the incumbent service providers' network facilities combine
to create a particularly attractive opportunity to develop advanced fiber
optic networks. We continue to construct network facilities within the Boston-
to-Washington, D.C. e¢orridor. We believe that our experience in the Northeast
will provide us with a key strategic advantage as we enter markets in the San
Francisco-to-San Diego corridor and in Chicage.

Business Strateqy

Our goal is to become the leading provider of communications
services to residential customers in our target markets by pursuing the
following key strategies:

Exploit the "Last Mile" Bottleneck in Existing Local Networks:
Existing local networks are typically low capacity, single service facilities
without the bandwidth for multiple or new services and revenue streams.
Investment in the local network or "last mile" has not generally kept pace
with other industry and technological advances. In our target markets, we
seek to be the first operator of an advanced fiber cptic network offering
advanced communications services to residential customers.

Continue Construction of Advanced Fiber Optic Networks: OQur
advanced fiber optic networks are designed with sufficient capacity to meet
the growing demand for high speed, high capacity, voice, wvideo and data
services. Our networks also have a significant amount of excess capacity
at relatively low incremental cost which will be available for the
introduction of new products. We believe that our high capacity advanced fiber
optic networks provide us with certain competitive advantages such as the
ability to offer bundled services and the opportunity to recover the cost of
our network through multiple revenue streams. In addition, our networks
generally provide superior signal gquality and network reliability relative to
the typical networks of the incumbent service providers.
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Leverage our Network and Customer Base: We are able to leverage
our network by delivering a broad range of communications products and by
focusing on high density residential markets. This bandwidth capacity and
home density allows us to maximize the revenue potential per mile of
constructed network. We believe we can further exploit our network capacity
and customer base by exploring opportunities to deliver new products and
services in the future, including complementary commercial and wholesale
products and services.

Offer Bundled Voice, Video and Data Services with Cuality
Customer Service: We coffer our customers a single-source package of
competitively priced voice, video and data services, individually or on a
bundled basgis, with quality customer service. By connecting customers to our
own network, we improve our operating economics and have complete control over
our customers' experience with us. We believe that the combination of bundled
communications services and quality customer care that we provide is superior
to services that are typically available from most incumbent telephone, cable
or other service providers.

Continue to Use Strategic Alliances: We have been able to enter
markets quickly and efficiently and to reduce the up-front capital investment
required to deploy our networks by entering into strategic alliances with
companies such as Boston Edison Company, Pepco Communications, Level 3,
Qwest, MCl/WorldCom and Southern California Edison. By establishing
relationships with these companies, we are able to take advantage of their
existing extensive fiber optic networks and other assets, and our own existing
cable television infrastructure, to expedite and reduce the cost of market entry
and business development. We will continue to evaluate other strategic
alliances in our existing markets and our developing markets.

Network Development and Financing Plan

Because our network development plan involves relatively low fixed
costs, we are able to scheduile capital expenditures to meet expected
subscriber growth in each major market. Our principal fixed costs in each
such market are incurred in connection with the establishment of a video
transmission and telephone switching facility. To make each market
economically wviable, it is then necessary to construct infrastructure to
connect a minimum number of subscribers to the transmission and switching
facility. We phase our market entry projects to emsure that we have
sufficient cash on hand to fund this construction.

Based on ocur current growth plan, we expect that we will
require a substantial amount of capital to expand the develcpment of our
network and coperations into new areas within our larger target markets. We
need capital to fund the construction of our advanced fiber optic networks,
upgrade our hybrid fiber/coaxial plant and fund operating losses and repay our
debts. We currently estimate that our capital requirements for the period from
January 1, 2000 through 2001 will be approximately $3.6 billion, which include
capital expenditures of approximately $1.4 billion in 2000 and approximately
$1.6 billion in 2001. These capital expenditures will be used principally to
fund additicnal construction of our fiber optic network in high density areas
in the Boston, New York City, Washington, D.C. and San Francisco Bay area
markets as well as to expand into new markets (including selected markets in
the western United States) and to develop our information technology systems.
These estimates are forward-looking statements that may change if
circumstances related to construction, timing of receipt of regulatory
approvals and opportunities to accelerate the deployment of our networks do
not occur as we expect. In addition to our own capital requirements, our
joint venture partners are expected to contribute approximately $350 willion,
of which approximately $265 million has been contributed, to the joint
ventures through 2001 in connection with development of the Boston and
Washington, D.C. markets.




In order to facilitate growth beyond 2000, we expect to supplement
our existing available credit facilities and operating cash flow by continuing
to seek to raise additional capital to increase our network coverage and pay
for other capital expenditures, working capital, debt service requirements and
anticipated further operating losses. We may seek sources of funding from
vendor financing, public offerings or private placements of equity and/or debt
securities, and bank loans.

RCN Services

We provide a wide range of local and long distance telephone,
video programming and data services, both individually and in bundled service
options.

We provide these services through a range of facilities
including our advanced fiber optic networks in New York City, Boston and
Washington D.C. areas, California, a wireless video system in the New York City,
our hybrid fiber/coaxial cable systems in the states of New York (outside New
York City), New Jersey and Pennsylvania. We also provide, o¢n a limited basis,
resale local and long distance telephony services.

Connections. The following table summarizes the development of
our subscriber base:

As of

12/31/98 3/31/99 6/30/99 9/30/99 12/31/99
On-Net Service Connections:
Ve =50 9 0000000 vo00000o009a0anac 30,Be8 40,215 49,539 56,209 62,733
Video.......... . et a e 86, 349 99,098 110,565 120,353 138,577
BP0 0 cao0bnooconcocn00cnocaaa0 6,167 9,922 13,024 17,985 21,654
Subtotal On-Net............. ... 123,393 149,235 173,128 124,547 222,964
Off -Net :
WYeiEIoencoonoocoanononaocoonaco 65,022 €0,004 54,917 48,271 46,986
Wis290 0 a0aoooabonoocoanc 0000000 175,313 170,323 ‘165,523 164,859 153,627
2 \ncoonoconooconnoccnnaconoo0aao 491,&33 506,18C 508,992 535,107 523,728
Subtotal Off-Net................ 731,968 736,507 729,432 748,237 724,341
Total Service Connections....... 855,361 B85, 742 902,560 943,784 947,305
Homes Passed........viusuavavaaas 304,505 350,733 427,843 550,771 713,823
Marketable Homes................ 270,406 301,546 361,015 449,112 551,006

Becausge we deliver a variety of services to our customers, we

quantify our customer activity by the number of individual local telephone,
video programming or Internet access services, or "connections'", purchased.
Consequently, a single customer purchasing local telephone, video programming
and Internet access counts as three connections.

We classify connections in the "Off-Net" category until the
relevant facilities are capable of providing voice, video and data services,
including local telephone service, through an RCN switch.

"Qff-Net-Voice" figures in the table above represent resold
local phone service provided to customers not connected to the advanced fiber

optic networks.

"Off-Net-Video" figures in the table above include at December 31, 19%9
approximately 32,000 wireless connections and approximately 4,000 wireline video
connections serving the University of Delaware.



Ags of December 31, 1999 we had approximately 135,000 homes passed and
approximately 122,000 basic subscribers connected to our hybrid fiber/coaxial
cable system in the New York, New Jersey and Lehigh Valley service areas.

In areas served by our joint ventures in the Greater Boston and
Washington, D.C. areas, the subscribers are customers of the relevant joint
venture and are fully included in the connections reflected in the table above.

We report marketable homes, which represent that segment of homes
passed to which are marketing our entire line of advanced fiber optic network
products. The distinction between homes passed and marketable homes recognizes
our transition from constructing our network in initial markets to providing
services to customers that have ordered our services.

Set forth below is a brief description of our services:

Voice. We offer full-featured local exchange telephone service,
including standard dial torne access, enhanced 911 access, operator services
and directory assistance. We compete with the incumbent local exchange
providers and competitive local exchange carriers ("CLECs"}). In addition, we
offer a wide range of value-added-vertical services, including call forwarding,
call waiting, conference calling, speed dial, calling card, 800-numbers and
voice mail. We also provide Centrex service and asscociated features. Our local
telephone rates are generally competitive with the rates charged by the
incumbent providers. At December 31, 1599, we had approximately 63,000 telephone
gservice connections on our advanced fiber optic networks and approximately
47,000 customers for resold telephone service. We also provide competitively
priced long distance telephone services, including outbound, imbound, calling
card and operator services. These services are offered to residential and
business customers.

Video Services. We offer a diverse line-up of high quality
basic, premium and pay-per-view video programming. Depending on the system, we
offer from €60 to 150 channels. Our basic video programming package provides
extensive channel selection featuring all major cable and broadcast networks.
Our premium services include HBO, Cinemax, Showtime and The Movie Channel, as
well as supplementary channels such as HBO Plus, HBO Signature and Moremax.
In Demand PPV, available on our advanced fiber optic networks, uses the latest
"impulse® technology allowing convenient impulse pay-per-view ordering of the
latest hit movies and special events instantly from the customer's remote.
"Music Choice" offers 31-45 different commercial-free music channels delivered
to the customer's stereo in digital CD gquality sound.

Ag of December 31, 1999, we had approximately 139,000 subscribers for
our video programming services provided over advanced fiber optic networks. As
of such date, we also had approximately 32,000 connections attributable to the
wireless video system and approximately 122,000 connections attributable to
the hybrid fiber/coaxial cable systems.

Internet Access and Data Transmission. We operate as an
Internet service provider under the RCN.com brand name. We focus on serving
individuals and businesses through a network of our owned points of presence
{("POPs") which are connected to our advanced fiber optic network. Our primary
service offerings are S6K dial-up and high-speed cable modem access.
We also sell commercially oriented private line point-to-peoint data transmission
services such as DS-1 and OC-3 and a range of wel page and server hosting
services. Our subscribers use their RCN accounts to communicate, retrieve
and publish information on the Internet. We believe that we are the largest
regional provider of Internet services in the Northeast United States. As of
December 31, 1899, we had approximately 545,000 Internet subscribers.




Migration of Customers to Advanced Fiber Networks

We provide wireless video services to customers located near
our advanced fiber optic¢ network in New York City and dial-up Internet services
to acgquired subscribers. We have also actively marketed resold telephone
service in the past. Our goal is to extend our advanced fiber optic network to
service many of those customers. As our advanced fiber optic network is extended
into these areas or buildings, customers receiving wireless wvideo service in New
York City are switched to the advanced fiber optic network from the wireless
video network. The wireless video equipment is then used to provide services to
other customers in off-network premises. Similarly, as the advanced fiber optic
network is developed, voice and data customers are switched to the advanced
fiber optic network from resale and dial-up accounts, The gwitch to our network
allows us to gain additional revenue and higher margins from originating and
terminating access fees and to control the related services and service gquality.

Strategic Relationships and Facilities Agreements

We have entered into a number of strategic alliances and
relationships which allow us to penetrate the telecommunications services
market early and to reduce the cost of entry into our markets. We expect to
continue to pursue potential opportunities from entering inte strategic
alliances to facilitate network expansion and entry inte new markets.

Southern California Edison

We have an agreement with Southern California Edison ["SCE"} that will
help us utilize SCE's existing fiber backbone and consgtruction expertise to
expedite our entry and expansion into the greater Los Angeles area. The
agreement will enable us to reach 1.5 million households in an area with a
density of more than 200 homes-per-mile of plant.

The general agreement calls for SCE to install communications cable
for us in areas where we secure municipal franchises. In addition, Edison
Carrier Sclutions, SCE's division that provides wholesale telecommunications
services, will provide transport for cur telecommunications traffic over the
Edison Carrier Solutions' high-speed network.

BECCO Joint Venture

In 1996 RCN and the Boston Edison Company, through
wholly-owned subsidiaries, formed a joint venture to use 126 fiber miles of
BECC's fiber optic network to deliver our comprehensive communications package
in Greater Boston. A joint venture agreement provided for the organization
and operation of RCN-BECOCOM, LLC, an unregulated entity with a term
expiring in the year 206C¢. RCN-BECOCCM is a Massachusetts limited liakility
company organized to own and operate an advanced fiber optic telecommunications
network and to provide, in the market in and around Boston, Massachusetts,
voice, video and data services. Prior to the cleose of business at December 31,
1999 we owned 53.88% of the equity interest in RCN-BECOCOM and BECO cowned the
remaining 46,12% interest, This joint venture with BECO is reflected in our
financial statements on a consolidated basis.

Pursuant to an exchange agreement petween BECO and RCN, BECC has the
right, from time to time, to convert portions of its ownership interest in
RCN-BECOCOM into shares of our common stock, based on an appraised value of such
interest. Sharesa issued upon such exchanges are issued to NSTAR Communications
Securities Corporation ("NSTAR Securities®}. In 1%%9, BECO and the Company
entered into two exchange transactions pursuant to which BECO converted a
portion of its ownerxrship interest into RCN common stock which was issued to
NSTAR Securities. Prior to such exchange transactions, BECO owned a 49% interest
in the joint venture. On February 19, 1999, BECO exchanged a portion of its
interest for 1,107,539 shares of RCN common stock. Such portion of the interest
was valued as of January 15, 1998, On December 31, 19%9, BECO exchanged a
further portion of its interest for 2,589,543 shares of RCN common stock.

Such portion of the interest was valued as of May 27, 1999. Following such
exchanges, BECO retains a 23.14% sharing ratio in the joint wventure, and the
right to invest as if it owned a 49% interest. Such investment percentage will
decrease to the extent NSTAR Securities disposes of such RCN common stock.




We expect to benefit from our ability to use BECO's large fiber
optic network, its focus on innovative technology, its sales and marketing
expertise and its reach into the Boston market. In the future, the venture may
expand into energy management and property monitoring services. Starting in
Boston, the joint venture partners have expanded into surrounding markets,
including the cities of Arlington, Somerville and Newton, Massachusetts. B&As a
result of our access to the extensive BECO network, our reliance on and use of
MFS/WorldCom facilities in Boston has been reduced significantly.

Starpower Joint Venture

In 1997, RCN Telecom Services, Inc., one of our subsidiaries,
and Potomac Capital Investment Corporation ("PCI"), a wholly-owned subsidiary
of Potomac Electric Power Company, formed a joint venture to construct, own,
lease, operate and market a communications network to provide voice, video, data
and other communications services to residential and commercial customers in the
greater Washington, D.C., Virginia and Maryland area. Starpower is an
unregulated limited liability company with a perpetual term. We own 50% of the
equity interest in Starpower and Pepco Communications owns the remaining 50%
interest. Starpower is reflected in our financial statements under the equity
method of accounting.

Miscellaneous Facilities Agreements

We have also entered into agreements which have helped us
accelerate network develcopment, including fiber agreements entered into with
MFS/WorldCom. MFS/WorldCom owns or has the right to use certain fiber optic
network facilities in the Boston, Massachusetts and New York City markets.
Under the fiber agreements, MFS/WorldCom agreed to construct and provide
extensions connecting the fiber optic facilities to buildings we designated.
We are also able to use certain dedicated fibers in those facilities, except
that we may not use the facilities to deliver telephone services to commercial
customers.

We have alsc entered intc jeoint construction agreements with Level 3.
The agreements will allow us to deploy additional networks in Boston and New
York faster and at a lower cost. We alsc have entered into a letter of intent
with Level 3 for Level 3 to provide us with cross-country capacity to allow our
customers to connect to major Internet connection points in the United States.
This gives us the ability to negotiate peering agreements that will allow the
exchange of traffic as a Tier I operator.

In June 1998, we entered into an agreement with Qwest
Communications for Qwest to provide us with capacity in its regional backbone
of fiber lines to connect to our local networks from Boston to Washington, D.C.

In December 1999 we announced the approval of an agreement with SKANSKA
USA, Inc. ("SKANSKA"). Under the contract SKANSKA will initially provide
management services to include construction oversight for the installation of
the cable television, telephony and data communications' infrastructure in many
of our current and targeted markets. Stuart E. Graham, President of SKANSKA,
is a member of the Board of Directors of RCN. A competitive bidding process was
conducted prior to such agreement. We believe that the agreement has been
reached on terms no less favorable than could have been obtained in any arms
length negotiation.




Recent Transactions

In August 1999, we acquired Direct Network Access, Ltd. ("DNAI"),ocne
of the Bay Area's largest independent 1ISP. We acquired DNAI for approximately
53.4 million in cash and shares of our common stock with a fair value at the
time of issuance of approximately $6.8 million.

In July 1999, we acquired Brainstorm Networks, Inc. ("Brainstorm"),
a leading independent ISP that provides dedicated and DSL sgervices. We
purchased Brainstorm for approximately $2.9 million in cash and shares of ouxr
common stock with a fair wvalue at the time of issuance of approximately $11.6
million.

In April 1999, we acgquired a 47.5% ownership interest in JuniorNet
Corporation {"JuniorNet"}. We purchased the ownership interest for
approximately %47 million in cash. Concurrent with that transaction, JuniorNet
purchased our Lancit Media subsidiary ("Lancit"} for approximately $25 million
in cash. We acquired Lancit in June 1998 for approximately $0.4 million in cash
and shares of our common stock with a fair value at the time of issuance of
approximately $7.4 million. In February 2000, We made a $5 million loan to
Juniornet in the form of a convertible bridge loan.

We have entered into a definitive agreement with respect to the
acquisition of 21st Century Telecom Group, Inc. ("2ist Century"}. 21st Century
is an integrated, facilities-based communications company, which seeks to be the
first provider of bundled voice, wideo and high-speed Internet and data services
in selected midwestern markets beginning in Chicago.

Significant Private Investments

In October 1999, Vulcan Ventures Incorporated {"Vulcan"), the
investment organization of Paul G. Allen, agreed to make a $1.65 billion
investment in our company. The investment, which was completed on February 28,
2000, is in the form of mandatorily convertible cumulative preferred stock (the
"Preferred Stock"), which will be converted into Common Stock, par value $1.00
per share ("Common Stock"), no later than seven years after it is issued.
Vulcan has purchased 1,650,000 shares of the Preferred Stock. The Preferred
Stock has a liquidation preference of $1,000 per share and is convertible into
Common Stock at a price of $62 per share.

In connection with the investment, Vulcan will generally be authorized
to appoint two members to our Board of Directors. On February 28, Vulcan
appointed William D. Savoy, President of Vulcan and Edward $. Harris, Investment
Analyst with Vulcan. The Preferred Stock will automatically be converted to
Common Stock or Class B Stock seven years after the transaction closes, if not
previously called or converted. The Preferred Stock has a dividend rate of 7%
per annum. All dividends will be paid in additional shares of Preferred Stock.

On April 7, 1999, Hicks, Muse, Tate & Furst, through Hicks Muse Fund IV
purchased 250,000 shares of Series A Preferred Stock, par value %1 per sghare,
for gross proceeds of $250,000. The Series A Preferred Stock is cumulative
and has an annual dividend rate of 7% payable gquarterly in cash or additiecnal
shares of Series A Preferred Stock and has a initial conversion price of $39.00
pexr share. The Series A Preferred Stock is convertible into common stock at
any time, The Series A Preferred Stock is subject to a mandatory redempticn
on March 31, 2014 at $1,000 per share, plus accrued and unpaid dividends, but
may be called by the Company after four years. At December 31, 1999 we
paid dividends in the amount of $13,053 in the form of additional shares of
Series A Preferred Stock. At December 31, 1999 the number of common shares that
would be issued upon conversion of the Series A Preferred Stock was 6,744,949.
We incurred $10,000 of issuance cost in connection with the sale of the Series
A Preferred Stock.




Internaticnal

As of July 31, 1999, we executed on a pledge of an 8.96% equity interest in
Megacable, the second largest cable television provider in Mexico,

made by Mazon Corporative, S.A. de. C.V. ("Mazon"} to collateralize

Mazon's indebtedness to us. As a result, the indebtedness was cancelled, and
our ownership interest in Megacable increased to 48.96%. Megacable owns 26
wireline cable systems in Mexico, principally on the Pacific and Gulf coasts
and including Guadalajara, the second largest city in Mexico; Hermosillo, the
largest city in the state of Sonora; and Veracruz, the largest city in the state
of Veracruz. At December 31, 1999, their wireline systems passed approximately
902,000 homes and served approximately 299,000 subscribers. Megacable had
revenues of $52.2 million and $37.5 million for the years ended December 31,
1999 and 1998, respectively.

Additionally, Megacable presently holds a 99% interest in
Megacable Comunicaciones de Mexico S.A. {("MCM"}. MCM has received a license
from the Mexican government to alleow it to build a fiber optic network in
Mexico City, Monterrey and Guadalajara. MCM intends to use this network to
provide local voice and high-speed data service in these cities, principally
to commercial customers in Mexico City.

Competition

We compete with a wide range of service providers for each of
our services. Virtually all markets for voice and video services are extremely
competitive, and we expect that competition will intensify in the future. We
face significant competition in each of the markets in which we offer veice
and video programming services. Our competitors are often larger,
better-financed incumbent local telephone carriers and cable companies with
better access to capital resocurces, and many have historically dominated their
local telephone and cable television markets. These incumbents presently have
numercus advantages as a result of their historic monopolistic control of their
respective markets, economies of scale and scope and control of limited
conduit and pole space. They also have well-established customer and vendor
relationships. However, we believe that most existing and potential competitors
will, at least initially, offer narrower services over limited delivery
platforms compared to the wide range of voice, video and data services that we
provide over our fiber-based networks. This gives us an opportunity to
achieve important market penetration.

We compete with the incumbent Local exchange carriers ("LEC's") for
the provision of local telephone services, as well as with alternative service
providers including CLECs. Cable operators are also entering the local exchange
market in some locations. Other sources of competitive local and long distance
telephone services include: Commercial mobile radio services providers,
including cellular carriers (such as Bell Atlantic Mobile Services); personal
communications services carriers such as Sprint PCS; and enhanced specialized
mobile radio services providers {such as NexTel).

We face, and expect to continue to face, significant
competition for long distance telephone services from the inter-exchange
carriers ("IXCs"), including AT&T, Sprint and MCI WorldCom, which account for
the majority of all U.8. long distance revenue. The major long distance service
providers benefit from established market share and from established trade
nameg through nationwide advertising. However, we regard cur long-distance
service as a complementary service rather than a principal source of revenue.
Certain IXCs, including AT&T, MCI WorldCom and Sprint, have alsc announced
their intention to offer local services in major U.S. markets using their
existing infrastructure in combination with resale of incumbent LEC service,
lease of unbundled local loops or other providers' services. Internet-based
telephony, a potential competitor for low cost telephone service, is also
developing and the Company is also pursuing this technology.




All of our video services face competition from alternative
methods of receiving and distributing television signals and from other
sources of news, information and entertainment. Other sources include off-air
television broadcast programming, newspapers, movie theaters, live sporting
events, interactive online computer services and home video products,
including videotape cassette recorders. Alternative video distribution
technologies include traditional cable networks, wireless local video
distribution technologies, and home satellite dish {("HSD") earth stations.
Home satellite systems enable individual households to receive many of the
satellite-delivered program services formerly available only to cable
subscribers. The Cable Television Consumer Protection and Competition Act of
1992 (the "1992 Act") contains provisions, which the FCC has implemented with
regulations, to enhance the ability of cable competitors to purchase and make
available to HSD owners certain satellite-delivered cable programming at
competitive costs. We face additional competition from private satellite
master antenna television ("SMATV") systems that serve condominiums, apartment
and office complexes and private residential developments. The FCC and
Congress have adopted policies providing a more favorable operating
envircnment for new and existing technologies that compete, or may compete,
with our various video distribution systems. These technologies include, among
others, Direct Broadcast Satellite ("DBS"} service whereby signals are
transmitted by satellite to receiwving facilities located on customer premises.
We expect that our video programming services will face growing competition
from current and new DBS service providers. The FCC has recently determined
that DBS is the fastest-growing competitor to franchised cable operations. We
alsc compete with wireless program distribution services such as Multi-Channel
Multi-Point Digtribution Service which use low-power microwave frequencies to
transmit video programming over-the-air to subscribers.

The Internet access market is extremely competitive and highly
fragmented. Competition in this market is expected to intensify. Our current
and prospective competitors include established online services; local,
regional and national ISPs; national and international telecommunications
companies including Regional Bell Operating Companies {"RBOCs") such as Bell
Atlantic; and affiliates of incumbent cable providers. Increased competition
may create downward pressure on the pricing of and margins from Internet
access services.

We also compete with companies offering a combination of the services
above, such as companies that would result from the merger of Time Warner and
America On-line and the merger of AT&T and Media One.

Other new technclogies, including Internet-based services, may
compete with services that we can offer. Advances in communications technology
as well as changes in the marketplace and the regulatory and legislative
environment are constantly occurring. Thus, we cannot predict the effect that
ongeing or future developments might have on the voice, video and data
industries or on our operations or financial condition.

We believe that among the existing competitors, the incumbent
LECs, incumbent cable providers and the CLECs are most of our competitors in
the delivery of "last mile" connections for voice and video services.
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Voice and Video Services

Incumbent LECs

In each of our target markets for advanced fiber optic
networks, we face, and expect to continue to face, significant competition
from the incumbent LECs. The incumbent LECs include Bell Atlantic in the
Northeast Corridor, and Pacific Bell in California, both of which currently
dominate their local telephone markets. We compete with the incumbent LECs in
our markets for local exchange services on the basis of product offerings,
including the ability to offer bundled voice and video service, reliability,
state-of -the-art technology and superior customer service, as well as price.
We believe that our advanced fiber optic networks provide superior technology
for delivering high-speed, high-capacity voice, video and data services
compared to the incumbent LECs' primarily copper wire based networks. However,
the incumbent LECs have long-standing relationships with their customers.
They have also begun to expand the amount of fiber facilities in their
networks, offer broadband digital transmission services and retail Internet
access, and prepare to re-enter the long distance telephone service market.

The pending merger between Bell Atlantic and GTE Corporation may
enhance the combined entity's ability to compete with us in the Northeast
corridor markets. The merger between SBC and Ameritech may also increase
competitive pressures in the Northeast corridor if SBC, which already owns a
Connecticut incumbent LEC and several wireless franchises in this region,
continues to pursue a nationwide strategy.

Under the Telecommunications Act of 1996 (the "1996 Act"}, and
ensuing federal and state regulatory initiatives, barriers to local exchange
competition are being slowly removed. The introduction of such competition,
however, also establishes the predicate for the RBOCs, such as Bell Atlantic,
to provide in-region interexchange long distance services. The RBOCs are
currently allowed to offer "incidental" long distance service in-region and
to offer out-of-region long distance service. Once the RBOCs are allowed to
offer in-region long distance services, they will also be in a position to
offer single source local and long distance service similar to what we offer
and what is proposed by the three largest IXCs: AT&T, MCI WorldCom and Sprint.
We expect that the increased competition made possible by regulatory reform will
result in certain pricing and margin pressures in the telecommunications
services business.

We have scught, and will continue to seek, to provide a full
range of local voice services which compete with incumbent LECs in our service
areas. We expect that competition for local telephone services will be based
primarily on gquality, capacity and reliability of network facilities, customer
service, response to customer needs, service features and price, and will not
be based on any proprietary technology. Our new fiber optic networks, employ
dual backbone architecture and advanced technology; therefore, we may have
capital cost and service quality advantages over some of the networks of the
incumbent LECs. We may also have a competitive advantage because we are able
to deliver a bundled voice and video service.

The 1996 Act permits the incumbent LECs and others with which we
compete to provide a wide variety of video services directly to subscribers.
Various LECs currently are providing video services within and outside their
telephone service areas through a variety of distribution methods, including
both the deployment of broadband wire facilities and the use of wireless
transmigsion facilities. We cannot predict the likelihood of success of video
service ventures by LECs or the impact such competitive ventures may have on us.
Some LECs, including Bell Atlantic, also offer Internet access services that
compete with RCN.com services.
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Incumbent Caple Television Service Providers

Certain of our video service businesses compete with incumbent
wireline cable companies in their respective service areas. In particular, our
advanced fiber optic networks compete for cable subscribers with the major
wireline cable operators in our markets, such as Time-Warner Cable in New York
City, Cablevision in Boston and TCI in Washington, D.C. and San Francisco.

Qur wireless videoc service in New York City competes primarily with Time-Warner
Cable., We believe that the expanded capacity and fiber-to-node architecture of
our advanced fiber optic networks make us better equipped to provide high-
capacity communicaticns services than traditional coaxial cable based networks
using “tree and branch" architecture. Our Lehigh Valley, Pennsylvania hybrid
fiber/coaxial cable television system competes with an alternate service
provider, Service Electriec, which also holds a franchige for the relevant
service area.

Cable television systems generally operate pursuant to
franchises granted on a non-exclusive basis, and the 1992 Act prohibits
franchising authorities from unreasonably denying requests for additional
franchises and permits franchising authorities to operate cable systems.
Therefore, well-financed businesses from cutside the cable industry, such as
the public utilities that own certain of the conduits or poles which carry
caple, may become competitcors for franchises or providers of competing
services. Telephone companies or others may also enter the video distribution
market by becoming copen video service operators as we have done in several
markets, pursuant to Section 653 of the Communications Act. No local
franchise is required for the provision of such service, but see regulation
of Video services below.

CLECs and Other Competitors

We also face, and expect to continue to face, competition from
other potential competitors in certain of our geographic markets. Other CLECs,
such as subsidiaries of AT&T and MCI WorldCom, compete for local telephone
services, although they have, to date, focused primarily on the market for
commercial customers rather than residential customers. In addition, potential
competitors capable of offering private line and special access services also
include other smaller long distance carriers, cable television companies,
electric utilities, microwave carriers, wireless telephone system operators
and private networks built by large end-users, including Winstar, Dualstar and
New Vision. However, we believe that, at least initially, we are relatively
unigque in our markets in offering bundled veoice, video and data services
primarily to customers in residential areas over our own advanced fiber optic
network.

Internet Services

The Internet access market is extremely competitive and highly
fragmented. No significant barriers to entry exist and, accordingly.
competition in this market is expected to intensify. Our current and
prospective competitors include wmany large companies with substantially
greater market presence and financial and other resources. RCN.com competes
directly or indirectly with:

o established online services, such as America Online, the
Microsoft Network and Prodigy;

o local, regional and national ISPs such as PSINet, EarthlLink,
Mindgpring and Rocky Mountain Internet;

o the Internet services of national and international
telecommunications companies, such ag AT&T, GTE, MCI
WworldCom and Cable & Wireless;

o Internet access (including high speed digital subscriber line
gservice) offered by RBOCs such as Bell Atlantic; and

o online services offered by incumbent cable providers, such as
At Home and Roadrunner.
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Bell Atlantic has recently asked the FCC to authorize it to
build a regional high-speed network, which would serve as an Internet
backbone, and to exempt this network from pricing and other regulatory
restrictions. The network would span the states from Maine to Virginia.
Internet access competition is likely to increase as large diversified
telecommunications and media companies acquire IS8Ps and as ISPs consolidate
into larger, more competitive companies. For example, AT&T hag completed
the acquisitions of TCI's cable television networks, which gives it a
significant ownership interest in At Home, an ISP. Diversified competitors may
bundle other services and products with Internet connectivity services,
potentially placing us at a competitive disadvantage. In addition, competitors
may create downward pressure on the pricing of and margins from Internet access
services. Competition could also impact our ability to participate in transit
agreements and peering arrangements, which could, in turn, adversely effect the
spead of gervice that we c¢an provide to our customers.

Other new technologies may become competitive with our services. A
provider of Limited Multi Distribution Systems ("LMDS") recently began offering
wireless Internet and video programming services in New York City and has
announced plans to offer telephone service in the future. Advances in
communications technology as well as changes in the marketplace and the
regulatory and legislative environment are constantly occurring. In addition, a
continuing trend toward business combinations and alliances in the
telecommunications industry may also create significant new competitors. We
cannot predict the effect that competition from developing and future
technologies or from future competitors will have on our operations or financial
condition.

Regulation

Our telephone and videc programming transmiggion services are
subject to federal, state and local government regulation. The 1996 Act
introduced widespread changes in the regulaticn of the communications
industry, including the local telephone, long distance telephone, data
services, and television entertainment segments. The 1996 Act wasg
intended to promecte competition and decrease regulation of these
segments of the industry. The law delegates to both the FCC and the
states brecad requlatory and administrative authority to implement the
1996 Act.

Telecommunications Act of 1996

The 1996 Act eliminates many of the pre-existing legal barriers
to competition in the telephone and video programming communications
businesses. The Act also preempts many of the state barriers to local
telephone service competition that previously existed in gstate and local
laws and regulations and sets basic standards for relationships between
telecommunications providers.

The 1996 Act removes barriers to entry in the local exchange
telephone market by preempting state and local laws that restrict
competition and by reguiring LECs to provide nondiscriminatory access
and interconnection to potential competitors, such as cable operators,
wireless telecommunications providers, and long distance companies. In
addition, the 1996 Act provides relief from the earnings restrictions
and price controls that have governed the local telephone business for
many years. The 1996 Act will also, once certain thresholds are met,
allow incumbent RBOCs to enter the long distance market within their own
local service regions.
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Regulations promulgated by the FCC under the 1996 Act require
LECs to open their telephone networks to competition by providing
competitors interconnection, access to unbundled network elements and
retail services at wholesale rates. As a result of these changes,
companies such as ours are now able to interconnect with the incumbent
LECs in order to provide local exchange services. Numerous parties
appealed certain aspects of these regulations, and implementation of
several provisions of the rules was delayed while the courts considered
these appeals. On January 25, 1999, the Supreme Court issued an opinion
confirming the FCC's authority to issue regulations implementing the
pricing and other provisions of the 1996 Act and reinstating most of the
challenged rules. While the Supreme Court confirmed that the FCC has
authority to issue rules implementing the 1996 Act, particular rules
still may be challenged in future court proceedings. Future regulatory
proceedings and court appeals may create delay and uncertainty in
effectuating the interconnection and local competition provisions of the
1996 Act. Recent decisions by the FCC, including a proceeding resulting
from the Supreme Court decision described above, have reaffirmed the
incumbent LECs' obligation to unbundle most elements of their networks,
and have expanded these obligations in some respects. Because we are
building our own networks rather than relying on the incumbent LECs'®
facilities, these rulings may benefit us less than they do zome of our
competitors. However, we do require interconnection with the incumbent
LECs for a variety of purposes, and regulatory actions have generally
facilitated this interconnection.

We have entered into interconnection agreements with
Bell Atlantic, Pacific Bell and other incumbent LECs serving our target
market areas. Some of these agreements have expired or will expire
shortly. As a general matter, our agreements provide for service to
continue without interruption while a new agreement is negotiated. Most
of the agreements also provide for amendments in the event of changes in
the law, such as the requlatory and court decisions described above. We
canneot agsure you, however, that we will be able to obtain or enforce
future interconnection agreements, or obtain renewal of existing
agreements, on acceptable terms.
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The 1936 Act establishes certain conditions before RBOCs are
allowed to offer interLATA long distance service to customers within
their local service regions. These conditions include 14 "checklist"
requirements degsigned to open the RBOC networks to competitors. To date,
the only RBOC that has received FCC authorization to provide in-region
long distance service is Bell Atlantic for New York, although other
applications may be approved in the future. If an RBOC is authorized to
provide in-region long distance service in cne or more states, the RBOC
may be able to offer "one-stop shopping” services that compete with our
service offerings. See "Business-Competition”. In addition, the RBOC will
lose the incentive it now has to rapidly implement the interconnection
provisions of the 1996 Act in order to obtain in-region authority, although the
RBOC will still be subject to a legal obligation to comply with thosge
provisions.

The 1996 Act also makes far-reaching changes in the regulation
of video programming transmission services. These include changes teo
the regulations applicable to video operators, the elimination of
restrictions on telephone company entry intoc the video business, and the
establighment of a new OVS regulatory structure for telephcone companies
and others. Under the 1996 Act and implementing rules adopted by the
FCC, local telephone companies, including both incumbent LECs such as
Bell Atlantic, and CLECs such as RCN, may provide service as traditional
cable television operatcrs subject to municipal c¢able television
franchises, or they may choose to provide their programming over open
video systems. Although OVS operators are not reguired to secure local
franchises by federal law, local franchising authcorities may legally
reguire such a franchise. To date, however, none have done so. OVS
operators must make available a portion of their chamnel capacity for
use by unaffiliated program distributors and must satisfy certain other
requirements, including providing capacity for public, educational and
government channels, and paying a gross receipts fee equal to the
franchise fee paid by the incumbent cable television operator. We are
one of the first CLECs to provide television programming over an
advanced fiber optic network under the OVS regulations implemented by
the FCC under the 1996 Act. As discussed below, we are currently
providing OVS service in certain suburbs of Boston, in the City of New
York, Washington, D.C. and in a limited number of smaller communities. We are
also negotiating similar agreements in Northern New Jersey, Philadelphia and
surrounding communities, and communities surrounding San Francisco., Starpower
is negotiating similar OVS agreements and local franchises in communities
surrounding Washington D.C.

Regulation of Voice Services

Our voice business is subject to regulation by the FCC at the
federal level for interstate telephone services {i.e., those that
originate in one state and terminate in a different state}. State
regulatory commissions have jurisdiction over intrastate communications
(i.e., those that originate and terminate in the same state}.

State Regulation of Intrastate Local and Long Distance
Telephone Services. Our intrastate telephone services are regulated by
the public service commissions or comparable agencies of the wvarious
states in which we offer thege gervices. Qur subsidiaries or affiliates
have received authority to offer intrastate telephone services,
including local exchange service, in subatantially all of the states in
our target market areas, and have applications for such authorization
pending in several additional states. We also have authority to provide
in-state long distance services in all states except Alaska and Hawaii.
To date, none of our applications for state authorizations has been
rejected.

FCC Regulation of Interstate and International Telephone
Services. We provide domestic interstate telephone services nationwide
under tariffs on file at the FCC. We have been authorized by the FCC
under Section 214 of the 1996 Act to offer worldwide internaticnal
services as well.
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Local Regulation of Telephone Services. Municipalities
also regulate limited aspects of our voice business by, for example,
imposing various zoning requirements. In some instances, they require
telecommunications licenses, franchise agreements and/or installation
permits for access to local streets and rights-of-way. In New York City,
for example, we will be required to obtain a telephone franchise in
order to provide voice services using our advanced fiber optic network
facilities located in the streets of New York City, although services
may be provided over certain leased or resold facilities while we wait
to receive a franchise.

Regulation of Video Services

Open Video Systems. At various times between February 1997
and December 1959, our subsidiaries and affiliates have been certified by
the FCC to operate OVS networks in New York City, Boston, Washington, D.C.,
Philadelphia, Los Angeles, Phoenix, Portland, Seattle, and San
Francisco, and communities surrounding each of these cities, Cook
County, Illincis and in the Northern New Jersey area. Initiation of OVS
gervices is subject to completion of an open enrollment period for non-
affiliated video programmers to seek capacity on the systems and after
negotiation of c¢ertain agreements with local governments. The initial
open enrcvllment period for each of these systems has expired, except for
the Northern New Jersey system, Philadelphia, Los Angeles, Portland,
Seattle, Cook County and Pheoenix where the open enrollment pericd has
not yet begun. We executed an agreement with the City of Boston on June
2, 1997, and initiated OVS service in the City on that day. Under our
agreement with the City of Boston, we were required to pay a fee to the
City equal to 5% of video revemues. We have entered into similar OVS
agreements or are in the process of negotiating agreements with certain
other Boston-area municipalities, either to offer OVS services or
franchised cable television services. In July of 1999 the OVS Agreement
with Boston was terminated by mutual consent and a franchise agreement
was substituted therefore. We entered into an agreement with the City of
New York on December 29, 1997 and have initiated OVS service in the
Borough of Manhattan. RCN alsco provides video distribution service in
Manhattan and a portion of the Bronx using microwave facilities and
antennas; located at multiple dwelling units. On July 10, 1998, we
supplemented our agreement with the City of New York to include all five
boroughs. On October 26, 1998, Starpower entered intoc an agreement with
the District of Columbia and initiated OVS service in the District in
the last guarter of 1998. Starpower has entered into similar agreements
or is in the process of negotiating agreements with numercus suburban
communities near Washington, D.C., to offer either OVS services or
franchised cable television services.
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In areas where we offer video programming services as an OVS
operator, we are reguired to make any "open capacity" on the system
available to unaffiliated Video Program Providers ("VPPs"). The
commissions rules permit us to retain up to one-third of the system
capacity for our own (or affiliate's) use. Under the OVS regulations,
during the initial open enrollment period we must offer at least two-
thirds of our capacity to unaffiliated parties, if demand for such
capacity exists during the open enrollment period. In certain areas, at
the request of local officials, we are in discussions to explore the
feasibility of obtaining a cable franchise instead of an OVS agreement.
We will consider providing RCN wvideo service under franchise agreements
rather than OVS certification, if franchise agreements are preferred by
the local authorities and can pe obtained on acceptable terms and
conditions. We will consider the relative benefits of OVS certification
versus local franchise agreements, including the possible imposition of
build out requirements, before making any decigions.

In a decision released in January of 1999, the U.8. Court
of Appeals for the Fifth Circuit approved some portions of the FCC's OVS
rules but struck down other portions. Although a number of the Court's
rulings are favorable to OVS operators, others could have an adverse
impact on our OVS operations and planning. The Court's most significant
decision was to strike down the FCC's rule preempting local authority to
franchise OVS operators. The FCC's rules had set forth a relatively
simple procedure at the FCC for rapid certification of each OVS system
on a regional basis and permitted local authorities to regulate OVS only
as to rights-of-way administration and in other minor respects. One of
the principal advantages of OVS as structured by Congress and by the FCC
was to eliminate the time, expense, and uncertainty generally reguired
to secure a local franchise. The Court's action allowing local
governments to require area-by-area franchising may significantly reduce
the advantage of OVS operation as compared with traditional franchising
and delay achieving agreements with local governments. To date,
however, no local franchising authority has insisted on franchising OVs
systems, although some have considered doing so. However, in many
instances RCN, at the insistence of local authorities, has been
negotiating franchise agreements in lieu of OVS agreements and agreeing
to provisicns in OVS right-of-way agreements which to some extent erode
the differences between the two modes of operation. Accordingly, while
the ruling is disadvantageous to us, we expect to continue to expand our
video service offerings.

The FCC's rules require OVS operators to make their
facilities available to video program providers on a non-discriminatory
basis, with certain exceptions. One exception is that competing in-
region cable operators are not entitled to become videc program
providers on an OVS except in certain limited circumstances. Time Warner
Cable Co., which then operated franchised cable systems in many suburban
Boston communities included within our OVS certification, also
petitioned the FCC for an order compelling us to release certain OVS
system data so that it allegedly could analyze the possibility of being
a VPP on RCN's OVS, Time Warner was not then competing with any RCN-provided
OVS service and restricted its request to communities where it is not the
franchised cable operator. RCN denied the request on the ground that the Time
Warner should be considered ineligible under the FCC's rules. Time Warner filed
an OVS complaint against RCN and also sought FCC action to impose fines or
cancel our OVS autherity. The Cable Services Bureau ruled that Time Warner was
an eligible user in areas where no service overlap existed or was imminent,
partially granted the data request, and partially denied it, but found too
little evidence to justify further exploraticon of our good faith in implementing
OVS authority. We sought partial reconsideration of the Bureau's order. Time
Warner filed a similar complaint against us in New York City where we compete
with it for wvideo distribution business in Manhattan. The FCC's Cable Services
Bureau partially granted Time Warner's complaint, and partially denied it,
relying on its prior decision in the Time Warner complaint in the Boston area.
We sought partial reconsideration of both decisions.
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The FCC issued a consolidated opinion in which it rejected the analysis
underlying the Cable Services Bureau's conclusions with respect to Time Warner's
eligibility to use the OVS system and in lieu thereof reinterpreted the relevant
rule by substituting a newly-formulated test of eligibility based on whether the
in-region cable competitor is franchised within the "technically integrated
service area" of the OVS certificate holder. The Commission also confirmed the
Cable Services Bureau's rulings on the scope of the OVS data which must
be disclogsed to Time Warner, and directed RCN to file supplemental
data with the Cable Services Bureau concerning the Commission's new
interpretation of the relevant rule. The Commission indicated that upon
the submission of such data the Cable Services Bureau was to determine
whether Time Warner was eligible for the OVS data it had been seeking
from RCN.

RCN is seeking review of the FCC's decision in the U.S. Court of
Appeals for the D.C. Circuit, alleging that the Commission's
interpretation of the rule governing the eligibility of an in-region
competitor to be a VPP was contrary teo law. Time Warner sought
reconsideration of the decision at the FCC. Time Warner also sought
intervention in the Court of Appeals and the FCC has asked the Court to
hold the case in abeyance pending the resolution of Time Warner's
request for recongideration. The Court granted both motions. RCN filed
the supplemental service area data with the Cable Services Bureau as
reguired by the Commission's decision for the Boston and New York
markets but sought a stay of the obligation to make such filings in
other markets where RCN has been certificated and has already filed
certain so-called "notices of intent." The Cable Services Bureau denied
RCN's request for stay, and RCN thereupon filed the supplemental data
for all relevant OVS markets. RCN has sought confidential treatment from
the Commission of those portions of the supplemental data which were not
publicly available already, contending that it would be seriously
damaged competitively if it were required to provide such data to its
in-region competitor. RCN contended also that the provision of such data
tc Time Warner (or any in-region cable competitor in other markets)
prior to the Court's consideration of RCN's appeal would deny RCN its
due process rights to have the necessity for such disclosure of
competitively sensitive data adjudicated by the Court of Appeals. The
Commission has not yet ruled on these regquests for confidential
treatment.

On February 10, 2000 Time Warner renewed its request for OVS data
from RCN for certain suburban communities in the Boston metropolitan
area, alleging that it had sold its cable properties within RCN'sg
certified OVS area to MediaOne and hence was no longer an in-region
cable competitor. RCN declined to provide such data, ncting that Time
Warner had certain affiliations with MediaOne through the proposed
acquisition of MediaOne by AT&T and that Time Warner had not indicated
whether it had any residual contractual rights, or data sharing
obligationg with MediaOne or AT&T. On March 14, 2000, Time Warner filed
an "Emergency Petition to Enforce Commission Order and Impose
Forfeiture" renewing earlier allegations that RCN was not adhering to
certain of the OVS rules and was not operating a truly Yopen" 0OVS
system. Time Warner scught an order compelling RCN to provide the 0OVS
data to Time Warner, and for the imposition of forfeitures on RCN for
allegedly failing to comply with Commission orders. RCN is opposing the
Emergency Petition and the Commission has not yet acted on it.
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Two additional cable company OVS access complaints have been filed
against Starpower, seeking data and a determination of eligibility for
carriage on the metropolitan Washington, D.C. OVS system. As in the
prior complaints, they challenge our status as an OVS operator and seek
to revoke our OVS authority. These complaints were filed by Media
General Cable of Fairfax, Inc., and Media General Cable of Fredericksburg, Inc.
Both claimed to be seeking system data for areas in which they do not provide
franchised service. Starpower declined to provide system data to either
complaintant. Media General has alsc sought to initiate discovery against
Starpower. The Cable Services Bureau, citing its prior decision in Boston and
New York, granted the Media General request. Starpower sought reccnsideration
which ig still pending. The complaining Media General companies have since been
acquired by Cox Cable, Inc.

Cable industry representatives have opposed or commented
adversely on two other RCN OVS initiatives. In respect to our
application for OVS authority in the San Francisco area, the Californmia
Cable Television Association filed an oppeosition, alleging that we were
migusing the OVS rules to compete unfairly against franchised cable
cperators. The Pennsylvania Cable & Telecommunications Association filed
comments on our OVS application for OVS authority in the Philadelphia
region, making similar allegations but not formally opposing the
application. The Cable Services Bureau granted both of our applications,
indicating that our applications were consistent with the rules and that
the opposing parties had not provided sufficient evidence to justify
initiating any regulatory action against us. There is language in each
of these Cable Bureau determinations involving our implementation of the
OVS concept which leave open the possibility for adverse parties to
challenge our status as an OVS operator. We believe that we are
operating in strict conformity with all applicable provisions of the law
and will continue to defend our OVS roll-outs against what we believe
are anti-competitive requests for data or carriage by competing in-
region cable operators. However, we cannot assure you that the FCC or
the Court of Appeals will resolve the pending OVS complaints in our
favor. If the FCC were to grant any such complaints and as a result we
were obliged to share system data with our local competitors, we would
be forced to reassess the desirability of continuing to operate in
certain markets as an OVS operator as compared with seeking traditional
cable franchises. We do not believe that abandoning our OVS
certifications under such circumstances would materially adversely
affect our video distribution activities.

As in the case of traditional franchised cable systems,
OVS operators must in virtually all locations have access to public
rights-of-way for their distribution plant. In a number of jurisdictions
local authorities have attempted to impose rights-of-way fees on us
which we believe are in violation of federal law. A number of FCC and
judicial decisions have addressed the issues posed by the imposition of
rightg-of-way fees on CLECs and on video distributors. To date the
state of the law is uncertain and may remain so for socme time. The
obligation to pay local rights-of-way fees which are excessive or
discriminatory could have adverse effects on our business activities.
See "Legal proceedings" below. The incumbent cable operator in Boston,
MA, Cablevision of Boston, Inc., filed suit in 1999 in U.S. District
Court in Boston against the City of Boston, RCN-BECOCOM, RCN, BECOCOM
and others, alleging that the City had followed a discriminatory policy
in administering access to public rights-of-way for the installation and
uge of underground conduit and that the private defendants had
participated in an effort to unlawfully construct and use underground
conduit. Cablevision claimed that the defendants were in violation of
the 1996 Act and Massachusetts state law, and sought a preliminary
injunction. RCN and the other defendants denied participating in any
unlawful activity. The Court denied the prelimipary injuncticn. The
FPirst Circuit Court of Appeals affirmed and thereafter Cablevision
withdrew the suit.
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Access issues have also arisgen in a proceeding before
the Massachusetts Department of Telecommunications and Energy (the
"MDTE"). 1In 1997, the MDTE opened an investigation into Boston Edison
Company's compliance with a MDTE order in 1993 that permitted Boston
Edison to invest up to $45 million in its unregulated subgidiary Boston
Edison Technology Group for three limited purposes. RCN-BECOCOM
intervened in the current proceeding, as did Cablevision Systems
Corporation and the New England Cable Television Association, Inc.,
along with the Massachusetts Attorney General's office. Hearings began in
December 1998 and are still proceeding. The intervenors, in particular
Cablevision, have advocated that if the MDTE finds that Boston Edison's
investment in RCN-BECOCOMM violated the 1993 Order then Boston Edison should
be forced to divest itself of its interest in RCN-BECOCOM, RCN-BECOCOM
should be subject to the same terms and conditions as other cable television
providers who seek to attach their facilities to Boston Edison facilities, and
installed RCN-BECOCOM cable and fiber-optic facilities should be relocated.
Boston Ediscon is vigorously defending the propriety of its compliance with the
MDTE's 1993 Order, and its investment in RCN-BECOCOM. RCN cannot assure you
that the MDTE will not determine that Boston Edison violated the MDTE's 1993
Crder nor can RCN assure you as to the nature of any remedy that the MDTE may
determine to be appropriate including those proposed remedies which are
egquitable in nature. RCN is participating in the proceeding and plans to take
such action as it deems appropriate to protect its rights.

Wireless Video Services. Our 18 GHz wireless video services
in New York City are distributed using microwave facilities. We are
currently using one microwave path on the basis of a conditional license. We
anticipate our pending application for this path will be granted soon by the
FCC. However, our failure to obtain this license might adversely affect our
wireless video operations in New York City.

We cannot assure you that we will be able to obtain or
retain all necessary authorizations needed to construct advanced fiber
optic network facilities, to convert our wireless video subscribers to
an advanced fiber optic network or to offer wireless video services
under cur own FCC licensges.
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Hybrid Fiber/Coaxial Cable. Our hybrid fiber/coaxial cable
systems are subject to regulation under the 1992 Act. The 1992 Act
regulates rates for cable services in communities that are not subject
to "effective competition," certain programming requirements, and
broadcast signal carriage requirements that allow local commercial
television broadcast stations to require a cable system to carry the
station. Local commercial television broadcast stations may elect once
every three years to require a cable system to carry the station ("must-
carry"), subject to certain exceptions, or to withhold consent and
negotiate the terms of carriage ("retransmission consent"). A cable
system generally is required to devote up to one-third of its activated
channel capacity for the carriage of local commercial televigion
stations whether under the mandatory carriage or retransmission consent
requirements of the 1992 Act. Local non-commercial television stations
are also given mandatory carriage rights. The FCC recently issued rules
establishing standards for digital television ("DTV"). The FCC's rules
reguire television stations to simulcast their existing television
signals ("NTSC"} and DTV signals for a period of years. During this
simulcast period, it is unclear whether must-carry rules will apply to
DTV signals. The FCC has initiated a rule making proceeding seeking
comment on the carriage of broadcast DTV signals by cable and OVS
operators during the transitional period to full digital broadcasting.
The FCC's proceeding addresses the need for the digital systems to be
compatible, seeks comment on possible changes to the mandatory carriage
rules, and explores the impact carriage of DTV signals may have on other
FCC rules. The cable industry has generally opposed many of the FCC's
propeosals, on the grounds that they constitute excessively burdenscme
obligations on the industry. The Communications Act permits franchising
authorities to regquire cable operators to set aside certain channels for
public, educational and governmental access programming. Cable systems
with 36 or more channels must designate a portion of their channel
capacity for commercial leased access by third parties to provide
programming that may compete with services offered by the cable
operator.

Because a cable communications system uses local streets and
rights-of -way, such cable systems are generally subject to state and
local regulation, typically imposed through the franchising process. The
terms and conditions of state or local government franchises vary
materially from jurisdiction to jurisdiction. Generally, they contain
provisions governing cable service rates, franchise fees, franchise
term, system construction and maintenance obligationg, customer service
standards, franchise renewal, sale or transfer of the franchise,
territory of the franchisee and use and occupancy of public streets and
types of cable services provided. Local franchising authorities may
award one or more franchises within their jurisdictions and prohibit
non-grandfathered cable systems from operating without a franchise. The
Communications Act also provides that in granting or renewing
franchises, local authorities may establish requirements for cable-
related facilities and equipment, but not for video programming or
information services other than in broad categories. The Communications
Act limits franchise fees to 5% of revenues derived from cable
operations and pexrmits the cable operator to seek modification of if
franchise requirements through the franchise authority or by judicial
action changed circumstances
warrant.
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Our ability to provide franchised cable television
services depends largely on our ability to cobtain and renew our
franchise agreements from local government authorities on generally
acceptable terms. We currently have 91 franchise agreements relating to
the hybrid fiber/coaxial cable systems in New York (outside New York
City), New Jersey and Pennsylvania. These franchises typically contain
many conditions, such as time limitations on commencement and completion
of construction, conditions of service, including the number of
channels, the provision of free service to schools and certain other
public institutions, and the maintenance of insurance and indemnity
bonds. These franchises provide for the payment of fees to the issuing
authorities and generally range from 3% to 5% of revenues. The duration
of these outstanding franchises presently varies up to the year 2011. To
date, all of our cable franchises have been renewed or extended,
generally at or before their stated expirations and on acceptable terms.
Approximately 39 of our hybrid fiber/coaxial cable systems' franchises
are due for renewal within the next three years. We cannot assure you
that we will be able to renew our franchises on acceptable terms. No one
franchise accounts for more than 7% of our total revenue. Our five
largest franchises account for approximately 27% of our total revenue.

Hybrid fiber/coaxial cable systems are also subject to
certain service quality standards and other obligations imposed by the
FCC and, where effective competition has not been demonstrated to exist,
had been subject to rate regulation by the FCC as well. Our cable
television system in Pennsylvania has been operating in a competitive
cable environment for almost 30 years, with approximately 80% of the
homes passed having access to an alternate cable operator, Service
Electric Cable TV. As a result, our Pennsylvania cable system is exempt
from many FCC cable television regulations, including rate regulation.
Our other cable television systems in New York State and New Jersey had
been subject to FCC rate regulation. BAs reguired by the 1996 Act,
however, all cable programming services were deregulated on March 31,
1999. There has been discussion in Congress about possible legislation
to reimpose cable rate regulation. We cannot assure you that legislation
will not be adopted. We anticipate that the remaining provisions of the
1992 Act that do not relate to rate regulation, including provisions
relating to retransmission consent and customer service standards, will
remain in place and may reduce the future operating margins of our
hybrid fiber/coaxial cable television businesses as video programming
competition develops in our cable television service markets.
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The FCC is required to regulate the rates, terms and
conditions imposed by utilities, ILEC's and CLEC's for cable systems'
and telecommunications providers use of utility pole and conduit space
unless state authorities can demonstrate that they adeguately regulate
pole attachment rates. In the absence of state regulation, the FCC
administers pole attachment rates on a formula basis. In some cases,
utility companies have increased pole attachment fees for cable systems
that have installed fiber optic cables and that are using these cables
for the distribution of non-video gervices. The FCC concluded that, in
the absence of state regulation, it can determine whether utility
companies have justified their demand for additicmal rental fees and
that the Communications Act does not permit disparate rates based on the
type of service provided over the eguipment attached to the utility's
pole. The 19%6 Act modified the prior pocle attachment provisions of the
Communications Act. It permits providers of telecommunications services
to rely upon the protections of the current law and reguires that
utilities provide cable systems and telecommunications carriers with
nondiscriminatory access to any pole, conduit or right-of-way, owned or
controlled by the utility if the facility is carrying wires already. The
FCC adopted new regulations to govern the charges for pole attachments
used by companies providing telecommunications services, including cable
operators. These regulations will become effective five years after
enactment of the 1596 Act, and any increase in attachment rates
regulting from the FCC's new regulations will be phased in in equal
annual increments over a period of five years beginning on the effective
date of the new FCC regulations. The ultimate ocutcome of these
rulemakings and the ultimate impact of any revised FCC rate formula or
of any new pole attachment rate regulations on us or our businesses
cannot be determined at this time.

The 1992 Act, the 1996 Act and FCC regulations preclude
any cable operator or satellite video programmer affiliated with a cable
company, or with a common carrier providing video programming directly
to its subscribers, from favoring an affiliated company over
competitors. In certain circumstances, these programmers are required
to sell their programming to other multichannel video distributecrs. The
provisions limit the ability of program suppliers affiliated with cable
companies or with common carriers providing satellite delivered wvideo
programming directly to their subscribers to offer exclusive programming
arrangements to their affiliates. The FCC's Cable Service Bureau,
however, has ruled that, except in limited circumstances, these
statutory and regulatory limitations do not apply to programming which
is distributed other than by satellite. We are experiencing difficulty
in securing access to certain local sports programming in the New York
City market, which we consider important to successful competition in
that market. RCN brought a formal program access complaint against
Cablevision Systems, Inc¢. over its refusal to provide such programming
to RCN. The Cable Services Bureau sustained its traditional view,
however, that programming distributed by fiber optic cable was not
covered by the program access provisions of the Communications Act, and
denied RCN's complaint. RCN believes that the Cable Services Bureau is
misreading the law and has sought review by the full Commission of this
ruling. The Communications Act also includes provisions concerning
horizontal and vertical ownership of cable systems, customer gservice,
subscriber privacy, marketing practices, equal employment opportunity,
obscene or indecent programming, regulation of technical standards and
equipment compatibility.
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In addition to the FCC regulations previously discussed,
there are other FCC regulations covering areas such as:

o equal employment opportunity;
¢ syndicated program exclusivity;
© network program non-duplication;
© registration of cable systems;

o0 maintenance of various records and public inspection
files;

© microwave frequency usage;

o lockbox availability;

o sponsorship identification;

o antenna structure notification;

o tower marking and lighting;

o carriage of local sports broadcast programming;

o application of rules governing political broadcasts;

o limitations on advertising contained in non-broadcast
children's programming;

o consumex protection and customer service;

o ownership and access to cable home wiring and home
wiring in multiple dwelling units;

o indecent programming;

0o programmer access to cable systems;
o programming agreements;

o technical standards; and

o consumer electronics equipment compatibility and
closed captioning.

The FCC has the authority to enforce its regulations
through imposing substantial fines, issuing cease and desist ordexs
and/or imposing other administrative sanctions, such as revoking FCC
licenses needed to operate certain transmission facilities often used in
connection with cable operations. We have had difficulty gaining access
to the video distribution wiring in certain multiple dwelling units in
the City of Boston in which Cablevision is the incumbent provider of
video services. In some buildings the management will not permit us to
install our own distribution wiring and Cablevision has not been willing
to permit us to use the existing wiring on some equitable basis when we
wish to initiate service to an individual unit previously served by
Cablevision. We have sought a ruling f£rom the FCC's Cable Services
Bureau that existing FCC inside wiring rules require Cablevision to
cooperate with us to make such wiring available to it. The matter is
currently pending before the FCC's Cable Services Bureau staff.
However, because RCN status in the city of Boston has changed from OVS
operator to franchisee, we will be able to use the Massachusetts
Mandatory Access law if it is necessary to do so to gain access to thesge
MDUs.
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Other bills and administrative proposals pertaining to
cable television have previcusly been introduced in Congress or
considered by other governmental bodies over the past several years.
There will likely be legislative proposals in the future by Congress and
other governmental bodies relating to the regulation of communications
services.

Cable television systems are subject to federal
compulsory copyright licensing covering the retransmission of television
and radio broadcast signals. In exchange for filing certain reports and
contributing a percentage of their basic revenues to a federal copyright
royalty pool, cable operators can obtain blanket licenses to retransmit
the copyrighted material on broadcast signals. Numerous jurisdictions
have imposed so-called "open access" requirements for the grant or
transfer of a cable franchise and many more are considering doing so.
RCN believes its business interests may be served by such open access
but is opposed to further regulations or government intervention in
regard to such matters.

Responding to pressure principally from direct broadcast
satellite ("DBS") companies, Congress passed the Satellite Home Viewer
Improvement Act in late fall of 1999. The principal purpose of this
legislation, known as "SHVIA" was to amend the copyright law to permit
the DBS companies to carry more local broadcast programming in their
programming packages (so-called "local-into-local®). At the same time the
legislation directed the FCC to develop new regulations concerning
retransmission consent and mandatory access. The retransmission consent
provision of SHVIA covers all multiple video program distributors as
well as DBS providers. The Commission has adopted its retransmission
consent rules as required in SHVIA. These new regulations establish an
obligation on the part of broadcasters to bargain in good faith and
define good faith by reference to certain prohibited bargaining tactics
or positions. The regulations also bar exclusive retransmission
agreements but do permit broadcasters to enter into varying terms with
MVPDs carrying their signal based on normal competitive criteria. To the
extent RCN will need to negotiate such retransmission consent agreements
in the future these regulations should help to strength our negotiating
position,

Other Regulatory Issues. The data services business,
including Intermet access, is largely unregulated at this time apart
from Federal, state and local laws and regulations applicable to
businesges in general. However, we cannot assure you that this business
will not become subject to regulatory restraints. Some federal, state,
local and foreign governmental organizations are considering a number of
legislative and regqulatory proposals with respect to Internet user
privacy, infringement, pricing, quality of products and services and
intellectual property ownership. We are also unsure how existing laws
will be applied to the Internet in areas such as property ownership,
copyright, trademark, trade secret, obscenity and defamation.
Additionally, some jurisdictions have sought to impose taxes and other
burdens on providers of data services, and to regulate content provided
via the Internet and other information services. We expect that
proposals of this nature will continue to be debated in Congress and
state legislatures in the future. In addition, although the FCC has on
gseveral occasions rejected proposals to impose additional costs on
providers of Internet access service and other data services for the use
of local exchange telephone network facilities for access to their
customers, the FCC or Congress may consgider similar proposals in the
future. The adoption of new laws or the adaptation of existing laws to
the Internet may decrease the growth in the use of the Internet, which
could in turn have a material adverse effect on our Internet business.
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We have interconnection agreements with Bell Atlantic and
other incumbent local exchange carriers that entitle us to collect
reciprocal compensation payments from them for local telephone calls
that terminate on cur facilities. We make similar payments for outbound
local calls we deliver to the incumbent local exchange carriers.
However, Bell Atlantic and other ILECs around the country have been
contesting whether the cbligation to pay reciprocal cowmpensation to
CLECs should apply to local telephone calls from ILECs customers to
Internet service providers served by CLECs. The ILECs claim that this
traffic is interstate in nature and therefore should be exempt from
compensation arrangements applicable to local, intrastate calls. CLECs
have contended that the interconnection agreements provide no exception
for local calls to Internet service providers and reciprocal
compensation is therefore applicable.

On February 26, 1999, the FCC released a Declaratory Ruling
determining that ISP traffic is interstate for jurisdicticnal purposes,
but that its current rules neither require nor prohibit the payment of
reciprocal compensation for such calls. In the absence of a federal
rule, the FCC determined that state commissions have autherity to
interpret and enforce the reciprocal compensation provisions of existing
interconnection agreements, and to determine the appropriate treatment
of ISP traffic in arbitrating new agreements. The FCC also requested
comment on alternative federal rules to govern compensation for such
calls in the future. The FCC order has been appealed by several parties.
Oral argument was heard on November 22, 1999.

In light of the FCC's order, state commissions, which previously
addressed this issue and reguired reciprocal compensation to be paid for
ISP traffic, may reconsider and modify their prior rulings. Several
incumbent LECs, including Bell Atlantic, are seeking to overturn prior
orders that they claim are inconsistent with the FCC ruling. Of the 26
state commissions that have considered the issue since the FCC's
February 26, 1999 order, 22 have upheld the requirement to pay
reciprocal compensation for ISP-bound traffic. Only Massachusetts, New
Jersey, Louisiana and South Carolina are not requiring reciprocal
compensation for this traffic, at least pending negotiations or a
further FCC decision. The New York Public Service Commission ("NYPSC")
determined that in certain circumstances, Bell Atlantic can pay a lower
reciprocal compensation rate for calls terminated by a competitive LEC
in excess of a ratio of three terminating minutes to each originating
minute.

We provide dial-up access lines to our affiliated ISPs as well as
other ISP customers, so adverse decisions in state proceedings could
have a material impact on our revenues and earnings in those states.
Starpower currently has pending complaints against Bell Atlantic in the
District of Columbia and Virginia, and against GTE in Virginia, based on
these companies' refusal to pay reciprocal compensation.
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In order to develop our networks, we must obtain local
franchises and other permits, as well as building access agreements and
rights tc use underground conduit and pole space, private easements and
other rights-of-way and fiber capacity from entities such as incumbent
local exchange carriers and other utilities, railroads, long distance
companies, state highway authorities, local governments and transit
authorities. We cannot assure you that we will be able to maintain our
existing franchises, permits and rights or to obtain and maintain the
other franchises, permits, building access agreements and rights needed
to implement ocur business plan on acceptable terms. Although we do not
believe that any of the existing arrangements will be canceled or will
not be renewed as needed in the near future, certain cancellation or
non-renewal of these arrangements could materially adversely affect our
business. In addition, our failure to enter into and maintain any such
required arrangements for a particular network, including a network
which is already under development, may affect our ability to acguire or
develop that network.

We have summarized present and proposed federal, state,
and local regulations and legislation affecting the telephone, video
programming and data service industries. This summary is not complete.
Other existing federal regulations, copyright licensing, and, in many
jurisdictions, state and local franchise requirements, are currently the
subject of judicial proceedings, legislative hearings and administrative
proposals which could change, in varying degrees, the operations of
communications companies. The ultimate outcome of these proceedings, and
the ultimate impact of the 1996 Act or any final regulations adopted
under the new law on us or our businesses
cannot be determined at this time.

Employees

As of December 31, 199%, we had approximately 3,450 full-time
employees including employees of the joint ventures, general office and
administrative personnel and approximately 168 part-time employees. The Company
has a collective bargaining agreement that covers approximately 110 employees,
which is valid through January 14, 2001. We consider relations with our
employees to be good.
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ITEM 2. PROPERTIES
Overview of Advanced Fiber Optic Networks

RCN's advanced fiber optic networks are designed to support voice, video and
data services via a fiber-rich network architecture. The Company's multi-
service network is presently operating in Boston, MA; New York City; Lehigh
Valley, PA; Washington, D.C.; San Francisco, CA; Queens, NY; and Philadelphia,
PA. The advanced fiber optic network consists of fiber optic transport
facilities; local and long distance digital telephony switches; video head-ends;
voice, video and data transmission and distribution egquipment; Internet routing
and WAN equipment and the associated network wiring and network termination
equipment. The Company's telephone switching network utilizes the Lucent 5ESS-
2000 switching platform as the local switching element and the network is
designed to provide highly reliable life-line telephony service. 1In each of the
seven existing markets, a Lucent 5ESS-2000 switch is installed and fully
operational. The Company is also entering the Chicago market through its
agreement to acquire 2l1st Century Telecom Group, Inc., a facility-based bundled
service provider. The acquisition is expected to close in the second quarter
cf 2000.

The networks' common backbone signal transport medium for both digital signals
{(voice, video and data) and analog signals (video) is exclusively fiber optic
cable, either RCN-owned, or leased from other providers such as MCI WorldCom,
Qwest or Level 3. The digital fiber optic backbone transport network

utilizes a Synchronous Optical Network {"SCNET”) self-healing ring architecture
to provide high speed, redundant connections for the delivery of RCN's voice,
video and data services. Facility connections from the backbone network to
individual buildings or residential and commercial service areas are typically
provided via RCN-owned fiber optic facilities. RCN's advanced fiber optic
network contains over 2,068 route miles of fiber cable (backbone and
distribution fiber) and 3,646 total network route miles {fiber and distribution
coax} .

Pregently, RCN owns and operates seven local telephony switches, two long
distance switches, and seven videc head-ends within the seven existing markets.
As of December 31, 19992, RCN has passed 713,823 homes with its advanced fiber
optic network and has connected 968 puildings directly to its fiber optic
facilities in metropolitan areas.

We believe that all of our properties are in good operating condition.

The majority of RCN's network infrastructure is built using fiber optic cable as
the predominant transport medium. Fiber optic systems are suitable for
transmission of digitized wveoice, video and data information, or a combination of
these types of signals. The main benefits resulting from the deployment of
fiber optic cable in the backbone and local distribution portiong of the
network, in place of traditional coaxial cable or copper wire, are greater
network capacity, increased functionality, smaller size service areas and
decreased requirements for periodic amplification of the signal. These factors
contribute to lower installation and maintenance costs and increases the variety
and quality of the service offerings. 'The inherent bandwidth limitations of
twisted pair copper wire historically used in telephone networks present a
substantial obstacle to the use of existing telephone networks to provide video
programming services. Although coaxial cable provides substantially greater
bandwidth than twisted pair copper wire, fiber optic cable provides
substantially greater bandwidth than coaxial cable. Consequently, newly
constructed fiber networks, such as RCN's, provide a superior platform for
delivering high speed, high capacity voice, video and data services, when
compared to traditional systems based largely on copper wire or coaxial cable.




28

The fiber optic cable utilized by RCN's network has the increased capacity
necessary for the transport and delivery of today's high-bandwidth data and
video transmission requirements. The fiber optic cable typically used contains
between 12 and 288 fiber strands; however, larger sizes up to 864 strands have
been used in certain applicaticns. Each individual strand of fiber is capable
of providing a large number of telecommunications channels or "circuits®.
Depending on the transmission electronics used, a single pair of glass fibers on
RCN's network currently can transmit tens of thousands of simultaneous veoice
conversations, whereas, a typical pair of copper wires can carry a maximum of 24
simultaneocus conversations using standard TDM multiplexing systems. Although
the LECs commonly use copper wire in their networks, they are currently
deploying fiber optic cable to upgrade portions of their copper based network,
particularly in areas served by RCN. RCN expects that continued developments
and enhancements in communications equipment will increase the capacity of each
optical fiber, thereby providing even more capacity at relatively low
incremental cost.

As the Company's network is further developed, it will be dependent on certain
strategic alliances and other arrangements in order to provide the full range of
its telecommunicatiocon service offerings. These relationghips include RCN's
arrangements with MCI WorldCom to lease portions of MCI WorldCom's fiber optic
network in New York City and, to a lesser extent, RCN's joint venture with
Boston Edison in Boston, the Starpower joint venture in Washington and RCN's
arrangements to lease unbundled local loop and T-1 facilities from the serving
LEC. See "Strategic Relationships and Facilities Agreement" above and "Voice
Services Advanced Fiber Optic Networks" immediately following. Any disruption
of these arrangements and relationships could have a material adverge effect on
the Company.

Voice Services

Advanced Fiber Optic Networks. The Company's advanced fiber optic networks in
all existing markets utilize a voice network that supports both switched and
non-switched (private line) services. In metropolitan areas, individual
buildings are connected to the network backbone via fiber extensions that are
generally terminated in SONET equipment, which provides redundant and fail-safe
interconnection between the building and the RCN central switch location. 1In
situations where fiber extensions are not yet available, interim facility
connections can be provided by leasing special access facilities through an
arrangement with MCI WorldCom or the incumbent LEC. In this regard, RCN has in
place agreements which allow it toc lease certain facilities owned by the
incumbent LECs (unbundled local loops and T-1 facilities) to provide voice
gservices. This enables RCN to provide voice services to subscribers who are not
directly connected to RCN's advanced fiber optic network. As RCN's network
expands to reach more areas within a target market, subscribers served by these
temporary connections will be migrated to RCN's advanced fiber optic network.
Within large MDU buildings in metropolitan areas, a voice service hub is
established by installing Integrated Digital Loop Carrier ("IDLC"} equipment,
which acts as the point of interface between the SONET backbone facility and the
intra-building wiring. Each IDLC is installed with a standby power system and
is capable of serving between €72 and 2048 lines, depending on the specific type
of eguipment utilized. The IDLC is capable of supporting a wide range of both
non-switched services (DS-1, digital data) and switched voice services and
features including ISDN, Centrex, Custom Calling and CLASS features. At the
time of initial wiring, RCN generally installs wiring in excess of its initial
requirements, in order to meet future subscriber demand.
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In residential overbuild situations, RCN provides a fiber-rich local
distribution architecture for the delivery of voice services to the residential
or commercial subscriber. Fiber optic backbone facilities using SONET transport
electronics provide interconnection from the telephony distribution electronics
to the RCN 5ESS8-2000 local telephony switch. Fiber optic facilities are
utilized to transport the telephony signals to a residential service area node,
a point typically within 900 feet from the furthest subscriber, typically
serving 150 homes. The distribution facilities between the node and the
subscriber are either coaxial cable or fiber optic cable.

Video Programming

Advanced Fiber Optic Networks. There are presently seven video head-end
locations within RCN's advanced fiber optic networks (i.e., New York City;
Boston, MA; Lehigh Valley, PA; Washington, D.C.; Philadelphia, PA; Queens, NY;
and San Francisco, CA}. The videc head-ends consist of optical transmitters,
optical receivers, satellite receivers, signal processors, modulators, encoding
equipment, digital video transport equipment and network status monitoring and
automated tape distribution equipment. From the head-end, the video signals are
transported to secondary hub sites in either digital or analog signal format.
Once the signal is received at the secondary hub site, the signal is
conditioned, processed and interconnected to the local fiber optic transport
facilities for distribution to the video subscribers. The video signals are
distributed to individual fiber nodes or receivers via the same fiber optic
cable used to deliver the voice and data service. The fiber cable terminates in
a fiber optic receiver within an individual building or video service area.

From the fiber node, coaxial cable and related distribution equipment is used to
distribute the video signals to the customer premises. The bandwidth of the
video distribution is a minimum of 860 MHz, which is capable of supporting
between 90 and 110 analog video channels and a substantial number of digital
video channels. This distribution plant is specifically designed to be
predominantly fiber-based, which increases the reliability and improves the
guality of the services delivered as compared to traditional cable television
distribution architectures.

Wireless Video. RCN alsc owns and operates a "wireless video" television system
(which was formerly operated as Liberty Cable Television of New York and
acquired by RCN in 1996) using point-to-point 18GHz microwave technology. RCN
is utilizing this system in New York City as an alternate platform for
delivering television programming to buildings that are not yet connected to the
advanced fiber optic network. RCN expects that the majority of the buildings
currently served by the wireless service will ultimately be connected to the
network to the extent that connection is feasible. As buildings are connected
to the RCN network, RCN will reuse the microwave equipment to provide service to
other customers in off-network premises.

Hybrid Fiber/Coaxial Cable Systems. RCN owns and operates Hybrid Fiber Coaxial
cable television networks in Pennsylvania, New Jersey and New York State
{outside of New York City). These networks offer expanded bandwidth and a
platform for two-way services, and have an aggregate of 696 route miles of fiber
optic cable. The network in Pennsylvania includes a separate high capacity
fiber optic ring with a minimum 84 fibers (covering approximately 100 route
miles), which is designed and constructed to support a competitive telephony
network. The Pennsylvania system consists of 1,865 miles of coaxial cable and
340 route miles of fiber cable. The Pennsylvania system serves 150 nodes from
one headend, and operates at 550 - 750 MHz with approximately 80 active
channels. The New York system includes 211 route miles of fiber optic cable
serving approximately 128 nodes from one head-end. Approximately 70% of the New
York system is two-way active 750 MHz plant and is equipped to support both
telephony and cable modem services. The New Jersey system includes 145 route
miles of fiber optic cable and the bandwidth of the plant is 400/450 MHz. The
New Jersey system is planned to be upgraded to 750 MHz and will provide an
expanded channel line-up and digital video service by the end of year 2000.

All of the Company's Hybrid Fiber Coax cable systems are 100% one-way
addressable.
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Data Services. RCN's Internet access and data transmission services are
currently provided over the advanced fiber optic network via dial-up modems
facilitated through the RCN voice network in on-net subscriber applications. In
off-net situations, subscribers use conventional dial-up modems through the
incumbent LEC network to access RCN's Internet transmission network. RCN also
offers Internet and data transmission services via cable modems over the
advanced fiber network. Cable modems, which utilize the broadband coaxial
plant, offer higher speed access for data transmission than the speeds achieved
by conventional telephone dial-up technology.

RCN is presently developing a long haul, high-bandwidth fiber optic transport
facility that will traverse from Boston to Washington D.C. This facility will
utilize fiber that RCN recently acquired in an arrangement with Qwest and be
used to provide high-speed connectivity between each of RCN's points of presence
along the Northeast Corridor. It will initially provide long distance telephone
and Internet connectivity along this corridor for RCN's customers.

RCN provides high quality Internet access services to businesses by utilizing
high-speed access via ISDN, frame relay, fractiomal T-1, T-1 and T-3 circuits.
RCN's network infrastructure currently supports modems with dial-access speeds
of up to 56 KBPS. RCN provides new dial-access subscribers with an easy-to-
ingtall proprietary access software package, which incorporates a telephone
dialer, an e-mail platform, a Web browser (Microseoft Corp.'s Microsoft Internet
Explorer) and SurfWatchTM softwarxe for parental control over Internet content
access. This software package permits simplified access to the Internet through
a "point and click" graphical user interface. After installation, the
subscriber has a direct connection to the Internet using Point-to-Point Protocol
and access to all of the Internet's resources, including e-mail, the World Wide
Web, Usenet News service and Internet Relay Chat. Access software automatically
displays the RCN World Wide Web site each time a subscriber logs on, providing
RCN with the opportunity to communicate with its subscribers at the start of
each session. RCN maintains "24 x 7" subscriber and technical support 365 days a
year.

RCN services currently rely on the widespread commercial use of Transmission
Control Protocol/Internet Protocol ("TCP/IP"). Alternative open and proprietary
protocol standards that compete with TCP/IP, including proprietary protocols
developed by International Business Machines Corporation {("IBM"} and Novell,
Inc. have been or are being developed. The adoption of such new industry
standards could render the Company's existing services obsolete and unmarketable
or require reduction in the fees charged therefore.

RCN relies on a combination of copyright, trademark and trade secret laws and
contractual restrictions to establish and protect its proprietary technology.
However, there can be no assurance that RCN's technology will not be
misappropriated or that equivalent or superior technologies will not be
developed. In addition, there can be no assurance that third parties will not
assert that RCN's services or its users' content infringe their proprietary
rights. The Company has obtained authorization, typically in the form of a
license, to distribute third-party software incorporated in the RCN access
software product for Windows 3.1, Windows 95, Windows NT and Macintosh
platforms. The Company plans to maintain or negotiate renewals of existing
software licenses and authorizations. The Company may degsire or need to license
other applications in the future.

We own various corporate office facilities in Dallas, PA and technical sites
used for storage of hub and headend facilities.

We also lease corporate office facilities in Princeton, NJ and in all of our
major markets under various noncancelable leases with terms ranging from 1
to 15 years.

We believe that all of our owned and leased facilities are in good condition
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ITEM 3. LEGAL PROCEEDINGS

RCN hag filed suit in the U.S. Court of Appeals for the
D.C. Circuit seeking the Court's review of a decision of the FCC which
requires RCN, where it operates as an OVS provider, to share certain OVS
system and corporate data with in-region cable competitors if such
competitors are not franchised within RCN's technically integrated
service area. RCN believes the FCC's decision, as well as two related
decisions of the Cable Services Bureau, are contrary to law, arbitrary
and capricious. The FCC has asked the Court to hold the case in abeyance
pending its resolution of a petition for reconsideration filed by Time
Warner. RCN has not opposed this request and the Court has granted the
Motion.

In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the results of operations or financial condition of
the Company.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders of the Registrant
during the fourth quarter of the Registrant's 1999 fiscal year.

EXECUTIVE OFFICERS OF THE REGISTRANT

Pursuant to General Instruction G(3) of Form 10-K, the following list is
included as an un-numbered Item in Part I of this Report in lieu of being
included in the definitive proxy statement relating to the Registrant's Annual
Meeting of Shareholders to be filed by Registrant with the Commission pursuant
to Section 14(A) of the Securities Exchange Act of 1934 (the "1934 Act").

Executive Officers of the Registrant

David C. McCourt, 43 has been President and Chief Executive QOfficer of
the Company as well as a Director since September 1997. Mr. McCourt has
served as a Director and Chairman and Chief Executive Officer of Cable
Michigan from September, 1997 to November 1998. In addition, he is a
Director and Chairman of Commonwealth Telephone Enterprises, Inc.
{"CTE"), positions he has held since October 1993. Mr. McCourt was
Chief Executive Officer of CTE from October 1993 to November 1998. Mr.
McCourt has also been President and Chief Executive Officer, as well as
a Director of Level 3 Telecom Holdings, Inc. formerly Kiewit Telecom
Holdings, Ing¢. He was algso Chairman and Chief Executive Officer as well
as a Director of Mercom, S.A. de C.V. from October 1933 to November
1998. He was a Director of MFS Communications Company, Inc. from July,
1990 to December, 1596, President and a Director of Metropoclitan Fiber
Systems/McCourt, Inc. a subsidiary of MFS Telecom, Inc., since 1988,
and has been a Director of Cable Satellite Public Affairs Network
("C-SPAN"} since June, 1995. He was a Director of WorldCom, Inc. from
December 1996 to March 1998 and has been a Director of Level 3 since
March 1998.

Michael A. Adams, 42 has been President and Chief Operating Officer of
the Company since October, 1999. Previously, he was President of the
Technology and Network Development Group since 1997. Prior to that he
served as Vice President of Technology with C-TEC Corporation from
November, 1996 to September, 1997. Prior to that he served as Executive
Vice President of Commonwealth Communications, Inc. from August, 1996
to November, 1996.

Timothy J. Stoklosa, 39 has been Executive Vice President and Chief
Financial Officer of the Company since January, 2000. Previously, he
wasg Senior Vice President and Treasurer of the Company, since
September 1997. Prior to that he served as Executive Vice President and
Chief Financial Officer and was a Director of Mercom, Inc. from 1997 to
1998. Mr. Stoklosa was Treasurer of CTE from 1994 to 1997, and has been
a Director of CTE since December 1999.

John J. Jones, 33, has been Executive Vice President, General Counsel
and Corporate Secretary of the Company and CTE since July 1998.

Mr. Jones served as Vice President, General Counsel and Corporate
Secretary of Designer Holdings, Ltd. from January 1996 to December
1397. Prior to that time, Mr. Jones was engaged in the private
practice of law at the law firm of Skadden, Arps, Slate, Meagher &
Flom beginning in September 1991 to August 1995,
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Ralph S. Hromisin, CPA, 39, has been Senior Vice President and Chief
Accounting Officer of the Company since August 1998. He was Vice
President and Chief Accounting Officer from September 1997 to August
1998. He wag Vice President and Chief Accounting Officer of CTE from
September 1997 to January 1998. He served as Vice President and
Corporate Controller of CTE from August 1994 to September 1997. Mr.

Hromisin was Director of Corporate Accounting for CTE from March 1952
to August 1594.
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PART I1

Item 5. Market for the Registrant's Common Stock and Related Shareholder
Matters

The Company's Common Stock is traded on the NASDAQ stock exchange.
There were approximately 2,705 holders of Registrant's Common Stock on
February 29, 1999. The Company maintains a no cash dividend policy. The
Company does not intend to alter this policy in the foreseeable future. Other
information required under Item 5 of Part II i¢ set forth in Note 18 to the
consolidated financial statements included in Part IV Item 1l4(a) (1) of this Form
10-K.

Item 6. Selected Financial Data

Information required under Item 6 of Part II is set forth in Part IV
Item 14 {(a) (1) of this Form 10-K.

Item 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations

Information reguired under Item 7 of Part II is set forth in Part IV
Item 14(a) {1) of this Form 10-K.

Item 7a. Quantitative and Qualitative Disclosures about Market Risk.

Information required under Item 7 of Part IT is set forth in Part IV
Item 14 (a) (1) of this Form 10-K.

Item 8. Financial Statements and Supplementary Data.

The consolidated financial statements and supplementary data required
under Item 8 of Part II are set forth in Part IV Item 14{a) (1) of this
Form 10-K.

Item 9. Disagreements on Accounting and Financial Disclosure.

During the two years preceding December 31, 1999, there has been
neither a change of accountants of the Registrant nor any
disagreement on any matter of accounting principles, practices or
financial statement disclosure.
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PART III
Item 10. Directors and Executive Officers of the Registrant

The information required under Item 10 of Part IITI with respect to the
Directors of Registrant is set forth in the definitive proxy statement relating
to Registrant's Annual Meeting of Shareholders to be filed by the Registrant
with the Commission pursuant to Section 14(a) of the 1934 Act and is hereby
specifically incorporated herein by reference thereto.

The information reguired under Item 10 of Part III with respect to the
executive officers of the Registrant is set forth at the end of Part I hereof.

Item 11. Executive Compensation

The information required under Item 11 of Part III is set forth in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholders to be filed by the Registrant with the Commission pursuant to
Section 14{a) of the 1934 Act, and is hereby specifically incorporated herein by
reference thereto.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required under Item 12 of Part III is included in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholders to be filed by Registrant with the Commigasion pursuant to Section
14 (a) of the 1934 Act, and is hereby specifically incorporated herein by
reference thereto.

Item 13. Certain Relationships and Related Transactions

The information reqguired under Item 13 of Part III is included in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholders to be filed by Registrant with the Commission pursuant to Section
14 (a) of the 1934 Act, and is hereby specifically incorporated herein by
reference thereto.
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PART IV
Item 14. Exhibits, Financial Statement Schedules and Report on form B-K.
Item 14 (a) (1} Financial Statements:

consolidated Statements of Operations for the Years Ended December 31,
1999, 1998 and 15997.

Consolidated Statements of Cash Flows for Years Ended December 31, 1939,
1998 and 1987.

Consolidated Balance Sheets - December 31, 1999 and 1998.

Consolidated Statements of Changes in Common Shareholders' Equity for
Years Ended December 31, 1999, 1998 and 1997.

Notes to Consclidated Financial Statements
Report of Independent Accountants

Item 14 (a) (2} Financial Statement Schedules:
Description
condensed Financial Information of Registrant for the Year Ended
December 31, 1999. {Schedule I}

valuation and Qualifying Accounts and Reserves for the Years Ended
December 31, 1999, 1998 and 1997 (Schedule II}

21l other financial statement schedules not listed have been omitted
since the reguired information is included in the consolidated financial
statements or the notes thereto, or are not applicable or required.

Item 14 (a) (3) Exhibits:

Exhibits marked with an asterisk are filed herewith and are listed in the
index to exhibits of this Form 10-K. The remainder of the exhibits have been
filed with the Commission and are incorporated herein by reference.

{2} Plan of acquisition, reorganization, arrangement and Report on Form 8-K

{a) Form of Distribution Agreement among C-TEC Corporation, Cable Michigan,
Inc. and the Registrant is incorporated herein by reference to Exhibit 2.1
to the Company's Amendment No. 2 to Form 10/A filed September 5, 1897
{Commission File No. 0-22825.)

(3) Articles of Incorporation and By-laws

{a) Form of Amended and Restated Articles of Incorporation of the Registrant
are incorporated herein by reference to Exhibit 3.1 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
0-22825.})

{b) Certificate of Amendment tc the amended and restated Articles of
Incorporration Certificate of Amendment to the amended and restated of the
Registrant are incorporated herein by reference to Exhibit 3.1 to the
Company's Registration Statement on Form S-1 filed on August 11, 1998,
{(Commission File No. 333-61223.)

{c) Certificate of Designations, Preferences and Rights of
Series A 7% Senior Convertible Preferred Stock dated April
7, 1959 (incorporated herein by reference to Exhibit 3.1 to
RCN's Registration Statement on Form S-3 (filed February 1,
1999} (Commission File No. 333-71525) ("1999 Form S-3")}

{d} Certificate of Designations, Preferences, and Rights of Series B 7%
Senior Cenvertible Preferred Stock (incorporated by reference to
Exhibit A of Exhibit 10.01 to RCN's current report on Form B-K
{filed October 1,1999} {Commission File No. 0-22825)}

(e} Form of Amended and Restated Bylaws of the Registrant are incorporated
herein by reference to Exhibit 3.2 to the Company's Amendment No. 2 to
Porm 10/A filed September 5, 1997 (Commission File No. 0-22825.)
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(4) Instruments defining the rights of security holders, including indentures

(a) Credit Agreement dated as of June 3, 1999 among RCN, the
borrowers named therein, the lenders party thereto, The
Chase Manhattan Bank, as Agent, Chase Securities Inc¢., as
Lead Arrangey and Book Manager, and Deutsche Bank A.G.,
Merrill Lynch Capital Corp. and Morgan Stanley Senior
Funding, as Documentation Agents (incorporated herein by
reference to Exhibit 10.01 to RCN's Current Report on Form
8-K dated August 17, 1999 (filed August 17, 1999}
{(Commisgion File No. 000-22825%)

(b} Form of Indenture between RCN, as Issuer, and The Chase
Manhattan Bank, as Trustee, with respect to the 10 1/8%
Senior Notes due 2010 (incorporated herein by reference to
Exhibit 4.11 to RCN's 1999 Form S-3})

(c) Indenture dated June 24, 1998 between RCN, as Issuer, and
The Chase Manhattan Bank, as Trustee, with respect to the
11% Senior Discount Notes due 2008 (incorporated herein by
reference to Exhibit 4.8 to RCN's Registration Statement on
Form $-1 {(filed June 1, 1998) {Commission File No.
333-55673) ("1998 Form S$S-1"))

(a) Form of 11% Senior Discount Note due 2008 (included in
Exhibit 4.3) (incorporated herein by reference to Exhibit
4.9 to RCN's 1598 Form S5-1)

(e) Indenture dated as of February 6, 1998 between RCN, as
Issuer, and The Chase Manhattan Bank, as Trustee, with
regpect to the 9.80% Senior Discount Notes due 2008
(incorporated herein by reference to Exhibit 4.1 to RCN's
Registration Statement on Form S-4 (filed March 23, 1998)
(Commigsion File No. 333-48487) ("1998 Form S-4"})

(f) Form of the 9.80% Senior Discount Notes due 2008, Series B
{included in Exhibit 4.5) (incorporated herein by reference
to Exhibit 4.2 to RCN's 1998 Form S-4)

{g) Indenture dated as of October 17, 1997 between RCN, as
Issuer, and The Chase Manhattan Bank, as Trustee, with
respect to the 10% Senior Notes due 2007 (incorporated
herein by reference to Exhibit 4.1 to RCN'as Registration
Statement on Form S-4 (filed November 26, 1997) (Commission
File No. 333-41081) ({("1997 Form S-4"))

{h) Form of the 10% Senior Exchange Notes due 2007 (included in
Exhibit 4.7} {incorporated herein by reference to Exhibit
4.2 to RCN's 1997 Form S-4)

(i) Indenture dated as of October 17, 1997 between RCN, as
Issuer, and The Chase Manhattan Bank, as Trustee, with
respect to the 11 1/8% Senior Discount Notes due 2007
(incorporated herein by reference to Exhibit 4.3 to RCN'sg
1997 Form S5-4)

(i) Form of the 11 1/8% Senior Discount Exchange Notes due 2007
(included in Exhibit 4.9) (incorporated herein by refereance
to Exhibit 4.4 to RCN's 1997 Form S-4)

(k) Escrow Agreement dated as of October 17, 1997 among The
Chase Manhattan Bank, as escrow agent, The Chase Manhattan
Bank, as Trustee under the Indenture (as defined therein),
and RCN (incorporated herein by reference to Exhibit 4.6 to
RCN's 1857 Form S-4}




(1)

{(m)

(n}

(o)

(p}

{q}

Credit Agreement dated as of July 1, 1997 among C-TEC Cable
Systems, Inc., ComVideo Systems, Inc., C-TEC Cable Systems
of New York, Inc. and First Union National Bank, as agent
(incorporated herein by reference to Exhibit 4.1 to RCN's
Information Statement on Form 10/A (filed July 10, 1997)
{Commission File No. 000-22825))

First amendment, dated as of December 3, 1999, to the Credit
Agreement, dated as of June 3, 1999 among RCN, the borrowers named
therein, the lenders party thereto, The Chase Manhattan Bank, as
Agent, Chase Securities Inc., as Lead Arranger and Book Manager, and
Deutsche Bank A.G., Merrill Lynch Capital Corp. and Morgan Stanley
Senior Funding, as Documentation Agents (incorporated herein by
reference to Exhibit 10.01 to RCN's Current Report on Form

8-K dated August 17, 1999 (filed August 17, 1599)

(Commission File No. 000-22825)

Indenture, dated as of December 22, 1999, between RCN, as Issuer,
and The Chase Manhatten Bank, as Trustee, with regpect to the

10 1/8% Senior Discount Notes due 2010. ({incorporated herein by
reference to Exhibit 4.11 to RCN's Registration Statement on Form
S-3/n (filed October 6, 1999) (Commission File No. 333-71525)
{"1999 Form S-3/A")

Form of the 10 1/8% Senior Digcount Notes due 2010 (included in
Exhibit 4.11 (incorporated herein by reference teo exhibit 4.11 to
RCN's 1999 Form S-3/A.

Stock Purchase Agreement dated as of October 1, 1999 between Vulcan
Ventures Incorporated {incorporated by reference to RCN's Form 8-K
dated October 1, 1999, Commission file No. 0-22825).

Voting Agreement dated as of OCtober 1, 1999 among RCN, Vulcan
Ventures Incorporated and Level 3 Telecom Holdings, Inc.
{(incorporated by reference to RCN's Form B8-K dated October 1, 1999,
Commission File No. 0-22825)
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{10} Material Contracta

{a) Tax Sharing Agreement by and among C-TEC Corporation, Cable Michigan. Inc.
and the Registrant is incorporated herein by reference to Exhibit 10.1 to
the Company's Amendment No. 2 to Form 10/A f£iled September 5, 1337
{Commission File Wo. 0-22825.)

(b} Dark Fiber IRU Agresment dated as of May 8, 1997 among Metropolitan Fiber
Systems/McCourt, In¢. and RCN Telecom Services of Massachusetts, Inc. is
incorporated herein by reference to Exhibit 10.2 to the Company's
Amendment No. 2 to Form 10/R filed September 5, 1397 (Commission File No.
0-22825.)

{¢) Dark Fibar IRU Agreemepnt dated as of May 6, 1997 among Metropolitan Fiber
Systems of WNew York, Inc. and RCN Telecom Services of New York, Inc. is
incorporated herein by reference to Exhibit 1¢.3 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
0-22825.)

{d) Joint Venture Agreement dated as of December 23, 1%36 between RCN Telecom

Services, Inc. and Boston Energy Technology Group., Ine. ia incorporated
herein reference by Exhibit 10.7 to the Company's Amendment Ro. 2 to Form
10/A filed September 5, 1997 (Commisaion File No. 0-22825.)

{e}) Amended and Restated Operating Agreement of RCN-BecoCom, LLC dated as of
June 17, 1997 is incorporated herein by reference to Exhibit 10.8 to the
Company's Amendment No. 2 to Porm 10/A filed September 5, 1957 {Commission
File No. 0-22825.)

(£

Management Agreement dated as of June 17, 1957 among RCN Operating
Services, Inc. and BecoCom, Inc. is incorporated herein by reference to
Exhibit 1¢.9 to the Company's Amendment No.2 to Form 10/R filed September
5, 1397 {Commiasion File ¥No. 0-22825.)

{g) Comatruction and Indefeasible Right of Use Agreement dated as of June 17,
1997 between BecoCom, Inc. and RCN-BecoCom, LLC is incorporated herein by
refersnce to Exhibit 10.10 to the Company's Amendment No. 2 to Form 10/A
filed September 5, 1397 (Commisgion File No. 0-22825.)

(h} License Agresment dated as of June 17, 1257 between BostonR Ediscn Company

and BecoCom, Inc. 1s incorporated herein by reference to Exhibit 10.11 to
the Company's Amendment No. 2 to Form 10/A filed September 5, 1937
{Commission File Mo, 0-22825.)

-

Joint Investment and Non-Competition Agreewent dated as of June 17, 1397
among RCH Telecom Services of Massachusetts, Inc., BecoCom, Inc. and RCN-
BecoCom, LLC is incorporated herein by reference to BExhibit 10.12 to the
Company's Amendment No. 2 to Form 10/A filed September 5, 1997 {Commizsion
File No. 0-22823.)

{j} Amended and restated Operating Agreement of Starpower Communications,
L.L.C. by and between Pepco Communications, L.L.C. and RCN Telecom
Services of Washington, D.C. Inc. dated Qctober 28, 1397 ism incorporatced
herein by reference to Exhibit 10,13 to the Company's Annual Report on
Form 10-K for the year ended December 31, 1997 (Commission File No.
0-22825.}

21* Subsidiaries of Registrant

23 Consent of PricewaterhouseCoopers LLP with respect to RCN Corporation
24* Power of Attorney

T Financial Data Schedule

39 (b} Report an Form l1l-k with respect to the RCN Savings and Stock
Ownership Plan will be filed as an amendment to this Report on Form 10-K.

Item 14. (b) Reports on Form B-K

On December 17, 199%, The Company anncunced that it has entered into a
definitive agreement with respect %o the acquisition of 21st Century Telecom
Group, Inc. Pro forma financial statements of RCN Corporation and financial
statements for 21st Century Teleécom Group, Inc. ars filed as Exhibit %2.1
hereto.

On December 12, 1999, The Company entered into an Agreement and Plan of
Merger with 21st Century Telecom Group, Inc. providing for the acquisition
of 2Z1st Century by the Company.

On October 4, 1999, the Company announced that Vulcan Ventures
Incorporated {"Vulgcan"), the investment organization of Paul G. Allen, has
agreed to make a 51,65 billion investment in the Company. The investment is
in the form ¢f mandatorily coavertible preferred stock {the “Preferred Stock®),
which will be converted into the Registrant's Common Steck, par value $1.00 per
share {“Cowmon Stock'), no later than seven years after it is issued. Vulcan
has agreed to purchase 1,650,000 shares of the Preferred Stock. The Preferred
Stock has a liguidation preference of 51,000 per share and is convertible into
Common Stock at a price of $62 per ghare.




39
SIGNATURES

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

Date: March 30, 2000 RCN Corporation

By: \s\ David C. McCourt
David C. MeCourt
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securitieg Exchange Act of 1934, this report
has been signed below by the following persons on behalf of the Registrant and
in the capacities and on the dates indicated.

Signature Title Date

PRINCIPAL EXECUTIVE AND ACCOUNTING OFFICERS:

\s\ David C. McCourt Chairman and Chief March 30, 2000
-------------------------- Executive Officer
David C. McCourt

\s\ Michael A. Adams President and Chief March 30, 2000
-------------------------- Cperating Officer
Michael A. Adams

\s\ Timothy J. Stoklosa Executive Vice President March 30, 2000
-------------------------- and Chief Financial Officer
Timothy J. Stoklosa

\s\ Ralph S. Hromisin Senior Vice President and March 30, 2000
-------------------------- Chief Accounting Officer
Ralph 8. Hromisin




DIRECTORS:

\s\ David C. McCourt

David C. McCourt

\g\ James Q. Crowe

James Q. Crowe

\s\ Walter E. Scott, Jr.

Walter E. Scott, Jr.

\s\ Richard R. Jaros

Richard R. Jaros

\8\ Thomas May

Thomas May

\s\ Alfred Fasola

Alfred Fasola

\s\ Thomas P. O'Neill, III

Thomas P. O'Neill, III

\8\ Eugene Roth

Eugene Roth

\s\ Stuart E. Graham

Stuart E. Graham

\s\ Michael B. Yanney

Michael B. Yanney

\s\ Edward 8. Harris

Edward S. Harris

\s\ Michael J. Levitt

Michael J. Levitt

\s\ William D. Savoy

William D. Savoy

\s\ Michael A. Adams

Michael A. Adams

\s\ Timothy J. Stoklosa

Timothy J. Stoklosa
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SCHEDULE I
RCN CORPORATION
CONDENSED FINANCIAL INFORMATION QF REGISTRANT
STATEMENTS OF OPERATIONS
{THOUSANDS OF DOLLARS}
For the Years
1999
Sales 13
Other income [(expense) 7,795
Costs and expenses 23
Operating income (loss) 7,785
Interest income 3,103
Interest expense (161, 4686)
(Loss) before income taxes (150,578)
(Benefit) for income taxes {59,592)
Equity in (loss) of

congolidated entities (264,042)
Net {loss) {355,028}
Preferred stock dividend and accretion requirements 13,542
Net (loss) to common shareholders $ (368,570)

{Loss) per average common share:
Net (loss) $ {5.12)
Weighted average common shares ocutstanding 71,966,301

Ended December 31,

(18,293)

2,834
{106,161)

(121,620)
{36,164)

{119,989}

s {3.38)
51,187,354




42

SCHEDULE I
RCN CORPORATION
CONDENSED FINANCIAI, INFORMATION OF REGISTRANT
BALANCE SHEETS
{THOUSANDS OF DOLLARS)
December 31,
1999 1998

ASSETS
Current assets

Cash and temporary cash investments 3 3,703 $ 15

Accounts receivable from related parties = 99

Accounts receivable from affiliates 409,514 13,172

Accounts receivable [ 4

Prepayments & other 93,912 25,120

Investments restricted for debt service 22,128 22,500
Total current assets 529,263 60,910
Investments restricted for debt service - 19,869
Investments in subsidiaries 2,273,075 1,444,450
Unamortized debt issuance cost 60,639 26,640
Deferred charges and cther assets 25, 844 9,525
Total assets $ 2,888,821 $ 1,561,394
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable to affiliates 87,797 20,368

Accrued interest 12,928 4,813

Accrued expenses 838 152
Total current liabilities 101,563 25,333
Long-term debt 2,141,516 1,164,615
Preferred Stock 253,438
Shareholders' Equity

Common stock 77,724 65,477

Deficit (591,128} (222,558)

Additional paid in capital 923,341 539,770

Cumulative translation adjustment (2,014) (3,055}

Unrealized appreciation on investments (6,228) 1,113

Treasury stock {(9,391) {9,301}
Total common shareholders' equity 392,304 371,446

Total liabilities and shareholders' equity $ 2,888,821 $ 1,561,394
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SCHEDULE 1

RCN CORPORATION
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENTS OF CASH FLOWS
(THOUSANDS OF DOLLARS)

For the years Ended December 31,

1999 1988
CcASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss} % (355,028) S (205,442)
Realized {(gain)/loss on disposal of Lancit (8,621) -
peferred income taxes and investment tax credits {15,175) (7,728)
Working capital (390,852) {19,009)
Equity in loss of consolidated entity 244,045 119,986
Equity in loss of unconsolidated entity 19,997 =
Noncash accretion of discounted senior notes 101,901 aQ, 925
Amortization of financing costs 5,492 2,733
Noncash unrealized appreciation/depreciation on TCI {7,341} =
Noncash write-off of acguired R&D = 18,293
Other {1,145} 1,080
Net cash (used in) operating activities (406,727) (9,162)
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisitions (53,322) (47,028)
Other {990, 843) {562,106)
Net cash {used in) investing activities (1,044,165} {609,134)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuance of common stock 344,342 112,866
Proceeds from the issuance of preferred stock 239,897 -
Issuance of long-term debt 875,000 500,587
Interest paid on Senior Notes 22,500 22,375
Financing costs (39,491) {10,185}
Proceeds from the exercise of stock options 12,422 1,969
Purchase of treasury stock (50) (9,301}
Net cash provided by financing activities 1,454,580 618,311
Net increase/{decrease) in cash and temporary cash investments 3,688 15
Beginning cash & temporary cash investments 15 0

Ending cash & temporary cash investments ] 3,703 5 15
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SCHEDULE II
RCN CORPORATION
VALUATION AND QUALIFYING ACCCUNTS AND RESERVES
FOR THE YEARS ENDED DECEMBER 31, 1999, 1998, AND 18957
{THOUSANDS OF DOLLARS}

COLUMN A COLUMN B COLUMN C COLUMN D
ADDITION
BALRNCE AT CHARGED CHARGED
BEGINNING CF TO COSTS TC OTHER
DESCRIPTION PERIOD AND EXPENSE ACCOUNTS DEDUCTIONS

ALLOWANCE FOR DOUBTFUL ACCOUNTS-
DEDUCTED FROM ACCOUNTS RECEIVABLE
IN THE CONSOLIPATED BALANCE SHEETS

1599 55,766 $7,691 § 5ip $1,709
1598 $%,134 54,096 $1,215 $1,8679
1597 5 851 52,732 5 997 $2,456

ALLOWANCE FOR DEFERRED TAX ASSETS-
DEDUCTED FROM DEFERRED TAX ASSETS
IN THE CONSOLIDATED BALANCE SHEETS

1399 582,068 §163,144 5 363 $10,200
1998 $ 8,404 § 64,498 512,963 $ 3,797
1997 5 3,631 8 5,777 s = % 1,064

BALRNCE AT
END OF
PERIOD

512,258
$ 5,766
§ 2,134

$215,37%
§ 82,068
8 8,404
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RCN CORPORATION

SELECTED FINANCIAL DATA

Thousands of Dollars Except Per Share Amounts
For the Years Ended December 31,

Sales $ 275,993 $ 210,940
(Loss) income before extraordinary charge and
cusalative effect of change in aceounting
principle $ {354,604) & (204,801)
Basic and diluted {loas) income per average
commen share before extraordinary charge
and cumulative effect of change in

accounting principle S {5.11) § (3.35}
Dividends per share o -
Total assets $3,192,114 $1,907,615

Long-term debt, net of current waturities $2,143,086 51,263,036
Redeemable preferred stock $ 253,438 -

$1,150,992 § 628,085
$ 686,103 § 131,250

$ 0.04

$ 649,610
$ 135,25¢
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in thousands, except per share data)

Certain statements contained in this annual report are "forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act
of 1995 and are thus prospective. Such forward-looking statements include, in
particular, statements made as to plans to develop networks and upgrade
facilities, the market opportunity presented by markets targeted by the Company,
the Company's intention to connect certain wireless video resale telephone and
Internet service customers to its advanced fiber optic networks, the development
of the Company's businesses, the markets for the Company's services and
products, the Company's anticipated capital expenditures, the Company's
anticipated sources of capital and effects of regulatory reform and competitive
and technological developments. No assurance can be given that the future
results covered by the forward-looking statements will be achieved. Such
statements are subject to risks, uncertainties and other factors which could
cause actual results to differ materially from future results expressed or
implied by such forward-locking statements.

The following discussion should be read in conjunctien with the Company's
historical Consolidated Financial Statements and Notes thereto:

GENERAL

RCN Corporation (the "Company" or "RCN") is the nation's first and largest
single-source facilities-based provider of bundled local and long distance
phone, cable television and high-speed Internet services to the densest
residential markets in the country. The Company is currently delivering
broadband services over its Megaband Network or designing and building its
network on both the East and West c¢oagte as well as in Chicage. In addition,
the Company is a leading Internet Service Provider in its markets. RCN offers
individual or bundled service options, superior customer service and
competitive prices. The Company is alsc constructing our networks with
significant excess capacity in order to accommodate expanded services in the
future. The Company intends to expand the services provided to its customers
through strategic alliances and opportunistic development of complementary
products. In addition, the Company will use the excess capacity in its fiber
optic networks to provide services to commercial customers located on or near
its networks.

RCN's Megaband Network is a unique broadband fiber-optic platform capable of
offering a full suite of communications services including fully featured

voice, videe and high-speed Internet to residential customers. The network
employs SONET ring backbone architecture, and localized nodes built to ensure
its state-of-the-art fiber optics travel to within 900 feet of the Company's
customers, with fewer electronics and lower maintenance costs than existing
local networks. The Company's high-capacity local fiber-optic networks target
densely populated areas comprising 44% of the US residential communications
market spread over just 6% of its geography. Additional information can be found
at www.RCN.com.

The Company expects that the operating and net losses from its business will
rise in the future as it expands and develops its network and custcmer base.

There can be no assurance that RCN will achieve or sustain profitability or
positive operating income in the future as it develops its advanced fiber
optic network.
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The operating losses have resulted primarily from expenditures associated with
the development of the Company's operational infrastructure and marketing
expenses. The Company expects it will continue to experience negative operating
income while it continues to invest in its networks and until such time as
revenue growth is sufficient to fund operating expenses. The Company expects to
achieve positive operating margins over time by (i) increasing the number of
customers it serves, {ii) increasing the number of connecticns per customer by
cross marketing its services and promoting bundled service options and therefore
increasing the revenue per customer, (iii) lowering the costs associated with
new subscriber additions and (iv) reducing the cost of providing services by
capturing economies of scale. The Company expects its operating revenues will
increase in future periods through internal growth of its current advanced fiber
optic networks, increases in penetration, and increases in the number of
services per customer; however, the Company alsc expects that operating losses
will increase for some period of time as the Company initiates network
development in new markets and expands its current networks. When the Company
makes its initial investment in a new market, the operating losses typically
increase as the network and sales force are expanded to facilitate growth. The
Company's ability to generate positive cash flow in the future will depend on
the extent of capital expenditures in current and additional markets, the
ability of the Company to generate revenues and cash flow, competition

in the Company's markets and any potential adverse regulatory developments. The
Company will be dependent on various financing sources to fund its growth as
well as continued losses from operations. There can be no assurance that such
funding will be available, or available on terms acceptable to the Company.

See - "Liguidity and Capital Resources."

The terms of the Company's joint ventures require the mitual consent of the
Company and its joint venture partner to distribute or advance funds to the
Company. The Company's debt agreements allow subsidiaries and joint ventures to
incur indebtedness for network buildout costs, which indebtedness may contain
limitations on the subsidiaries' and the joint ventures' ability to pay
dividends and distributions to the Company. Cash flows available to the Company
in future periods will be affected by the extent to which operations are
conducted through joint ventures. Due to the degree of control that the Company
has in the joint ventures, RCN accounts for the BECC joint venture on a
consolidated basis and Starpower, Megacable and JuniorNet under the equity
method of accounting.

Prior to September 30, 1997, RCN Corporation was operated as part of C-TEC
Corporation ("C-TEC"). On September 3¢, 1897, C-TEC distributed 100 percent of
the outstanding shares of common stock of its wholly owned subsidiaries, RCN
and Cable Michigan, Inc. ("Cable Michigan") to holders of record of C-TEC's
commonn stock and C-TEC's Class B Common Stock as of the close of business on
September 19, 1997 (the "Distribution"). C-TEC's corporate services group and
corporate financial services company both became subsidiaries of RCN immediately
coincident with the Distribution.

C-TEC, RCN and Cable Michigan have entered into certain agreements, including a
distribution agreement and a tax-sharing agreement, providing for the
Distribution, and governing various ongoing relationships, including the
provision of support services, between the three companies.

Management believes that the Company operates as one reportable operating
segment which contains many shared expenses generated by the Company's various
revenue streams and that any segment allocation of shared expenses incurred on
a single network to multiple revenue streams would be impractical and arbitrary;
furthermore, the Company currently does not make such allocations internally.
The Company's chief decision makers do, however, monitor financial performance
in a way which is different from that depicted in the historical general purpose
financial statements in that such measurement includes the consolidation of all
joint ventures, including Starpower which is not consolidated under generally
accepted principles. Such information, however, does not represent a separate
segment under generally accepted acecounting principles and therefore it is not
separately disclosed.
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Results of Operations
Year Ended December 31, 1999 Compared to Year Ended December 31, 1998

For the year ended December 31, 1999, sales increased 30.8% to $275,993
from $210,940 for the same period in 199%8. Operating losses before
depreciation, amortization and acquired in-process technology was §{131,967)
as compared to $(51,412) for the same period in 1998.

Video sales are comprised primarily of subscription fees for basic, premium
and pay-per-view cable television services; All of RCN's networks can support
these services. A digital tier of cable service is being deployed in selected
markets.

Voice sales include local telephone service fees consisting primarily of monthly
line charges, local toll and special features and long-distance telephone
service fees based on minutes of traffic and tariffed rates or contracted fees.
Voice sales include both resold services and traffic over the Company's own
switches.

Data sales represent Internet access fees billed at contracted rates, as well
as, related revenues including web hosting and dedicated access. The Company
offers both dial-up and high speed cable modem gervices.

Total sales increased $65,053, or 30.8% to 5275,993 for the year ended

December 31, 1999 from $210,940 for the year ended December 31, 19358. The
increase was fueled by higher average service connections which increased

32.4% to approximately 909,000 for the year ended December 31, 19992 (including
connections of the Starpower joint venture) from approximately 687,000 for

the year ended December 31, 1998. The increase in average service connections
resulted principally from growth in dial-up Internet connections and growth

in average on-net connections, which increased 245.5% from approximately 49,000
for the year ended December 31, 1598 to approximately 170,000 for the year ended
December 31, 1999. Total advanced fiber connections increased B80.7% from
123,393 at December 31, 1998 to 222,964 at December 31, 1999. Advanced fiber
units passed increased 134.4% to 713,823 units at December 31, 1999 from 304,505
units at December 21, 1998.

Voice sales increased $19,506, or 55.9%, to 554,426 for the year ended
December 31, 1999 from 534,920 for the year ended December 31, 1998.
Approximately $22,000 of the increase in voice sales is attributable to higher
average connections. Average advanced fiber voice connections increased
approximately 292.1% to approximately 47,500 for the year ended December 31,
1999 (including connections of the Starpower joint venture) from approximately
12,000 for the year ended December 31, 1998. Average off-net voice connections
increased approximately 12.2% to approximately 55,700 for the year ended
December 31, 1999 from approximately 49,700 for the year ended December 31,
1998. The increase in voice sales due to higher average connhections was
partially offset by lower average revenue per connection of 2.0%. Although
minutes, calls and average length increased, revenue per minute declined.
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video sales increased $12,207, or 10.8% to $125,285 for the year ended
December 31, 1999 from $113,078 for the year ended December 31, 1998. The
increase was primarily due to approximately 27,400 additional average video
connections for the year ended December 31, 1999 as compared to the year ended
December 31, 1998. Average on-net video connections grew 73,600 or 209.1% to
approximately 108,800 for the year ended December 31, 1995 (including
connectiong of the Starpower joint venture)} from approximately 35,200 for the
year ended December 31, 1998. Average off-net video connections were
approximately 168,000 and 214,200 for the year ended December 31, 1999 and 1998,
respectively. Overall higher average service connections contributed
approximately $8,673 to the increase in video sales and higher average revenue
per connection of 1% principally contributed the remainder.

Data sales increased $27,426, or 68% to $67,750 for the year ended

December 31, 1999 from $40,324 for the yvear ended December 31, 1938. The
increase was primarily due to approximately 154,000 additional average data
connectionsg for the year ended December 31, 1999 as compared to the year ended
December 31, 19%8.

For the year ended December 31, 1999, the Company had approximately 515,700
average off-net data connections and approximately 13,600 average advanced fiber
data connections, including connections of the Starpower joint venture. For the
year ended December 31, 1998, the Company had approximately 373,400 average
off-net data connections and approximately 1,900 advanced fiber data
connections, including connections of the Starpower joint venture.

Overall higher average service connections contributed approximately $18&, 500

to the increase in data sales and higher average revenue per connection of 19.2%
contributed the remainder.

Other sales increased $5,913 or 26.1% to 528,532 for the year ended December 31,
1999 from $22,619 for the year ended December 31, 1998. The increase was due
primarily to higher reciprocal compensation.

The Company recognizes that managing customer turnover is an impertant factor in
maximizing revenues and cash flow. For the year ended December 31, 199%9, the
Company's average monthly churn rate was approximately 2.3%.

Costs and expenses, excluding depreciation and amortization
Costs and expenses, excluding depreciation and amortization are comprised of
direct costs, and operating, selling and general and administrative expenses.

Direct expenses include direct costs of providing services, primarily video
programming, franchise costs and network access fees.

Direct expenses increased $38,139, or 37.3% to $140,448 for the year ended
December 31, 1999 from $102,309 for the year ended December 31, 1998. The
increase was principally the result of higher sales, a lower margin on video
sales due to higher franchise fees and programming rates, and a lower margin on
data sales due to transitional costs associated with the conversion of existing
circuits to certain technelogy upgrades.
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Operating, selling, general and administrative expenses primarily include
customer service costs, advertising, sales, marketing, order processing,
telecommunications network maintenance and repair ("technical expenses®)
general and administrative expenses, installation and provisioning expenses,
and other corporate overhead.

Operating, selling, general and administrative costs increased $107,469, or
67.2% to $267,512 for the year ended December 31, 1999 from $160,043 for the
year ended December 31, 1998,

Customer services costs, including order processing, increased approximately
59,700, or 32.3%, for the year ended December 31, 1992 as compared to the year
ended December 31, 1998, The increase is primarily persomnel related to support
the 32.4% increase in average connections over the comparable period in 1998 and
to increase the level of service. Customer service costs per average connection
per month increased .8% in 1999 over 15398.

Technical expense, including installation and provisioning, increased
approximately $232,817, or 77.8%, for the year ended December 31, 1999 as
compared to the year ended December 31, 1998. Technical expense increases of
approximately $29,600 were due to engineering and construction headcount and
contract labor additions made to plan and execute network expansion and network
operations control center monitoring. Rental and utility expense, primarily for
material storage and hub sites, increased approximately $5,500, partially offset
by an increase of approximately $12,100 in technical costs capitalized as part
of the cost basis of the telecommunications network.

Sales and marketing costs increased approximately $8,000, or 27.6%, for the

year ended December 31, 1999 as compared to the year ended December 31, 1998.
The increase resulted principally from additional staff and related commissions
and benefits, to cover increases in marketable homes, to increase penetration in
the Company's existing markets and to increase the number of services per
customer.

Advertising costs increased approximately $10,9%00, or 45.5% for the year ended
December 31, 1999 as compared to the year ended December 31, 1998. The increase
is primarily related to costs incurred to begin to develop brand awareness in
the California market as well as continued expansion of existing markets.

General and administrative expenses increased approximately $55,000, or 118.8%,
for the year ended December 31, 1999 as compared to the year ended December 31,
1998. Information technology expenses increased approximately $15,700. The
Company is in the process of developing information technolegy systems which
will provide a sophisticated customer care infrastructure as well as other
administrative support systems. The expense increases represent staff additions
to both support this effort and maintain the systems as well as consulting
expenses associated with the planning and anmalysis stages of such systems
development. The Company expects that such charges may increase in future
periods until the planning and analysis stages of its IT systems development
projects are complete.

Operating taxes, primarily property taxes, increased approximately $2,800 as a
result of expanded operations. External legal expense increased approximately
$4,000 primarily associated with the procurement of regulatory approvals for
potential future markets. Approximately $19,500 of the increase in general
and administrative expense is attributable to acquisitions in 1998, which were
included for a full twelve months in 1999, the June 1998 acquisition of Lancit
Media, which was disposed of in April 1999, and the 1999 acquisitions of DNAI
and Brainstorm. Rent and utility expense increased approximately

54,800 primarily related to additional space required to support the increase
in headcount. Higher bad debt expense of approximately $3,700 was associated
with the increase in sales. The remaining increase primarily represents
additional development and support expenses associated with expanding operations
and new markets.
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Depreciation and amortization

Depreciation and amortization was $146,043 for the year ended December 31, 19299
and $89,088 for the year ended December 31, 1%98. The increase of $56,955, or
63.9% was the result of a higher depreciable basis of plant resulting primarily
from expansion of the Company's advanced fiber network, and amortization of
intangible assets arising from the acguisitions in 1998. The cost basis of
property, plant and equipment at December 31, 1999 and 1998 was $1,123,760 and
$601,679, respectively. The basis of intangible assets was $296,875 and $267,031
at December 31, 1999 and 1998, respectively.

In future periods, depreciation and amortization are expected to exceed
amounts recorded in 1999 due to depreciation with respect to expansion of the
Company's advanced fiber optic network.

Interest income

Interest income was $76,786 and $58,679 for the year ended December 31, 1999

and 1998, respectively. The increase of $18,107, or 30.9%, results from higher
average cash, temporary cash investments and short-term investments as compared
to the same period in 1998. Cash, temporary cash investments and short-term
investments were approximately $1,79%3,000 at December 31, 1999 and approximately
$1,013,000 at December 31, 1998. During 1399, proceeds from the following
significant financing transactions increased cash, temporary cash investments
and short-term investments: (1) the issuance of 230,000 shares of a new issue of
the Company's Series A Preferred Stock in April 1999, which yielded net proceeds
of approximately £$240,000, (2) the issuance of 9,200,000 shares of the Company's
common stock, in May 1599, which yielded net proceeds of approximately $344,000
and (3) $875,000 from new borrowings, partially offset by the repayment of the
Company's $100,000 term loan (Note 10). These increases were partially offset
by capital expenditures of approximately $526,000 and working capital
reguirements.

Interest expense

For the year ended December 31, 1999, interest expense was $158,139 as compared
to $112,239 for the year ended December 31, 199%98. The increase resulted
primarily from higher interest and commitment fees of $30,275 relating to the
Company's Credit Facility which the Company entered into with Chase Manhattan
Bank in June 1999 (Note 10), of which $500,000 of the Term Loan B was borrowed
in June 1599. The remaining increase is due to higher accretion on the 11.125%,
9.8% and 11% senior discount notes issued in October 1997, February 1998 and
June 1998, respectively, of $20,976 and to higher amortization of debt issuance
costs of approximately $2,700. These increases were partially offset primarily
by lower interest of approximately %4,300 relating to the prepayment of the
$100,000 term loan (Note 10} and higher capitalized interest aggregating
approximately $5,100.

Gain on the sale of Lancit

In April 1999, the Company sold its investment in Lancit to JuniorNet, a
commercial-free online learning service for children, for approximately

$24,600 in cash. Concurrent with the sale, the Company acguired an ownership
interest in JuniorNet of approximately 47.54%. The Company recognized a $8,930
gain on the sale. The Company also deferred $8,201 representing the portion of
the gain attributable to the Company's ownership interest in JuniorNet
immediately after the acquisition.
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Income tax

The Company's effective income tax rate was a benefit of 1.4% and 2.3% for the
year ended December 31, 1999 and December 31, 1998, respectively.

The primary reason for the difference is that the tax effect of the Company's
cumulative losses has exceeded the tax effect of accelerated deductions,
primarily depreciation, which the Company has taken for federal income tax
purposes. As a result, generally accepted accounting principles do not permit
the recognition of such excess losses in the financial statements. This
accounting treatment does not impact cash flows for taxes or the amounts or
expiration periods of actual net operating loss carryovers. For additiconal
analysis of the changes in income taxes, see the reconciliation of the
effective income tax rate in Note 11 to the consclidated financial statements.

Minority interest

For the year ended December 31, 1999 and 1998 minority interest of $28,262 and
$17,162, respectively, primarily represents the interest of Boston Edison
Company ("BECO") in the loss of RCN-BECOCCM.

Eguity in the loss of unconsclidated entities

For the year ended December 31, 1999, equity in the logs of unconsolidated
entities primarily represents the Company's share of the losses and amortization
cof excess cost over net assets of Megacable of $1,763, Starpower of 312,200 and
JuniorNet of $19,9397. For the year ended December 31, 1998, equity in the loss
of unconsolidated entities primarily represents the Company's share of the
losses and amortization of excess cost over net assets of Megacable of §$2,384
and Starpower of $10,335.

Extraordinary Item - prepayment of debt

In June 1999, the Company prepaid a term loan with the proceeds of the Credit
Facility {(Note 10). The early extinguishment of the debt resulted in the
write off of the applicable unamortized debt issuance cost which is reflected
as an extraordinary charge of ($424).

YEAR ENDED DECEMBER 31, 1598 COMPARED TO YEAR ENDED DECEMBER 31, 1997:

Sales were $210,940 for the year ended December 31, 1998 as compared to $127,297
for the year ended December 31, 1997.

Operating income before depreciation, amortization, non-recurring charge and
acguired research and development was ($51,412) for the year ended December
31, 1998 as compared to ($7,670) for the year ended December 31, 1597.

Net loss was (5205,442), or (53.36) per average common share for 1998 and
($52,391) or (50.95) per average common share for 1997.
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For the year ended December 31, 1998 total sales were $210,940, an increase
of $83,643 or 65.7%, from $5127,257 for the year ended December 31, 1597. The
increase resulted from higher total service commections which increased 219.6%
to approximately 855,000 at December 31, 1998 from approximacely 268,000 at
December 31, 1997. The increase in total service connections resulted
principally from dial-up internet connections from the acguisitions of Erols
Internet, Inc. ("Erols") and UltraNet Communications ("UltraNet") in February
1998, and growth in advanced fiber connections, which increased 714.6% from
approximately 15,000 in 1997 to approximately 123,000 at December 31, 19%8.
The service connections at December 31, 1998 include connections of the
Starpower joint venture which is accounted for under the equity method of
accounting. The Starpower service conmections resulted primarily from
customers in the joint venture market acquired from Erols Internet, Inc.

in February 1998.

Voice revenues increased %21,424 or 534.7% to 525,431 for the year ended
December 31, 1998 from 54,007 for the year ended December 31, 1997, primarily
due to higher average connections. Advanced fiber voice connections increased
approximately 860.4% to approximately 31,000 at Decembexr 31, 1598 from
approximately 3,000 at December 31, 1997. Off-net voice cornnections increased
approximately 161.1% to approximately 65,000 at Dec¢ember 31, 1998 from
approximately 25,000 at December 31, 1997. Contributing to the increase in
off-net voice connections was the launch of telephony service in the Lehigh
Valley, Pennsylvania market in the fourth guarter of 1997.

Overall, higher service connections contributed approximately $20,500 to the
increase in voice revenues and higher revenue per connection contributed
approximately $1,000.

During the fourth quarter of 1998, the Company ceased marketing new customers
for resale of its competitors' local phone service. The Company expects that
the effect of this decision will be lower revenue growth than would result if
such resale continued; however, this decision is also expected to have a
positive impact on the Company's overall gross margin percentage and a neutral
effect on operating income before depreciation and amortizaticon ("EBITDA").

video revenues increased $9,707 or 9.4% to $113,078 for the year ended
December 31, 1998 from 5103,371 for the year ended December 31, 1997. Video
revenues for 1997 included one time launch incentive revenue of approximately
51,000 related to the launch of certain new channels. The increase in 1998
wag primarily due to increases of approximately 22,000 additional video
connections and the conversion of approximately 50,000 off-net connections to
the advanced fiber network at December 31, 1998 as compared to

December 31, 1997,

On-net video connections grew 74,565 or 632.8% to B6,349% at December 31, 1998
from 11,784 at December 31, 1997. Off-net video connections were 175,313 and
227,619 at December 31, 1998 and 1997, respectively.

Overall, higher service connections contributed approximately $6,000 to the
increase in video revenues and higher average revenue per connection
contributed approximately $5,000 offset by the cne time launch incentive
revenue of approximately $1,000 received in 1997.

Data revenues increased $40,280 to $40,321 for the year ended December 31, 1998
from $41 for the year ended December 31, 1997 primarily due to the acguisitions
of Brols and UltraNet in Pebruary 1998, Interport in June 1998 and Javanet in
July 1998. At December 31, 1998, the Company had approximately 492,000 off-net
data connections and approximately 6,000 advanced fiber data connections,
including connections of the Starpower joint venture.

During the fourth quarter of 1998, dial-up Internet access replaced resold local
phone service as the Company's initial product offering in areas in which RCN's
fiber optic network is still under construction. The Company expects that its
advanced fiber networks will eventually be extended to reach most of its dial-up
Internet connections.




54

Commercial and other revenueg increased $12,232 or 61.5% to $32,110 for the year
ended December 31, 1998 from 319,878 for the year ended December 31, 1997. The
increase was due primarily to an increase in average commercial main access
lines of approximately 9,800 in 1998 over 1997, which contributed approximately
45,000 to the increase. Higher revenue per commercial main access line
contributed approximately $3,000. Additionally, contributing approximately
$6,000 to the increase was higher wholesale long distance revenue from
Commonwealth Telecom Services, Inc. ("CTSI"), a wholly-owned subsidiary of
Commonwealth Telephone Enterprises, Inc. (formerly C-TEC Corporaticn). CTSI is
a Competitive Local Exchange Carrier {"CLEC") which operates in areas adjacent
to the traditional service area of Commonwealth Telephone Company (also a
wholly-owned subsidiary of Commonwealth Telephone Enterprises, Inc.)

The Company recognizes that managing customer turnover is an important factor
in maximizing revenues and cash flow. For the guarter ended December 31, 1998,
the Company's average monthly churn rate was approximately 2.8%.

Costs and Expenses, excluding depreciation and amortization

Direct expenses increased 550,553 or 97.7% to $102,310 for the year ended
December 31, 1998 from $51,757 for the year ended December 31, 1997. The
increase was primarily due to higher voice comnnections, primarily resold voice,
which contributed approximately $27,500 to the increase. Higher video
programming costs of approximately $8,000 resulted from higher programming
rates, new channels and increased video connections. The remaining increase
primarily represents Internet access costs associated with the increase in
data revenues.

Operating, selling, general and administrative costs increased $76,832 or
92.3%, to $160,042 for the year ended December 31, 1398 from $83,210 for the
year ended December 31, 19897.

Advertising costs increased approximately $14,000 or 136.9% for the year ended
December 31, 1998 as compared to the year ended December 31, 1997. Costs
agssociated with an extensive high visibility multi-media campaign primarily

in New York City and Boston, which commenced in June 1997, increased
approximately $4,400 over 1997. Internet advertising, primarily associated
with the acguisition of Erols, increased approximately $5,300. Promotional
materials expense increased approximately $1,000. Ad agency fees and costs

to promote the commencement of telephony product offerings, in Lehigh Valley,
Pennsylvania are the significant contributions to the remaining increase in
advertising expense.

Customer service costs, including order processing, increased approximately
$19,500 or 182.1% for the year ended December 31, 1998 as compared to the year
ended December 31, 1997. Increases of approximately $7,500, primarily personnel
related, were due to customer base support for Internet acquisitions. Other
gtaff and temporary labor increases to support expanding operations in New York
Ccity, Boston, and Lehigh Valley, Pennsylvania contributed approximately 59,000
to the increase. Higher billing costs of approximately 53,000 for increased
customers comprises the remainder of the increase in customer service costs.

Technical expense, including installation and provisioning, increased
approximately 511,000 or S8.1% for the year ended December 31, 1998 as
compared to the year ended December 31, 1997.

Technical expense increases of approximately $8,500 were due to engineering and
construction headcount and contract labor additions made to plan and execute
network expansion and network operations center control monitoring. Resale
telephony installation costs contributed approximately $1,700 to the increase.
Retail expense primarily for materials and hub sites increased approximately
$1,500. Technical expense increases associated with Internet acquisitions in
1598 were approximately $3,500. These increases were partially offset by
approximately $5,200 of technical costs capitalized as part of the cost basis

of the telecommunications network. The remaining increase in technical expenses
is primarily due to higher right of way use fees.
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Sales and marketing costs increased approximately $13,000 or 84.6% for the

year ended December 31, 1998 as compared to the year ended December 31, 1997.
The increase resulted from additicnal staff, contract labor and related
commissions and benefits, aggregating approximately $4,900 to cover increases
in marketable homes, to increase penetration in the Company's existing markets
and to increase the number of services per customer. Telemarketing expense
increased approximately $1,200 due to increased campaigns. Sales and marketing
increases agsociated with Internet acguisitions in 1998, primarily Erols, were
approximately $5,400.

General and Administrative expenses increased approximately $19,000 or 69.5%.
Internet and Lancit acquisitions in 1998 contributed approximately $6,800.

Legal expense increased approximately $1,500 primarily as a result of various
start-up regulatory expenses related to the procurement of franchise and COVS
agreements. Higher bad debt expense of approximately $1,500 was associated with
the increase in sales. Higher salaries and benefits of approximately $3,800
were due to staff additions, primarily to support the expansion, maintenance

and upgrade of the Company's management information systems, new product
development and integration of acquisitions. In addition, the Company met
certain quarterly performance targets established for 1598 relative to the
determination of a potential contribution te its ESOP plan and accrued the
related amounts aggregating approximately $1,000. Expenditures in 1998 relative
to Year 2000 planning and remediation were approximately $400. The Company is
in the process of developing informaticn technology systems which will provide a
sophisticated customer care infrastructure. Expenses associated with the
planning and analysis stages of such systems development were approximately
55,000 in 1998. The Company expects that such charges may increase in future
periods during 1999 until the planning and analysis stages of its IT systems
development projects are complete. The above increases were partially offset by
a one-time credit of approximately $2,400 related to the reversal of an accrual
for damages related to contract termination which was settled between the
Company and the counterparty.

bepreciation and amortization

Depreciation and amortization was $89,088 for the year ended December 31, 1598
and $53,205 for the year ended December 31, 1997. The increase of $35,883, or
67.4% was the result of both a higher depreciable basis of plant, resulting
primarily from expansion of the Company's advanced fiber network, and
amortization of intangible assets arising from the acquisitions of Erols and
UltraNet in February 1998. The cost basis of property, plant and equipment

at December 31, 1998 and 1997 was $601,679 and $307,759, respectively. The
kbasis of intangible assets was $267,031 and $14%9,935 at December 31, 1998 and
1997, respectively.

Acquired in-process research and development

In connection with the acquisitions of Erols and UltraNet, RCN has

allocated $13,228 for Erols and 55,065 for UltraNet to in-process research
and development (*IPR&D"). Specifizally, four projects were identified which
gqualified as IPR&D by definition of not having achieved technological
feasibility and representing technology which at the point of acguisition
offered no alternative use than the defined project. The fair value of the
IPR&D projects associated with these acquisitions is based upon a discounted
cash flow analysis modified to represent omly that portion of the project
assoclated with completed research and development efforts at the date of
acquisition. The IPR&D valuation charge was measured by the stage of
completion method. The expected completion percentages are estimated based on
the available financial information at the date of acquisition and were
established on a project by project basis primarily calculated by dividing the
costs incurred to date by the total expected RaD expenses specific to the
project. The significant assumptions utilized by management were as follows:

Cash flow projections, utilizing risk adjusted discount rates of between

35% and 40% for Erols projecta, commenced in 1998, and were expected to grow
significantly in 1999 and 2000. Cash flow projections, utilizing risk
adjusted discount rates of between 30% and 33% for UltraNet projects, were
expected to commence in 1999, growing significantly in 2000 and 2001. The
IPR&D projections are founded on significant assumptions with regard to
timing of market entrance, levels of penetration, and costa of provisicning.
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RCN is comstructing new telecommunications networks. The margins on products
expected to result from acquired in-process technologies in some cases represent
higher marging than RCN's margins on existing products primarily due to the
efficiencies in delivering multiple products, including bundled-service
offerings, over a single state of the art high capacity fiber optic network.

Interest income

Interest income was $58,679 and 522,824 for the years ended December 31, 1998,
and 1997, respectively. The increase of 535,855, or 157.1% results from

higher cash, temporary cash investments and short-term investments as compared
to the same period in 1997. Cash, temporary cash investments and short-term
investments were approximately $1,013,000 at December 31, 1998 and approximately
$639,000 at December 31, 1997. Included in the cash, temporary cash investments
and short-term investments balance at December 31, 1997 were proceeds from 10%
Senior Notes, issued in October 1997, which generated gross proceeds of $225,000
and yielded net proceeds of $218,250; and 11 1/8% Senior Discount Notes, issued
in October 1597, which generated gross proceeds of $350,001 and yielded net
proceeds of $337,751. Additiocnally, during 1938, proceeds from the following
increased cash, temporary cash investments and short-term investments: 9.8%
Senior Discount Notes, 1ssued in February 1998, which generated gross proceeds
of $350,587 and yielded net proceeds of $344,855; 11% Senior Discount Notes,
iggued in June 1998, which generated gross proceeds of $149,999 and yielded

net proceeds of $147,187 and the issuance of 6,098,355 shares of the Company's
Common Stock, issued in June 1998, which yielded net proceeds of $112,866.

Interest expense

For the year ended December 31, 1998, interest expense was $112,239 as compared
to 525,602 for the year ended December 31, 1997. The increase resulted from the
debt financings referred to above, offset by a reduction due to the prepayment
in September 1997 of %$131,250 of 9.65% Senior Secured Notes.

Other (expense} income

Other (expense} income was ($1,889) and $131 for the years ended December 31,
1998 and 1997, respectively. The 1998 expense primarily represents the write
down of certain of the Company's information technology assets which the
Company upgraded with higher capacity state of the art products in connection
with an overall internal technocleogy upgrade.

Income tax

The Company's effective income tax rate was a benefit of 2.3% and 29.8% for

the years ended December 31, 1998 and 1997, respectively. The primary reasons
for the difference include the charge for in-process technology which is not
deductible for tax purposes and for which a tax benefit was correspondingly
not recorded. Additionally, during 1998, the tax effect of the Company's
cumulative losses has exceeded the tax effect of accelerated deductions,
primarily depreciation, which the Company has taken for federal income tax
purposes. Except in unusual cases, generally accepted accounting principles do
not permit the recognition of tax benefits of such excess losses in the
financial statements. This accounting treatment does not impact the amount

or expiration periods of actual Net Operating Loss carryovers or cash flows for
taxes. For an analysis of the changes in income taxes, see the reconciliation
of the effective income tax rate in Note 11 to the consolidated financial
statements.
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Mincrity interest

For the year ended December 31, 1998, minority interest of 317,162 primarily
represents the 49% interest of BECO in the loss of RCN-BECOCOM. For the year
ended December 231, 1997, minority interest primarily represents the 49% interest
of BECO in the loss of RCN-BECOCOM of $6,563 and the 19.9% minority interest in
the losg of Freedom of $966. The Company purchased the remaining 19.92%
ownership interest in Freedom on March 21, 1997.

Equity in loss of unconsolidated entities

For the year ended December 31, 1998, equity in the loss of unconsolidated
entities primarily represents the Company's 50% interest in the loss

of Starpower of $10,335 and the Company's share of the losses and amortization
of excess cost over net assets of Megacable of £2,384. In January 1995, the
Company purchased a forty percent equity position in Megacable, a Mexican

cable television provider, for cash of $84,115. The Company is exposed to
foreign currency translation adjustments resulting from translation into U.S.
dollars of the financial statements of Megacable, which through December 1996
utilized the peso as the local and functional currency. Such adjustments

have historically been included as a separate component of shareholders'
equity. Effective January 1, 1997, since the three year cumulative rate of
inflation at December 31, 1996 exceeded 100%, Mexico was being treated for
accounting purposes under Statement of Financial Accounting Standards No. 52 -
"Foreign Currency Translation® as having a highly inflationary economy through
December 31, 1998. As a result, the financial statements of Megacable are
remeasured as if the functional currency was the U.S. dollar. The remeasurement
of the Mexican peso into U.S. dollars c¢reates translation adjustments which are
included in net income. The Company is also exposed to foreign currency
transaction losses resulting from transactions of Megacable which are made in
currencies different from Megacable's own. The Company's proportionate share
of transaction gains (losses) are included in income as they occur. The Company
does not hedge its foreign currency exchange risk and it is not possible

to determine what effect future currency fluctuations will have on the
Company's operating results. Exchange gains (losses) of ($768) and ({($12)

1998 and 1997, respectively, including translation losses in 1998 and 1997,

are included in the respective statements of operations through the Company's
proportionate share of losses of Megacable.

In 1997, Megacable had sales of $37,480, operating income before depreciation
and amortization of $13,409 and net income of $9,739. In 1997, Megacable had
sales of $30,441, operating income before depreciation and amortization of
$10,504 and net income of $6,653. The Company's investment in Megacable
exceed its underlying equity in the net assets of Megacable when acquired

by approximately $94,000, which goodwill is being amortized on a straight-
line basis over 15 years. In 1998 and 1997 amortization of the Company's
excess purchase price over the net assets of Megacable when acguired

was $6,280 in each year. For the year ended December 31, 1997, equity in

the loss of unconsclidated entities primarily represents the Company's share
of the losses and amortization of excess cost over net assets of Megacable.




58

LIQUIDITY AND CAPITAL RESOURCES

Because our network development plan involves relatively low fixed costs, we
are able to schedule capital expenditures to meet expected subscriber growth
in each major market. Our principal fixed costs in each such market are
incurred in connection with the establishment of a video transmission and
telephone switching facility. To make each market economically viable, it is
then necessary to construct infrastructure to connect a minimum number of
subacribers to the transmission and switching facility. We phase our market
entry projects to ensure that we have sufficient cash on hand to fund this
construction,

Based on its current growth plan, the Company expects that it will require a
substantial amount of capital to expand the development of its network and
operations into new areas within its larger target markets. The Company

needs capital to fund the construction of its advanced fiber optic networks,
upgrade its Hybrid Fiber/Coaxial plant, fund operating losses and repay its
debts. The Company currently estimates that its capital requirements

for the period from January 1, 2000 through 2001 will be approximately

$3.6 billion, which include capital expenditures of approximately $1.4 billicn
in 2000 and approximately $1.6 billion in 2001. These capital expenditures will
be used principally teo fund additional construction to the Company's fiber
optic network in high density areas in the Boston, New York, Washington, D.C.
and San Francisco Bay markets as well as to expand into new markets including
Chicago and Philadelphia, and to develop its information technology systems.
Thege estimates are forward-looking statements that may change if circumstances
related to construction, t£iming or receipt of regulatory approvals and
opportunities to accelerate the deployment of the Company's networks do not
occur as expected. In addition to the Company's own capital requirements, its
joint venture partners are expected to contribute approximately $3S0 million,
of which approximately $265 million has been contributed, to the joint ventures
through 1999 in connection with development of the Boston and Washington, D.C.
markets.

The Company expects to supplement its existing available credit facilities and
operating cash flow by continuing to seek to raise capital to increase its
network coverage and pay for other capital expenditures, working capital, debt
service requirements, anticipated future operating losses and acguisitions.

The Company's current joint venture agreements reduce the amount of expenditures
required by RCN to develop the network due both to access to the joint venture
partners’ existing facilities and to the anticipated joint venture partners®
equity contributions. However, the joint venture arrangements will also reduce
the potential cash flows to be realized from operation of the networks in the
markets in which the joint ventures operate and restrict the Company's access

to cash flow generated by the joint ventures (which will be paid in the form of
dividends). The Company may enter into additional joint ventures in the future
as the Company begins to develop new markets.

Pursuant to an exchange agreement between BECO and RCN, BECC has the

right, from time to time, to convert portions of its ownership interest in
RCN-BECOCOM into shares of our common stock, based on an appraised value of such
interest. Shares issued upon such exchanges are issued to NSTAR Communications
Securities Corporation {"NSTAR Securities”). 1In 1999, BECO and the Company
entered intc two exchange transactions pursuant to which BECO converted a
portion of its ownership interest into RCN common stock which was issued to
NSTAR Securities. Prior to such exchange transactions, BECO owned a 49% interest
in the joint wenture. On February 19, 199%, BECQ exchanged a portion of its
interest for 1,107,539 shares of RCN common stock. Such portion of the interest
was valued as of January 15, 1998, On December 31, 1999, BECO exchanged a
further portion of its interest for 2,989,543 shares of RCN common stock.

{Note 12). Such portion of the interest was valued as of May 27, 1999.
Following such exchanges, BECO retains a 23.14% sharing ratio in the joint
vepture, and the right to invest as if it owned a 49% interest. Such investment
percentage will decrease to the extent NSTAR Securities disposes of such RCN
common stock.
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Scurces of funding for the Company's further financing requirements may

include vendor financing, public offerings or private placements of equity
and/or debt securities, and bank loans. There can be no assurance that
sufficient additional financing will continue toc be available to the Company
or, if available, that it can be obtained on a timely basis and on acceptakle
terms. Failure to obtain such finanecing ¢ould result in the delay or
curtailment of the Company's development and expansion plans and expenditures.
Any of these events could impair the Company's ability to meet its debt service
requirements and could have a material adverse effect on its business.

The Company has completed the following debt and equity offerings:

Date Descripticn Proceeds Maturity
October 1997 10% Senior Notes $225,000 October 5, 2007
Qctober 1997 11.125% Senior Discount Notes $601, 045 October 5, 2007
February 1998 9.8% Senioxr Discount Notes $350,587 February 15, 2008
June 1998 11% Senior Discount Notes $149,999 June 1, 2008
December 1999 10.125% Senior Notes $375,000 January 15, 2010

Date Description/Price Proceeds Number of Shares
June 1998 Equity Offering $19.50/share 5112, 866 6,098,355
April 1999 Eguity Offering $39/share $239,897 250,000
June 1999 Equity Offering $39/share 4344, 342 9,200,000

The Indentures for the Notes referred to above all contain similar provisions.
The Chase Manhattan Bank acts as Trustee for each of the Indentures. All the
aforementioned Notes are general senior unsecured obligations of RCN. The Senior
Discount Notes do not bear cash interest for the first three years from the
cffering. Thereafter, cash interest on the notes will accrue at the respective
interest rate per annum and will be payable semi-annually in arrears every six
months.

The Senior Discount Notes are not callable for five years, and are redeemable in
whole or in part, at any time on or after the fifth year, at the coption of RCN.
The Senior Notes are not callable for five years, and are redeemable in whole or
in part, at any time on or after the f£ifth year, at the option of RCN. Both the
Senior Discount Notes and the Senior Notes may be redeemed after year five at
redemption prices starting at approximately 105% of the principal amount and
declining to 100% of the principal amount, plus any accrued and unpaid interest.

RCN may, at its option, use the net proceeds of certain offerings of RCN Common
Stock to redeem up to an aggregate of 35% of the aggregate principal amount at
maturity of the debt securities issued under the Indentures at a certain
premium. Upon the occurrence of a change of control, RCN must make an offer to
purchase all of the debt securities issued under the Indentures then outstanding
at a premium.

The Indentures contain certain covenants that, among other things, limit the
ability of RCN and its subsidiaries to incur indebtedness, pay dividends, prepay
subordinated indebtedness, repurchase capital stock, engage in transactions

with stockholders and affiliates, create liens, sell assets and engage in
mergers and consoclidations.
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On April 7, 1999, Hicks, Muse, Tate & Furst, through Hicks Muse Fund IV
purchased 250,000 shares of Series A Preferred Stock, par value $1 per share,
for gross proceeds of $250,000. The Serxries A Preferred Stock is cumulative
and has an annual dividend rate of 7% payable quarterly in cash or additicnal
shares of Series A Preferred Stock and has a initial conversion price of $39.00
per share. The Series A Preferred Stock is convertible into common stock at
any time. The Series A Preferred Stock is subject to a mandatory redemption
on March 31, 2014 at $1,000 per share, plus accrued and unpaid dividends, but
may be called by the Company after four years, At December 31, 1999 the
Company paid dividends in the amount of 313,053 in the form of additional
shares of Series A Preferred Stock. At December 31, 199% the number of common
shares that would be issued upon conversion of the Series A Preferred Stock was
6,744,949, The Company incurred $10,000 of issuance cost in connection

with the sale of the Series A Preferred Stock.

The Company and certain of its subsidiaries together, (the "Borrowers™) entered
into a $1,000,000 Senior Secured Credit Facility (the "Credit Facility") with
the Chase Manhattan Bank and certain other lenders. The collateralized
facilities are comprised of a $250,000 seven-year revolving credit facility
{the "Revolver"), a §$250,000 seven-year multi-draw texm loan facility (the
"Term Loan A") and a $500,000 eight-year term loan facility (the "Term Loan
B"). All three facilities are governed by a single credit agreement dated as

of June 3, 1999 (the "Credit Agreement").

The Revolver may be borrowed and repaid from time to time. Up to $150,000 of
the Revolver may be used to fund working capital needs and for general
corporate purposes. The remaining $100,000 of the Revolver as well as the

term loans may be used solely to finance telecommunications asgets. The amount
of the commitments under the Revolver automatically reduces to $175,000 on June
3, 2005 and the remaining commitments are reduced quarterly in equal
installments through to maturity at June 3, 2006. The Revolver can alsc be
utilized for letters of credit up to a maximum of %$15,000. As of December 31,
1999 approximately 54,9214 in the form of letters of c¢redit had been drawn
under the Revolver.

The Term Leoan A is available for drawing until December 3, 2001, at which time
any undrawn commitments expire. At December 31, 1999 there were no outstanding
loans under the Term Loan A. Any outstanding borrowings under the Term Loan
A at September 3, 2002 will be repaid in quarterly installments based on
percentage increments of the Term Loan A that start at 3.75% per quarter on
September 3, 2002 and increase in steps to a maximum of 10% per quarter on
September 3, 2005 through to maturity at June 3, 2006.

As of December 31, 1999, £500,000 of the Term Loan B was outstanding. The Term
Loan B was fully drawn at closing. Amortization of the Term Loan B starts on
September 3, 2002 with quarterly installments of $1,000 per guarter until
September 3, 2006 when the quarterly installments increase to $121, 000 per
quarter through to maturity at June 3, 2007.

The interest rate on the Credit Facility is, at the election of the

Borrowers, based on either a LIBOR or an alternate base rate. For a Revolver
or Term Loan A borrowing, the interest rate will be LIBOR plus a spread of up
to 300 basis points or the base rate plus a spread of 200 basis points,
depending upon financial covenant calculations. In the case of the Revolver and
the Term Loan A, a fee of 125 basis peoints on the unused commitment accrues
until the Company's EBITDA has become positive and thereafter at up to 125
basis points depending upon the Company's utilization of the commitments.

For all Term Loan B borrowings the interest includes a spread that is fixed at
350 basis points over the LIBOR ox 250 basis points over the alternate base
rate.

The Credit Agreement contains conditions precedent to borrowing, events of
default (including change of control) and covenants customary for facilities
of this nature. The Credit Pacility is secured by substantially all of the
asgets of the Company and its subsidiaries.
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Prepayments of the eight-year term loan require payment of a fee of 2% of the
amount of such prepayment if made on or prior to June 3, 2000 and 1% of such
prepayment if made thereafter but on or prior toc June 3, 2001.

The foregoing summary of certain provisions of the Credit Agreement does not
purport to be complete and is subject to, and qualified in its entirety by
reference to, the Credit Agreement.

The Company has indebtedness that is substantial in relation to its
shareholders' equity and cash flow. At December 31, 1999 the Company had an
aggregate of approximately $2,144,000 of indebtedness outstanding, and the
ability te borrow up to an additional $500,000 under the Credit Agreement.

The Company also has cash, temporary cash investments and short-term investments
aggregating approximately $1,793,000 and a current ratio of approximately
7.24:1.

As a result of the substantial indebtedness of the Company, the Company's fixed
charges are expected to exceed its earnings for the foreseeable future. Based
on its current plans, the Company will require substantial additional capital
particularly in connection with the buildout of the Company's networks and the
introductien of its telecommunications services to new markets. The leveraged
nature of the Company could limit its ability to effect future financing or may
otherwise restrict the Company's business activities.

The extent of the Company's leverage may have the following consequences: (i)
limit the ability of the Company to obtain necessary financing in the future for
working capital, capital expenditures, debt service requirements or other
purposes; (ii) require that a substantial portion of the Company's cash flows
from operations be dedicated to the payment of principal and interest on its
indebtedness and therefore not be available for other purposes; {iii} limit the
Company's flexibility in planning for, or reacting to, changes in its business;
(iv) place the Company at a competitive disadvantage as compared with less
leveraged competitors; and (v) render the Company more vulnerable in the event
of a downturn in its business.

The cbjective of the Company's "other than trading portfolio" is to invest in
high quality securities, to preserve principal, meet liquidity needs,
and deliver a suitable return in relationship to these guidelines.

For the year ended December 31, 1999, the Company's net cash used in operating
activities was $83,721 comprised primarily of a net loss of ($355,028)

adjusted by non-cash depreciation and amortization of $146,043, other non-cash
items totaling $98,59% and working capital changes of $35,898. Net cash used

in investing activities of $1,088,552 consisted primarily of additions to
property, plant and equipment of $526,240, purchase of short-term investments
of $4,230,149, investment in unconsolidated joint venture of $25,439 and
acquisitions of $53,322, partially offset by net sales and maturities of
short-term investments of $3,724,49S. Net cash provided by financing activities
of 51,443,559 included the issuance of long-term debt of $875,000, proceeds
from the issuance of stock of $584,239, proceeds from the issuance of stock
options of $12,422, contribution from minority interest partner of 591,140 and
decrease in investments restricted for debt service of $22,500, partially offset
by the repayment of long-term debt and capital leases of $101,622, and payments
made for debt financing costs of $39,484.
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For the year ended December 31, 1998, the Company's net cash provided by
cperating activities was $35,110 comprised primarily of a net loss of ($205,442)
adjusted by non-cash depreciation and amortization of $89,088, other non-cash
items totaling $95,562 and working capital changes of $58,133. Net cash used

in investing activities of $828,176 consisted primarily of additions to
property, plant and equipment of $285,867, purchase of short-term investments of
$936,401, investment in unconsolidated joint venture of $20,000 and acquisitions
of 547,361 (primarily the Erols, UltraNet and JavaNet acquisitions}, partially
offset by net sales and maturities of short-term investments of $461,795. Net
cash provided by financing activities of $690,282 included the issuance of
long-term debt of $502,587, proceeds from the issuance of stock of $112, 866,
contribution from minority interest partner of $77,849 and decrease in
investments restricted for debt service of $22,375, partially offset by the
repayment of long-term debt of $7,770, purchase of treasury stock of $9,301 and
payments made for debt financing costs of $10,185.

IMPACT OF THE YEAR 2000 ISSUE

The Company has completed its assessment of and has taken corrective action to
mitigate any potential adverse effects that the year 2000 issue may have had on
its operations. Costs in connection with any modifications made to make our
systems compliant have not been and are not expected to be material. We are not
currently aware of any operational or technical problems as a result of the

year 2000 issue, however there can be no assurance that the year 2000 issue will
not have a material adverse impact on our financial condition or our results of
operations in the future.

Item 7a. Quantitative & gqualitative disclosures about market risk.

The Company has adopted Item 305 of Regulation S-K "Quantitative & qualitative
disclosures about market risk" which is effective in financial statements for
fiscal years ending after June 15, 1998. The Company currently has no items
that relate to "trading portfolios". Under the "other than trading portfolios"
the Company does have four short-term investment portfolios categorized as
available for sale securities that are stated at cost, which approximates
market, and which are re-evaluated at each balance sheet date and one portfolio
that is categorized as held to maturity which is an escrow account against a
defined number of future interest payments related to the Company's 10% Senior
Discount Notes. These portfolios congist of Federal Agency notes, Commercial
Paper, Corporate Debt Securities, Certificates of Deposit, U.S. Treasury notes,
and Asset Backed Securities (see note 5). The Company believes there is limited
exposure to market risk due primarily to the small amount of market sensitive
investments that have the potential to create material market risk.
Furthermore, the Company's internal investment policies have set maturity
limits, concentration limits, and credit quality limits to minimize risk and
promote liquidity. The Company did not include trade accounts payable and
trade accounts receivable in the "other than trading portfolio" because

their carrying amounts approximate fair value.

The cbjective of the company's "other than trading portfolio" is to invest in
high quality securities, to preserve principal, meet liquidity needs, and
deliver a suitable return in relationship to these guidelines. RCN may from
time to time enter into interest rate protection agreements. See note 10 to the
consolidated financial statements.
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RCN CORPORATICN AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
{THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA)

For the Years Ended December 31,

210, %40
262,352
89,088
18,293

(158, 793)
58,679
(112,239)

{1,8839)

(70,875)
22,824
(25,602)

(214,242)
(4,998)

{73,522}
(20,849}

(209, 244)
17,1862
(12,719

(52,673)
7,296
(3,804)

(49,181)
{3,210)

1999

Sales 5 275,993
Costs and expenses, excluding depreciation and amortization 407,960
Depreciation and amortizaticn 146,043
Acquired in-process research and development -
Nonrecurring charges =
Cperating (loss) {278,010)
Interest income 78,786
Interest expense (158,139}
Gain on sale of subsidiary 8,930
Other (expense) income, net (3,5867)
(Loss) before income taxes {354, 000)
(Benefit) for income taxes {5,094)
{Logs) before minority interest and

equity in unconszolidated entities {348, 906)
Minority interest in loss of consclidated entities 28,262
Equity in {loss) of unconsolidated entities {33,960}
(Loss) before extraordinary item and cumulative

effect of change in accounting pringiple (354,604)
Extraordinary item - debt prepayment costs, net of tax {424)
Cumulative effect of change in accounting for

start-up costs, net of tax -
Net (loss} (355,028}
Preferred stock dividend and accretion requirements 13,542
Net (loss) to common shareholders 5 {(368,570)
Basic and @iluted earnings per average common share:
{Lozss) before extraordinary item and

cumilative effect of change in accounting principle 3 {5.11)
Extraordinary item - debt prepayment costs 3 (0.01)
Cumulative effect of change in accounting

for start-up costs 3 =
Net (loss) $ (5.12)
Weighted average shares outstanding 71,966,301

See accompanying notes to Consolidated Financial Statements.

(0.95)
4,965,716
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RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA)

December 31,

1999
ASSETS
Current assets
Cagh and temporary cash investments $ 391,412
Short-term investments 1,401,877
Accounts receivable from related parties 8,015
Accounts receivable, net of reserve for doubtful accounts
of $12,258 in 19%9 and 35,766 in 1998 43,483
Unbilled revenues 2,124
Material and supply inventory 21,064
Prepayments and other 13,853
Deferred income taxes -
Investments restricted for debt service 23,113
Total current assets 1,904,939
Property, plant and equipment, net of accumulated depreciation
of $230,581 in 1999 and $153,304 in 1998 893,172
Investments restricted for debt service 48
Investments 190,571
Intangible assets, net of accumulated amortization of
$158,384 in 1999 and $97,313 in 1998 138,491
Deferred charges and other assets 54,886
Total assets $3,192,114
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilitiesg
Current maturities of long-term debt and capital lease cbligations % 1,225
Accounts payable to related parties 35,809
Accounts payable 92,785
Advance billings and customer deposits 16,901
Accrued interest 13,090
Accrued cost of sales 18,296
Deferred income taxes 1,464
Acocrued expenses 69,875
Total current liabilities 249,445
Long-term debt 2,143,096
Deferred income taxes -
Other deferred credits 24,598
Minority interest 129,234

Commitments and contingencies {Note 14}
Preferred stock, par value $1 per share:
Authorized 25,000,000 shares: Issued 263,053
ghares at December 21, 1999 253,438
Common shareholders' equity:
Common stock, par value $1 per share: Authorized 200,000,000 shares:
Igsued 77,724,070 and 65,477,493 shares at
December 31, 1999 and 1998, reapectively 7T, T24
Class B common stock, par value $1 per share: Authorized
400,000,000 shares: none issued

Additional paid-in capital 923,340
Cumulative translation adjustments {2,014)
Unrealized (depreciation) appreciation on investments {6,228}
Treasury stock, 562,000 shares and 557,000 shares at c¢ost

at December 31, 1959 and 1998, respectively {9,391}
Accumulated deficit (591,128}
Total common shareholders' equity 392,303
Total liabilities and shareholders' equity $3,192,114

See accompanying notes to Consolidated Financial Statements.

19398

$ 120,126
892,448
6,919

27,261
2,727
3,870

15,368

712

23,437

448,375
19,869
129,529

169,718
47,256

51,907,615

i 4,087
7,153
65,623
21,679
5,267
12,000

1,263,036
3,281
14,667
77,116

65,477

532,770
{3,055}
1,113

(9,301)
{222,558}

$1,907,615
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RCN CORPORATION AND SUBSIDIARIES
CONSCLIDATED STATEMENTS OF CASH FLOWS
{THOUSANDS OF DOLLARS)

For the Yeéars Ended December 31,

1599 1998 1997
Cash flowa from cperating activities
Net {losa) $ (355,028} $ (205,442) $ (52,391)
Accretion of discounted debt 141,901 80,925 8,103
Accretion on short-term investments (6,318} (2,010} o
Amortization of debt issuance costs 5,534 2,816 408
Acquired in-process research and development - 18,293 -
Unrealized (depreciation) appreciation on short-term investments (7.341) = -
Gain on sale of subsidiary (8,621) = (661)
Extraordinary item - debt prepayment penalty 424 = 3,210
Depreciation and amortization 146,043 89,088 53,205
Deferred income taxes and investment tax credits, net (5,270) (6,147) {10,503}
Provision for losses on accounts receivable 7,691 4,125 2,732
Equity in loss of uncongolidated entities 33,960 12,719 3,804
Minority interest (28,262) (17,162) (7,296)
Net change in certain agsets and liakilities,
net of business acquisitiona:
Accounts receivable and unbilled revenues (22,353) 3,500 {14,979)
Material and supply inventory (17,124) {1,109} {1,605)
Accounts payable 59,850 28,456 11,193
Accrued expenses 25,943 37,446 3,353
Accounts receivable from related parties (1,096) 2,910 3,180
Accounts payable to related parties 2,178 3,405 (1,132}
Unearned revenue (2,659} (17,629) -
Othex (9,274} 926 1,448
Net cash (used in) provided by operating actiwvities {83,721) 35,1190 2,069
Cash flows from investing activitiea:
Additions to property, plant and egquipment (526,240) (285, 867) (79,042)
Purchase cf short-term investments {4,230,149) {936,401) {445,137)
Salas and maturities of short-term investments 3,724,455 461,795 76,923
Acquisitions and investmentsa (54,822) {47,361) {30.430)
Investment in unconsolidated joint venture (25,439) {20, 000) -
Proceeds from sale of subsidiary 23,711 - 1,340
Other {108) [342) (14)

Net cash {used in) investing activities (1,088,552) {828,176) (475, 860)
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RCN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
{THOUSANDS OF DCLLARS)

Cash flows from financing activities

Repayment cof long-term debt and capital leases (101,622} (7.770) (141,250)
Iasuance of long-term debt 875,000 502,587 §88,000
Proceeds from the issuance of common stock 344,342 112,866 =
Proceeds from the issuance of preferred stock 239,897 112,866 -
Purchase of treasury stock (90) (9,301} =
Contribution to mincrity interest partner (r22) {108) -
Change in affiliate notes, net - - 97,624
Extraocrdinary item - debt prepayment penalty (424) = {3,220}
Payments made for debt financing costs (39,484) {10,185) (20,151}
Cash contribution from minority intereat partner 91,140 77.849 9,016
Decrease (increage) related to investments
restricted for debt service 22,590 22,375 (61,259)
Proceeds from the exercise of stock opticns 12,422 1,969 230
Transfers from C-TEC = - 89,323
Transfera (to) C-TEC = - {23,474)
Net cash provided by financing activities 1,443,559 694, 282 634,858
Net increage (decrease) in cash and temporary cash investments 271,286 {102, 784) 161,067
Cash and temporary cash investments at keginning eof year 120,126 222,910 61,843

Cash and temporary cash investments at end of year

Supplemental disclosures of cash flow information

Cash paid during the periods for:
Income taxes s 1,897 3 1,047 $ 1,090

Interest (net of $5,126 and 31,636 capitalized in 19939
and 1998, respectievly) -4 42,880 s 28,781 S 16,536

SES =S SSrsS TSI EsfXsarAdrnssTSmTTSESTTTITTSS

See accompanying noteées to Consolidated Financial Statements
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RCN CORPORATION AND SUBSIDIARIES
CONSQLIDATED STATEMENTS OF CASH FLOMWS
(THOUSANDS OF DOLLARS)
Supplemental Schedule of Mon-Cash Investing and Financing Activities

In July 1933, RCN completed the acquisition of Brainstoxrm Retworks, Inc.
The transaction was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired s 15,785
Less:

Fair value of RCN stock issued 11,619
Liabilities assumed 1,855
Net cash paid s 2,316

In August 1989, RCN completed the acquisition of Direct Wetwork Access, Ltd.
The transaction was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired $ 11,418
Less:

Fair value of RCN stock issued 6,844
Liabilities assumed 1,107
Net cash paid s 3,465

Preferred stock dividends in the form of additiomal shares of preferred
stock aggregated $13,053 in 1999,

Non-cash accretion of preferred stock was $48% in 1999,

In February 1939, BECO exchanged a portion of its ownership interest in
RCN-BECOCOM for 1,107,538 shares of RCN Common Stock, with a fair value
of aproximately $19,520.

In February 1958, RCN completed the acquisition of Erocls Internet, Inc.
The transaction was accounted for as a purchase.

A Bummary of the transaction is as followa:

Fair value of assets acquired & 147,000
Less:

Fair value of RCN stock issued {5,000}
Fair value of stock cptions exchanged {11,000}
Liabilities assumed {55,000}

Net cash paid (including out of pocket expenses of
approximately $1,400 and repayment of debt
of approximately $5,100) 3 36,000

RCN contributed to Starpower approximataly 60% of
the subscribars and related unearned revenue acquired in the acquisition
of Erals.

In Pebruary 1398, RCN completed the acgquisition of UltraNet.
The transaction was accounted for as a purxchase.

A summary of the transaction is as follows:

Fair value of asseta acquired s 41,500
Less:

Pair value of RCN stock issued {26,200}
Fair value of stock options exchanged {1,900}
Liabkilities assumed (5,700}

Net cash paid

In June 1998, RCN completed the acguigition of Iaterport Communications, Corp.
The transaction was accounted for as a purchase

A summary of the transaction is as follows:

Fair value of assets acquired $ 11,000
Less:

Fair value of RCN stock issued (8,500)
Liabllities assumed (1,200}
Net cash paid ] 1,300

LLUTTEEY LYY

In June 1958, RCN completed the accquisition of Lancit Media Entertainment, Ltd.
The transaction was accounted for as a purchase.

A sumnary of the transaction is as follows:

Fair value of assets acquired 5 14,800
Lesa:

Falr value of RCN stock issued (7,400
Liabilities assumed {7,000)

Net cash paid E 400
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In July 1998, RCN completed the acguisition of JavaNet, Inc. The transaction
was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired $ 21,800
Less:

Fair value of RCN stock issued (13,400)
Liabilities assumed (4, 700)
Net cash paid S 3,700

In 13997, certain intercompany accounts receivable and payable and intercompany
note balances were transferred to Shareholders' Net Investment in connection
with the Distribution.

BECO's contribution of the IRU to the RCN-BECOCOM joint venture (Note 7)
is included in "Telecommunications Network" at its fair wvalue.

See accompanying notes to Consolidated Financial Statements
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RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1599, 1998 AND 1997
{THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA)

Additional
Common Paid Accumulated
Stock in Capital Deficit

Balance, December 31, 1996 5 1 s - $ -
Net loss from 1/1/97 through $/30/97
Net loss from 10/1/97 through 12/31/97 (17,116)
Transfers from C-TEC
Common stock issued in connection

with the distribution 54,968 321,556
Stock plan transactions 20 210

Balance, December 31, 1597 54,989 321,766 {17,116)
Net loss {205,442}
Common stock offering 6,099 106,767
Stock plan transactions 436 2,001
Commont Stock and stock options issued

in connection with acquisitions 3,953 109,258
Purchase of treasury stock
Unrealized appreciation on investments
Other {22}

Balance, December 31, 1998 § 65,477 $ 539,770 $(222,558)
Net loss to common shareholders (368,570)
Common stock offering 5,200 335,142
Stock plan transactions 1,466 10,956
Conversion of joint wenture ownership

interest 1,108 18,413
Common stock and stock options issued

in connection with acquisitions 467 18,852
Purchase of treasury

stock
Unrealized depreciation

on investments
Cumulative translation

adjustments
Other 3 207

Balance, December 31, 1999 s 77,724 5 923,340 $(551,128)

See accompanying notes to Congsolidated Financial Statements




Balance,

Balance, December 31,

Balance, December 31,

70

RCN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS'®
FOR THE YEARS ENDED DECEMBER 31,

1999,

EQUITY
1958 AND 1397

{THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA)

December 31, 199§

Net loss from 1/1/97 through 9/30/97

Net loss from 10/1/97 through 12/31/9

Transfers from C-TEC

Common stock issued in connecticn
with the distribution

Stock plan transactiona

1997
Net loss
Common stock cffering
Stock plan trangactions
Stock and stock options issued
in c¢onnection with acgquisitions
Purchase of treapury stock
Unrealized appreciation on investments
Cther

1938
Net Logss to common shareholders
Common stock offering
Stock plan transactions
Conversion of joint venture ownership
interest
Common stock issued in
connection with acquisicions
Purchase of treasury
stock
Unrealized depreciation
on investments
Cumulative translation

adjustments
Other
Balance, December 31, 1999

Shareholders
Treasury Net
Stock Investment

393,819
(35,275)

17,980
{376,524)

(9,301)

$ {9,301) § =

(90)

See accompanying notes to Consclidated Financial Statements

Cumulative
translation
Adjustment

$ (3,055)

{3,655)

$ (3,055)

Unrealized
Appreciation/
Depreciation
on Investments

$ -
1,113
5 1,113
(7,341}
$ {6,228)

Total
Shareholders
Eguity

s 390,765
(35,275)
(17,116}
17,580

356,584
{205,442)

112,866

2,437

113,211
{9,301)

1,113

(22)

s 371,446
(368,570)
344,342
12,422

19,521

15,319
(90}

{7,341}

1,041
213

$ 392,303
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RCN CORPORATICN AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1959, 1998 AND 1997
(THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA)

Common Treasury Sharea
Shares Issued Stock Outstanding
Balance, December 31, 1996 1,400 = 1,400
Common stock issued in connection with
the distribution 54,967,852 54,967,952
Stock plan transactions 20,518 20,518
Balance, December 31, 1997 54,989,870 = 54,989,870
Common stock offering 6,098, 355 6,098,355
Stock plan transacticns 436,342 436,342
Common Stock issued in connection with
acquisitions 3,952,928 3,952,926
Purchase of treasury stock (557,000} {S57,000)
Balance, Decembey 31, 1998 65,477,493 (557,0040) 64,920,493
Preferred stock offering
Preferred stock dividend
Commen stock offering 9,200,000 9,200,000
Stock plan transactions 1,518,897 1.518,8%7
Conversion of joint venture ownership
interest 1,107,539 1,147,539
Common Stock issued in connection with
acquisitions 420,141 420,141
Purchase of treasury stock (5,000} (5,000)
Ralance, December 31, 1999 77,724,070 {562,000} 77,162,070

See accompanying notes to Consolidated Financial Statements
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RCN CORPORATION
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS
{THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA)

1. BACKGROQUND AND BASIS OF PRESENTATION

RCN Corporation (the "Company" or "RCN") provides a wide range of
telecommunications services through high speed, high capacity advanced fiber
optic networks. RCN currently offers individual or bundled local and long
distance telephone, video and data services, including high speed Internet
access. We provide our services primarily to residential customers in selected
markets with high levels of population density and favorable demographics.

RCN's advanced fiber optic networks have been established in selected markets in
the Boston to Washington D.C. corridor and in the San Francisco to San Diego
corridor, and has begun development in the Chicago market.

Prior to September 30, 1997, RCN Corporation wag operated as part of C-TEC
Corporation ("C-TEC"). On September 30, 1997, C-TEC distributed 100 percent of
the outstanding shares of common stock of its wholly owned subsidiaries, RCN
and Cable Michigan, Inc. ("Cable Michigan") to holders of record of C-TEC's
common stock and C-TEC's Class B common stock as of the close of business on
September 1%, 1997 (the "Distribution"). C-TEC's corporate services group and
corporate financial services company both became subsidiaries of RCN immediately
coincident with the Distribution.

C-TEC's corporate services group had historically provided substantial support
services such ag finance, cash management, legal, human resocurces, ingurance and
risk management and its financial statements are included in the consolidated
financial statements of the Company. Prior to the Distribution, the corporate
office allocated the cost for these services pro rata among the business units
supported. In the opinion of management, the method of allocating these costs
is reasonable; however, the costs of these services remaining with the Company
after allocation to C-TEC's other business units are not necessarily indicative
of the costs that would have been incurred by the Company on a stand-alone
basis. The historical expense levels for these services after allocation to CTE
and Cable Michigan was approximately $8,000 for the nine months ending September
30,1997.

C-TEC, RCN and Cable Michigan have entered into certain agreements providing for
the Distribution, and governing various ongoing relationships, including the
provision of support services, between the three companies.

The consolidated financial statements have been prepared using the historical
basis of assets and liabilities and historical results of operations of all
wholly and majority owned subsidiaries. However, the historical financial
information for 1997 presented herein reflects periocds during which the Company
did not operate as an independent company and accordingly, certain assumptions
were made in preparing such financial information. Such informaticn, therefore,
may nct necessarily reflect what the results of operations, financial condition
or cash flows of the Company would have been had the Company been an
independent, public company during all of 1997.

The consolidated financial statements include the accounts of all wholly-owned
subsidiaries. All material intercompany transactions and balances have been
eliminated. The Company has a 48.96% interest in Megacable, a Mexican cable
television system operator, and accounts for its investment by the equity
method. The RCN-BECOCOM joint wventure which the Company controls and in which
the minority investors do not possess significant veto rights is consolidated.
The Starpower and JuniorNet joint ventures are accounted for by the equity
method.




73
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates -

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclesure of
contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Cash and Temporary Cash Investments -

For purposes of reporting cash flows, the Company considers all highly liquid
investments purchased with an original maturity of three months or less to be
temporary cash investments.

Short-Term Investments and Investments Restricted for Debt Service -

Management determines the appropriate classification of its investments in debt
and equity securities at the time of purchase and reevaluates such determination
at each balance sheet date in accordance with Statement of Financial Accounting
Standards No. 115 - "Accounting for Certain Investments in Debt and Equity
Securities." At December 31, 1999 and 1598, marketable debt and equity
securities have been categorized as available for sale. The Company states its
short-term investments at market. Investments restricted for debt service have
been categorized as held to maturity since management has the positive intent
and ability to hold such securities to maturity. At December 31, 1999,
investments restricted for debt service are compriged of U.S. Treasury notes and
Federal Agency notes and are stated at cost, which approximates market.

Material and Supply Inventory -

Material and supply inventory includes telecommunications equipment for use in
construction of the Company's services network. Inventories are stated at
average cost.

Property, Plant and Equipment and Depreciation -

Property, plant and equipment reflects the original cost of acquisition or
construction, including related payrcll and costs such as taxes, fringe
benefits, and certain general administrative costs.

Depreciation is provided on the gtraight-line method based on the useful lives
of the various classes of depreciable property. The average estimated lives of
depreciable property, plant and equipment are:

Lives
Telecommunications network 5-22.5 years
Computer equipment 3-10 years
Buildings and leasehold improvements 5-45 years
Furniture, fixtures and wvehicles 3-10 years
Other 5-10 years

Repairs of all property, plant and eguipment and minor replacements and renewals
are charged to expense as incurred. Major replacements and betterments are
capitalized. Gain or loss is recognized on major retirements and dispositions.
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Intangibkble Assets -

Intangible assets are valued at cost and are amortized on a straight-line basis
over the expected period of benefit ranging from 1 to 15 years. The average
estimated lives of intangible assets are:

Lives
Franchises and subscriber lists 3-11 vyears
Acquired current products/technologies 4 years
Noncompete agreements 5-8 vyears
Goodwill 3-10 vyears
Building access rights 3-4 years
Cther intangible assets 1-15 vyears

Accounting for Impairments -

The Company follows the provisions of Statement of Financial Accounting
Standards No. 121 - "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of" ("SFAS 121"). The Company has not
recognized any material impairment losses pursuant to SFAS 121.

Revenue Recognition -

Local telephone service revenue is recognized as earned based on tariffed rates,
Long distance telephone service revenue is recognized based on minutes of
traffic processed and tariffed rates or contracted fees. Reciprocal
compensation, the fee local exchange carriers pay to terminate calls on each
others networks, is recognized on a cash basis due to the uncertain regulatory
environment. Revenues from cable programming services are recognized in the
month the service is provided. Internet access web page and server hosting

and private line point to point data transmission service revenues are
recognized based on contracted fees.

Advertising Expense -

Advertising costs are expensed as incurred. Advertising expense charged to
cperaticns was $34,865, $28,841 and $12,203 in 1999, 1998 and 1997,
respectively.

Debt Issuance Costs -

Debt issuance costs are amortized over the life of the note. Debt Issuance
costs charged to operations were 55,534, 52,816 and $408 in 1999, 1998, and
1997, respectively.

Stock Based Compensation -

The Company applies Accounting Principles Board Opinion No. 25 - "Accounting
for Stock Issued to Employees" ("APEB 25") in accounting for its stock plans.
The Company has adopted the disclosure - only provigions of Statement of
Financial Accounting Standards No. 123 - "Accounting for Stock-Based
Compensation® ("SFAS 123"),

Income Taxes -

The Company and its subsidiaries report income for federal tax purposes on

a consclidated basis. Income tax expense is allocated to subsidiaries on a
separate return basis except that the Company's subsidiaries receive benefits
for the utilization of net operating loegses and investment tax credits included
in the conscolidated return even if such losses and credits could not have been
used on a geparate return basis. Prior to the Distribution, the Company and its
subgidiaries were included in the consolidated federal income tax return of
C-TEC. The Company accounts for income taxes using the asset and liability
method.
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Foreign Currency Translation -

The Company has a 48.96% interest in Megacable. For 1997 and 19%8, the Company
considered Megacable to operate in a highly inflationary economy due to the
three-year cumulative rate of inflation at December 31, 1996 exceeding 100%.

As a result, the financial statements of Megacable were remeasured as if the
functional currency were the U.S. dollar. The remeasurement of the Mexican peso
into U.S. dollars creates translation adjustments which were included in net
income. Beginning January 1, 1999, the Company discontinued highly inflationary
accounting for ocur Megacable investment and resumed using the Mexican Peso as
the functional currency. As a result the Company's eguity is effected by the
translation from the Mexican Peso. The Company's proportiocnate share of such
adjustments were gains of 51,041 for the year ended December 31, 1999.

The Company's proportiocnate share of gains and losses resulting from
transactions of Megacable, which are made in currencies different from its own,
are included in income as they occurred. For purposes of determining its
equity in the earnings of Megacable, the Company translates the revepues and
expenses of Megacable into U.S. dollars at the average exchange rates that
prevailed during the period. BAssets and liabilities are translated into U.S.
dollars at the rates in effect at the end of the fiscal period.

Comprehensive Income -

The Company primarily has two components of comprehensive income, cumulative
translation adjustments and unrealized appreciation {depreciation) on
investments. The cumulative foreign currency translation adjustment was $1,041
for 1899; the unrealized appreciation (depreciaticon} on investments was ($7,341)
for 1999 and $1,113 for 1998. The amount of other comprehensive loss for the
years ended December 31, 1992 and 1998 was (3$361,328) and (%204, 329),
respectively.

Segment Disclosure -

Management believes that the Company operates as one reportable operating
segment which contains many shared expenses generated by the Company's various
revenue streams and that any segment allocation of shared expenses incurred on
a single network to multiple revenue streams would be impractical and arbitrary;
furthermore, the Company currently does not make such allocations internally.
The Company's chief decision makers do, however, monitor financial performance
in a way which is different from that depicted in the historical general purpose
financial statements in that such measurement includes the consolidation of all
joint ventures, including Starpower which is not consolidated under generally
accepted accounting principles. Such information, however, does not represent

2 separate segment under generally accepted accounting principles and therefore
it is not separately disclosed.

3. EARNINGS PER SHARE

Basic loss per share is computed based on net {loss) after preferred
stock dividend and accretion requirements divided by the weighted average
number of shares of common stock outstanding during the period.

Diluted loss per share is computed based on net (loss) after preferred

gtock dividend and accretion requirements divided by the weighted average
number of shares of common stock outstanding during the period after giving
effect to convertible securities considered to be dilutive common stock
equivalents. The conversion of preferred stock and stock options during the
periods in which the Company incurs a loss from continuing operations is not
assumed since the effect is anti-dilutive. The number of shares of preferred
stock and stock opticons which would have been assumed to be converted in the
year ended December 31, 1999, 1998, and 1997 and have a dilutive effect if the
Company had income from continuing operations is 10,008,239, 3,198,493 and
517,506, respectively.




The following table is a reconciliation of the numerators and denominators of
the basic and diluted per share computations:

Years Ended December 31,

(Loss) before extraordinary item and
cumulative effect of change in accounting

principle

Preferred stock dividend and accretion

requirements

$ (354,604)

( 13,542)

$ (204,801)

$ (3e8,146) § (204,801) $ (43,181}
Basic (loss) per average common share:

Weighted average shares outstanding 71,996,301 61,187,354 54,965,716
(Loss) per average common share before

extraordinary item and cumulative effect of

change in accounting principle 5 {5.11) § (3.35) § (0.89)
Diluted (loss) per average common share:
Weighted average shares outstanding 71,996,301 61,187,354 54,965,716
Dilutive shares resulting from stock options - - -

71,996,301 61,187,354 54,965,716

(Loss) per average common share before

extraordinary item and cumulative effect

of change in accounting principle s (5.11) 3 (3.35) $ (0.89})

4. BUSINESS COMBINATIONS

In August 1999, the Company acquired Direct Network Access, Ltd. ("DNAI"),one

of the Bay Area's largest independent ISPs. The Company acquired DNAI for
approximately $3,454 in cash and RCN common stock with a fair value at the time
of issuance of approximately $6,844.

In July 1999, the Company acquired Brainstorm Networks, Inc. ("Brainstorm"),

a leading independent Internet Sexrvice Provider ("ISP'") that provides dedicated
and DSL services. The Company purchased Brainstorm for approximately $2,897

in cash and RCN common stock with a fair value at the time of isgsuance of
approximately $11,619.

Both of these transactions were accounted for under the purchase method

of accounting. Approximately $25,015 has been allocated to goocdwill which is
being amortized over approximately 4 years. The Company does not expect these
acguisitions to have a material Proforma effect on its financial position or
results of operations.
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In July 1998, the Company acquired Javanet, Inc. ("Javanet"). The consideration
was $3,700 in cash and RCN Common Stock with a fair value of approximately
$13,400 at the time of issuance. The transaction was accounted for by the
purchase method of accounting. Approximately $14,800 has been allocated to
goodwill. Such goodwill is being amortized over approximately three years.

In June 1998, the Company acquired Interpert Communications Corp. ("Interport").
The total approximate consideration for the transaction was $1,300 in cash and
RCN Common Stock with a fair value of approximately $8,500 at the time of
issuance. The transaction was accounted for by the purchase method of
accounting. Approximately $7,200 has been allocated to goodwill. Such goodwill
is being amortized over approximately four years.

In June 1998, the Company acquired Lancit Media Entertainment, Ltd. ("Lancit"),
a producer of high quality children's programming. The total approximate
consideration for the transaction was $400 in cash and RCN Common Stock with a
fair value of approximately $7,400 at the time of issuance. The transaction was
accounted for by the purchase method of accounting. 1In April 1999, the Company
disposed of its Lancit Media subsidiary (Note 7 (d)).

In February 1998, the Company acquired Erols Internet, In¢. ("Erols"). The
total approximate consideration was $36,000 in cash including out of pocket
costs of approximately $1,400 and the assumption and repayment of debt of
approximately $5,100 and RCN Common Stock with a fair value of approximately
$45,000 at the time of issuance. Additionally, the purchase price includes
approximately $11,000 representing the fair wvalue of Erols stock options which
were converted to RCN stock options in connection with the acqguisition. The
transaction was accounted for by the purchase method of accounting.

RCN contributed to Starpower approximately 60% of the subscribers and related
unearned revenue acquired in the acguisition of EBrels. (Note 7)

Goodwill and the value assigned to certain acquired current products and
technologies, primarily residential dial-up and dedicated Internet access, and
Internet advertising of approximately $35,000 was recorded in connection

with the acquisition of Erols and contribution to Starpower. Thege intangible
assets are being amortized over approximately four years.

In February 1998, the Company acguired Ultranet Communications, Inc.
{"Ultranet"). The total approximate consideration was $7,700 in cash including
cash payments aggregating approximately $503 to certain holders of Ultranet
stock options and RCN Common Stock with a fair value of approximately $26,200

at the time of issuance. Additiconally, the purchase price includes
approximately $1,900 representing the fair value of UltraNet stock options which
were converted to RCN stock options in connection with the acquisition. The
transaction was accounted for by the purchase method of accounting.

RCN contributed to RCN-BECOCOM approximately 30% of the subscribers acquired
in the acquisition of Ultranet.

Goodwill and the value assigned to certain acquired current products and
technologies, primarily residential dial-up and dedicated Internet access
of approximately $31,100 was recorded in connection with the acquisition of
UltraNet and contribution to RCN-BECOCOM. These intangible assets are being
amortized over approximately four years.
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In connection with the acguisitions of Erols and UltraNet, RCN has

allocated $13,228 for Erols and $5,065 for UltraNet to in-process research
and development ("IPR&D"). Specifically, four projects were identified which
qualified as IPR&D by definition of not having achieved technological
feasibility and representing technology which at the peint of acquisition
offered no alternative use than the defined project. The fair value of the
IPR&D projects associated with these acquisitions is based upon a discounted
cash flow analysis modified to represent only that portion of the project
associated with completed research and development efforts at the date of
acquisition. The IPR&D valuation charge was measured by the stage of
completion method. The expected completion percentages are estimated based on
the available financial information at the date of acguisition and were
established on a project by project basis primarily calculated by dividing the
costs incurred to date by the total expected R&D expenses specific to the
project. The significant assumptions utilized by management were as follows:

Cash flow projections, utilizing risk adjusted discount rates of between
35% and 40% for Erols projects. Cash flow projectiomns, utilizing risk
adjusted discount rates of between 30% and 33% for UltraNet projects.

The IPR&D projections are founded on significant assumptions with regard to
timing of market entrance, levels of penetration, and costs of provisioning.

RCN is constructing new telecommunications networks. The margins on products
expected to result from acquired in-process technologies in some cases represent
higher margins than RCN's margins on existing products primarily due to the
efficiencies in delivering multiple products, including bundled-service
offerings, over a single state of the art high capacity fiber optic network.

For both the Erols and the UltraNet acquisitions, RCN identified the R&D
development projects to include:

- Cable Modem Internet access for subscribers, consisting of projects to
develop the hardware, systems and software to permit subscribers to be offered
high-gpeed Internet access through direct cable connection.

-Internet Telephony, representing projects to develop the potential for dial-
up telephone service through the Internet.

- E-Commerce Systems, consisting of the companies' efforts to develop a
suitable system that would permit subscribers to conduct commercial activities
over the Internet.

-High-speed shared office Internet access, representing a blending of fiber
optic and Internet networking technologies, which was under development as a
package to be offered to commercial clients.

Relative to the qualification of these projects as IPR&D projects under

the meaning within Statement of Financial Accounting Standards No. 2

{("SFAS 2v), each represented at the date of acquisition a development
project associated with new and uncertain technology that was incomplete and
had not reached technical feasibility. Further, the technology under
development in each of these areas wag not seen to present opportunities
for alternative future use should the contemplated development project

fail to achieve completion. In each of the above proiects, the uncertainty
asscociated with each, in the absence of a successful product introduction,
may result in the possible abandonment of the project and the loss of both
invested development funds and the profit contributions that such projects
were expected to bring to the business as a whole.
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In March 1997, the Company paid $15,000 in full satisfaction of contingent
consideration from its 1996 acquisition of Freedom New York LLC ("Freedom") .
The Company also paid $10,000 to terminate a marketing services agreement
between Freedom and an entity controlled by Freedom's former minority owners;
which the Company charged to operations for the quarter ended March 31, 1997.

The following unaudited pro forma summary presents information as if the
acquisitions of Erols, Ultranet, Interport, Javanet and Lancit had occurred at
the beginning of 1997. Results of operations for DNAI and Brainstorm are not
material. The pro forma information is based on historical information and is
provided for information purposes only and deoes not necessarily reflect the
actual results that would have occurred nor is it necessarily indicative of
future results of operations of the consolidated entities.

Years Ended

December 31, 1998 1997
{(Unaudited)
Proforma Data:
Sales $ 226,272 $ 159,611
(Loss) from continuing operations before

extraordinary items $(220,271) 5{(108,338)
Net (loss) $(220,912) $(109,548)

Earnings Per Share:
(Loss} from continuing operations before

extraordinary items 3 (3.53) $ {(1.80)
Net {(loss) g (3.54) s (1.86)

5. SHORT-TERM INVESTMENTS

Short-term investments, stated at market, include the following at December 31,
1999 and 1998:

1999 1998
Federal agency notes $ 178,524 $126,580
Commercial Paper 219,318 B5,234
Corporate debt securities 289,898 417,378
Certificates of deposit - 14,997
U.8. Treasury notes 434,500 84,399
Asset backed securities 279,637 163,860
Total $1,401,877 $892, 448

At December 31, 1999, short-term investments with a market value of $856,401
have contractual maturities of one toc three years. All remaining short term
investments have contractual maturities under one year.
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6. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the following at December 31,

1599 1%398
Telecommunications plant $ 580,544 $398, 746
Computer equipment and software 132,074 43,439
Buildings, leasehold improvements and land 42,959 22,653
Furniture, fixtures and vehicles 51,123 31,430
Construction in process 311,093 104,161
Other 5,967 1,250
Total property, plant and eguipment 1,123,760 601,679
Less accumulated depreciation (230,581) {153,304)
Property, plant and equipment, net $ 893,179 $448,375

Depreciation expense was $81,930, $39,000 and $24,257 for the years ended
December 31, 1999, 1998 and 1997, respectively.

7. INVESTMENTS AND JOINT VENTURES

Investments at December 31, are ag follows:

19959 1998
Megacable 5 B6,191 $ 67,978
Starpower Communications, LLC 74,733 61,435
JuniorNet Corporation 27,581 -
Other 2,066 56
Total Investments $190,571 $129,529

At December 31, 1999, the Company has a 50% interest in Starpower, a 48,96%
interest in Megacable and a 47.5% interest in JuniorNet. At December 31, 13898,
the Company has a 50% interest in Starpower and a 40% interegt in Megacable.
The Company accounts for these investments on the equity method.

a. RCN-BECOCOM

In 1996 RCN and the Boston Edison Company ("BECO"), through wholly-owned
subsgidiaries, formed a joint venture to use 126 fiber miles of BECO's fiber
optic network to deliver our comprehensive communications package in Greater
Boston. A joint venture agreement provided for the organization and operation
of RCN-BECOCOM, LLC, an unregulated entity with a term expiring in the year
2060. RCN-BECOCOM is a Massachusetts limited liability company organized to
own and operate an advanced fiber optic telecommunications network and to
provide, in the market in and around Boston, Massachusetts, voice, video and
data services. At December 31, 1599 we owned 53.88% of the equity interest in
RCN-BECOCOM and BECO owned the remaining 46.12% interest. At December 31, 1998
we owned 51.00% of the equity interest in RCN-BECOCOM and BECO owned the
remaining 49.00% interest.

This joint venture with BECO is reflected in our financial statements on a
consolidated basis.
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RCN manages the business of RCN-BECOCOM pursuant to the terms of a management
agreement with an initial term expiring on December 31, 2001.

BECO has transferred to RCN-BECOCOM, an indefeasible right of use of certain
of its network facilities through the year 2060.

Buring 1398, the Company contributed to RCN-BECOCOM the Internet business in the
RCN-BECOCOM market, acquired in the acquisition of UltraNet, including
approximately 30% of the subscribers acquired from UltraNet. The total value

of the Internet business contributed to the joint venture was agreed to in arms-
length negotiations between the joint venture partners, based on the proportion
of subscribers contributed to RCN-BECOCOM to total subscribers acquired from
UltraNet.

BECO has the right to convert its ownership interest in RCN-BECOCOM into RCN
Common Stock pursuant to specific terms and conditions. On February 19, 1999,
BECO exchanged a portion of its interest for 1,107,539 shares of RCN common
stock. Such portion of the interest was valued as of January 15, 1998.

b. Starpower
The Company and PEPCO are each 50% partners in Starpower, a joint venture with
a perpetual term.

Starpower was formed to construct, own, lease, operate and market a network
for the selling of voice, video, data and other telecommunications services
to commercial and residential customers in the greater Washington, D.C.,
Virginia and Maryland area.

A subsidiary of RCN provides support services including customer service,
billing, marketing and certain administrative, accounting and technical support
services, each of which is provided at cost.

During 1998, the Company contributed to Starpower the Internet business in the
Starpower market, acquired in the acquisition of Erols, including approximately
60% of the subscribers acquired from Erols, and related unearned revenue. The
total value of the Internet business contributed to the joint venture was agreed
to in arms-length negotiations between the joint venture partners, based on the
proportion of subscribers contributed to Starpower to total subscribers

acquired from Erols.

The Company recorded its proportionate share of (losses) of ($12,200), and
($10,335) in 1999 and 1998, respectively.

c. Megacable

The basis of the Company's investment in Megacable exceeded its underlying
equity in the net assets of Megacable when acquired in 1995 by approximately
$94,000.

As of July 31, 1993, the Company executed on a pledge of an B8.96% equity
interest in Megacable made by Mazon Corporativo, S8.A. de. C.V. ("Mazon")

to collateralize Mazon's indebtedness to the Company, which had a book value of
$18,373. As a result, the indebtedness was cancelled, and the Company's
underlying equity in the net assets of Megacable was increased by approximately
$7,000. The amortization of the excess equity is done on a straight-line basis
over a 15 year period. At December 31, 1999, the unamortized excess over the
underlying equity in the net assets was §73,932. The Company recorded its
proportionate share of (losses) and amortization of excess cost over net assets
of ($1,763), ($2,385) and ($3,869) in 1999, 1998 and 1997, respectively.
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d. JuniorNet

The basis of the Company's investment in JuniorNet Corporation ("JuniorNet")
exceeded its underlying equity in the net assets of JuniorNet when acquired in
1995 by approximately $50,000.

In April 1999, the Company acquired a 47.5% stake in JuniorNet. The Company
purchased the ownership stake for approximately $47,000 in cash. Concurrent
with that transaction, JuniorNet purchased the Company's Lancit Media subsidiary
for approximately $25,000 in cash. The Company acquired Lancit in June 1998 for
approximately $400 in cash and shares of its common stock with a fair wvalue at
the time of issuance of approximately $7,400. The Company recorded its
proportionate share of (losses) and amortization of excess cost over net assets
of (512,997} in 1999.

8. INTANGIBLE ASSETS

Intangible assets consist of the following at December 31,

19995 1998
Franchises and subscriber lists $ 87,796 $ 85,984
Acquired current products/technologies 72,629 72,629
Noncompete agreements 11,100 11,100
Goodwill 103,785 57,447
Building access rights 15,295 15,295
Other intangible assets 6,270 24,576
Total intangible assets 296,875 267,031
Less accumulated amortization (158,384) (97,313}
Intangible assets, net $138,491 $169,718

Amortization expense charged to operations in 1999, 1998 and 1997 was $64,113,
$50,088 and $28,948, respectively.

9. DEFERRED CHARGES

Deferred charges and other assets consist of the following at December 31:

1999 1998

Note and interest receivable - Mazon
Corporativo, S.A. de C.V. ] - 518,373
Debt issuance costs 60,639 27,112
Other 4,247 1,771

Total 564,886 $47, 256
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10. DEBT
a. Long-term debt

Long-term debt outstanding at December 31 is as follows:

1999 1938
Term Credit Agreement 3 - $ 100,000
Term Loans 500,059 =
Senior Notes 10% due 2007 225,000 225,000
Senior Discount Notes 11 1/8% due 2007 444,430 398,827
Senior Discount Notes 9.8% due 2008 420,591 382,216
Senior Discount Notes 11% due 2008 176,495 158,573
Senior Notes 10.125% due 2010 375,000 =
Capital Leases 2,746 2,517
Total 2,144,321 1,267,133
Due within one year 1,225 4,097
Total Long-Term Debt $2,143,096 $1,263,036

In December 1999, the Company completed an offering of 10.125% Senior Notes with
an aggregate principal amount of $375,000. (the "10.125% Indenture").

The 10.125% Senior Notes are general senior obligations of the Company which
mature in January 2010.

The 10.125% Senior Notes are redeemable, in whole or in part, at any time on or
after January 15, 2005 at the option of the Company and have redemption prices
starting at 105% of the principal amount and declining to 100% of the principal
amount, plus any accrued interest,

In June 1999, the Company and certain of its subsidiaries together, ( the
"Borrowers") entered into a $1,000,000 Senior Secured Credit Facility (the
"Credit Facility"). The collateralized facilities are comprised of a $250,000
seven-year revolving credit facility (the "Revolver®), a $250,000 seven-year
multi-draw term loan facility {the "Term Loan A") and a $500,000 eight-year term
loan facility (the "Term Loan 3"). All three facilities are governed by a single
credit agreement (the "Credit Agreement”).

Also in June 1999, the Company prepaid its previous eight-year term credit
facility in the amount of $100,000 with the proceeds of the Credit Facility.

The early extinguishment of the previcus term credit facility required the write
off of the applicable unamortized debt issuance cost resulting in an
extraordinary item of approximately (5424).

The Revolver may be borrowed and repaid from time to time. At December 31,
1999 there were no outstanding loans under the Revolver. Up to $150,000 of
the Revolver may be used to fund working capital needs and for general
corporate purposes. The remaining $100,000 of the Revolver as well as the
term loans may be used solely to finance telecommunications assets. The
amount of the commitments under the Revolver automatically reduces to
$175,000 on June 3, 2005 and the remaining commitments are reduced quarterly
in equal installments through to maturity at June 3, 2006. The Revolver can
also be utilized for letters of credit up to a maximum of $15,000. As of
December 31, 1999 approximately $4,914 in the form of letters of credit

had been drawn under the Revolver.

The Term Loan A is available for drawing amounts until December 3, 2001.
Principle payments under Term Loan A commenced on September 2002, The Term Loan
A matures in June 2006. At December 31, 1999 there were no outstanding loans
under the Term Loan A.
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Principle payments under Term Loan B commenced on September 2002. The Term Loan
B matures in June 2007. As of December 31, 1999, $500,000 of the Texrm Loan B was
outstanding.

The interest rate on the Credit Facility is, at the election of the
Borrowers, based on either a LIBOR or an alternate base rate option. plus a
spread that is variable for the Revolver and Term Loan A borrowing based on
the Company's earnings before interest, income taxes, depreciation and
amortization ("EBITDA") and fixed for Term Loan B.

The Credit Agreement contains covenants customary for facilities of this nature,
including financial covenants and covenants limiting debt, liens, investments,
consolidation, mergers, acquisitions, asset salesg, sale and leaseback
transactions, payments of dividends and other distributions, making of capital
expenditures and transactions with affiliates. The Borrowers must apply 50% of
excess cash flow, as defined in the Credit Agreement, for each fiscal year
commencing with the fiscal year ending on December 31, 2003 and certain cash
proceeds realized from certain asset sales, certain payments under insurance
pelicies and certain incurrences of additional debt to repay the Credit
Facility.

The Credit Facility is collateralized by substantially all of the assets of the
Company and its subsidiaries.

The 11% Senior Discount Notes (the "11% Indenture") are general genior
obligations of the Company, limited to $256, 755 aggregate principal amount at
maturity and will mature on July 1, 2008. The 11% Senior Discount Notes were
issued at a discount to yield gross proceeds of $150,000. The 11% Senior
Digcount Notes will not bear cash interest prior to January 1, 2003.

The 11% Senior Discount Notes are redeemable, in whole or in part, at any time
on or after July 1, 2003. The 11% Senior Discount Notes have redemption prices
starting at 105.5% of the principal amount at maturity and declining to 100% of
the principal amount at maturity, plus any accrued interest.

The 9.8% Senior Discount Notes (the "9.8% Indenture") are general senior
obligaticons of the Company, limited to $567,000 aggregate principal amount at
maturity and will mature on February 15, 2008. The $.8% Senior Discount Notes
were issued at a discount to yield gross proceeds of $350,588. The 9.8%
Senior Discount Notes will not bear cash interest prior to February 15, 2003.

The 9.8% Senior Discount Notes are redeemable, in whole or in part, at any time
on or after February 15, 2003 at the option of the Company. The 3.8% Senior
Discount Notes have redemption prices starting at 104.9% of the principal
amount at maturity and declining to 100% of the principal amcunt at maturity,
plus any accrued interest.

In October 1997, the Company issued 10% Senior Notes with an aggregate

principal amount of $225,000 and 11 1/8% Senior Discount Notes with an aggregate
principal amount at maturity of $601,045, both due 2007. The Senior Discount
Notes were issued at a discount and generated gross proceeds to the Company of
$350,000. In January 1998 the Company exchanged its 10% Senior Notes due 2007,
Series B for any and all outstanding 10% Senior Notes due 2007, Series A and its
11 1/8% Senior Discount Notes due 2007, Series B for any and all outstanding

11 1/8% Senior Discount Notes due 2007 Series A.




85

The 10% Senior Notes were issued under an indenture dated October 17, 1997 (the
"10% Indenture"). The 10% Senior Notes are general senior obligations of the
Company which mature on Octcber 15, 2007 and are collateralized by a pledge of
the Escrow Account representing funds that, together with the future proceeds
from the investment thereof, will be sufficient to pay interest on the 10%
Senior Notes for six scheduled interest payments.

The 10% Senior Notes are redeemable, in whole or in part, at any time on or
after Qctober 15, 2002 at the option of the Company. The 10% Senior Notes have
redemption prices starting at 105% of the principal amount and declining to 100%
of the principal amount, plus any accrued interest.

The 11 1/8% Senior Discount Notes were issued under an indenture dated October
17, 1937 (the "11 1/8% Indenture"). The 11 1/8% Senior Discount Notes are
general genior obligations of the Company, limited to $601,045 aggregate
principal amount at maturity and will mature on October 15, 2007. The 11 1/8%
Senior Discount Notes were issued at a discount to yield gross proceeds of
$350,000. The 11 1/8% Senlor Discount Notes will not bear cash interest prior to
QOctober 15, 2002.

The 11 1/8% Senior Discount Notes are redeemable, in whole or in part, at any
time on or after October 15, 2002 at the option of the Company. The 11 1/8%
Senior Discount Notes have redemption prices starting at 105.562% of the
principal amount at maturity and declining to 100% of the principal amount at
maturity, plus any accrued interest.

The 9.8% Senior Discount Notes, the 11% Senior Discount Notes, the 10% Senior
Notes and the 11 1/8% Senior Discount Notes contain certain covenants that,
among other things, limit the ability of the Company and its subsidiaries to
incur indebtedness, pay dividends, prepay subordinated indebtedness, repurchase
capital stock, engage in transactions with stockholders and affiliates, create
liens, sell assets and engage in mergers and congolidations. At December 31,
the Company was restricted from making any dividend payments under the terms

of the Indentures.

Contractual maturities of long-term debt are as follows:

Year Ending December 31, Aggregate Amounts
2000 $ -
2001 s =
2002 ] 2,000
2003 S 4,000
2004 $ 4,000

In July 1999, the Company entered into $250,000 of two-year interest rate
protection agreements with wvarious counterparties. These agreements convert
$250,000 of the Company's floating rate debt under the Credit Facility to a
fixed rate of approximately 6.08%. At December 31, 1999, the Company's
reported interest expense was approximately $432 higher due to these
agreements.
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11. INCOME TAXES

The (benefit)for income taxes is reflected in the Consolidated
Statements of Operations as follows:

1999 1998 1997

Current :

Federal 5 - 5 - &(11,795)

State 659 1,149 1,449
Total Current 659 1,149 (10,346)
Deferred:

Federal {3,169) (4,410) (10,161}

State {2,584) (1,737) (342}
Total Deferred (5,753) (6,147) (10,503)
(Benefit} for income taxes:

Before extraordinary item (5,094) {4,998) (20,849)

Extraordinary item - - { 1,728)
Total (benefit) provision for income taxes 3 (5,094) $ (4,998) $(22,577)

At December 31, 1998, the Company had tax related balances due to affiliates
$150 respectively.

Temporary differences that give rise to a significant portion of deferred tax

assets and liabilities at December 31, are as follows:

1599
Net operating loss carryforwards $ 213,961
Alternative minimum tax credits =
Employee benefit plans 2,076
Reserve for bad debt 4,097
Start-up costs 3,980
Investment in unconsolidated entity 24,503
Accruals for nonrecurring charges and
contract settlements 1,332
Deferred revenue 1,256
Intangible assets 1,912
Other, net 5,203
Total deferred tax assets 258,320
Property, plant and equipment (24,409}
Intangible assets -
All other -
Total deferred liabilities {24,409)
Subtotal 233,911
Valuation allowance {235,375)

Total deferred taxes S (1,464)

$ 78,983
85

746
1,794
825
6,265

909
10,401

(18,177}
(6,618}
(2,428}

79,489
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During 1999, the Company generated federal net operating losses in the amount
of $314,708 and acquired separate return limitation year (SRLY} net operating
losses from the 1999 acquisitions of $1,018 which results in a deferred tax
asset totaling $110,504. In the opinion of management, realization of the
Company's deferred tax assets is not assured. A valuation allowance has
therefore been established for the federal and state deferred tax assets. A
valuation allowanc¢e has also been provided, as in past years, against the state
net operating losses which, in the opinion of management, are also uncertain as
to their realization.

The net change in the valuation allowance for deferred tax assets during 1899
was an increase of $153,307.

Net operating losses will expire as follows:

Federal State
2000~2019 $ 437,720 5 491,019
2017-2018 21,205 203,176
Total $ 458,925 $ 694,195

The (benefit) for income taxes is different from the amounts computed
by applying the U.S. statutory federal tax rate of 35%. The differences are as
follows:
For the Years Ended
December 31,

1999 1998 1997

(Loss) before (benefit) for

income taxes and extraordinary item $(359,698) ${(210,440) (70,030}
Federal income tax benefit at statutory rate ${(125,895) § {73,654) $(24,511)}
State income taxes net of federal

income tax benefit {1,042) (382) 719
Federal wvaluation allowance 115,382 45, 035 -
Write down of acquired R&D costs = 6,403 =
Amortization of goodwill 8,610 5,580 830
Contribution to subsidiary - Goodwill - 3,744 -
Estimated nondeductible expenses (3,000) 10,472 1,913
Adjustment to prior year accrual 132 (25) (187}
Other, net 719 {2,171} 397
Total (benefit) for income taxes $ ({(5,094) 5 (4,998) $(20,849)

12. stockholders' Equity and Stock Plans

In June 1999 the Company completed a public offering of 9,200,000 shares
of Common Stock at a price of $39.00 per share. The net proceeds to the
Company were approximately $344,342 after deducting issuance costs.
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on April 7, 1999, Hicks, Muse, Tate & Furst, through Hicks Muse Fund IV
purchased 250,000 shares of Series A Preferred Stock, par value $1 per share,
for gross proceeds of $250,000. The Series A Preferred Stock is cumulative,
has an annual dividend rate of 7% pavable quarterly in cash or additional
shares of Series A Preferred Stock and has a initial conversion price of $39.00
per share. The Series A Preferred Stock is convertible into common stock at
any time. The Series A Preferred Stock is subject to a mandatory redemption
on March 31, 2014 at $1,000 per share, plus accrued and unpaid dividends, but
may be called by the Company after four years. At December 31, 1999 the
Company paid dividends in the amount of $13,053 in the form of additional
shares of Series A Preferred Stock. At December 31, 1999 the number of commeon
shares that would be issued upon conversion of the Series A Preferred Stock was
6,744,949. The Company incurred $10,000 of issuance cost in connection

with the sale of the Series A Preferred Stock.

In June 1998, the Company completed a public offering of 6,794,500 shares of
Common Stock at a price of $19.50 per share. Of the 6,794,500 shares offered,
6,098,355 were offered by the Company and 696,145 shares were offered by a
Selling Stockholder. The net proceeds to the Company were approximately
$112,866 after deducting issuance costs.

In March 1998, the Company's Board of Directors approved a two-for-one stock
split, payable in the form of a 100% stock dividend. All share and per share
data, stock option data, and market prices of the Company's common stock have
been restated to reflect this stock dividend.

The 1997 RCN Corporation Stock Option Plan ("the 1997 Plan"} contemplates the
issuance of incentive stock options, as well as stock options that are not
designated as incentive stock opticns, performance-based stock options, stock
appreciation rights, performance share units, restricted stock, phantom stock
units and other stock-based awards {(collectively, "Awards"). Up to 10,000,000
shares of Common Stock, plus 3,040,100 shares of Common Stock issuable in
connection with the Distribution related option adjustments, may be issued
pursuant to Awards granted under the 1997 Plan.

Unless earlier terminated by the Company Board, the 1997 Plan will expire on the
tenth anniversary of the Distribution.

Prior to the Distribution, certain employees of RCN were granted stock option
awards under C-TEC's stock option plans. In connection with the Distribution,
3,040,100 options for Common Stock were issued. Each C-TEC option was

adjusted so that each holder would currently hold options to purchase shares of
CTE Common Stock, RCN Common Stock and Cable Michigan Common Stock. The number
of shares subject to, and the exercise price of, such options were adjusted to
take into account the Distribution and to ensure that the aggregate intrinsic
value of the resulting RCN, Cable Michigan and CTE options immediately after the
Distribution was equal to the aggregate intrinsic value of the C-TEC options
immediately prior to the Distribution.
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Information relating to stock opticons is as follows:

Weighted

Average

Number of Exercise

Shares Price

Outstanding December 31, 1996 2,268,000 $ 7.10
Granted 4,862,100 $14.31
Exerciged 20,000 $ B8.07
Canceled 3,000 $ 8.36
Outstanding December 31, 1957 7,107,100 $11.95
Granted 2,527,424 $14.81
Exercised 408,389 $ 4.82
Canceled 373,993 $15.22
Outstanding December 31, 1998 8,852,142 312.96
Granted 3,393,071 541.63
Exercised 1,507,119 $ 8.26
Canceled 1,183,222 $323.72
Outstanding December 31, 1999 9,584,872 $22.34
Shares exercisable December 31, 19299 3,066,517 310.84

The following table summarizes stock options outstanding and exercisable at
December 31, 1999:

Stock Options

Stock Options OQutstanding Exercisable
Weighted Average
Range cf Exercige Remaining Weighted Average weighted Average
Prices Shares Contractual Life Exercise Price Shares Exercise Price
1.30-6.50 116,628 7.4 5 3.89 104, 061 5 3.74
§.51-8.40 2,042,820 5.4 3 7.28 1,570,960 $ 7.11
B.41-19.25 3,980,451 8.0 5 15.29 1,322,923 ] 15.15
19.26-29.81 701,273 7.2 § 24.62 68,573 % 23.87
29.82-49.13 2,743,700 5.6 5 44.02 -
9,584,872 7.0 3,066,517

No compensation expense related to employee stock option grants was recorded in
1999,1998 or 1997 as the option exercise prices were egqual to fair market value
on the date granted.

Pro forma information regarding net income and earnings per share is required by
SFAS 123, and has been determined as if the Company had accounted for its stock
opticns under the fair value method of SFAS 123. The fair value for these
options was estimated at the date of grant using a Black Schecles option pricing
model with weighted average assumptions for dividend yield of 0% for 1999, 1998
and 1997; expected volatility of 59.9% for 1399, 78.9% for 1998, and 47.4%

for 1997; risk-free interest rate of 5.62%, 4.72% and 6.52% for 1999, 1998 and
1997, respectively; and expected lives of 3 years for 1999, and 5 years for 1998
and 1997.

The weighted-average fair value of options granted during 1999 was $£18.48.
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Foxr purposes of pro forma disclosures, the estimated fair value of the coptions
is amortized to expense over the options' vesting period. The Company's pro
forma net earnings and earnings per share were as follows:

368,570) ${205,442) $(52,391)

Net earnings - ag reported {
{384,941) ${214,586) $(54,419)

Net earnings - pro forma

{5.12) § (3.36) § (0.95)
{5.34) § (3.51) % (0.99)

Basic and diluted earnings per share - as reported
Basic and diluted earnings per ghare - pro forma

L Ardn

The Company has an Executive Stock Purchase Plan ("ESPP"). Under the ESPP,
participants may purchase shares of RCN Common Stock in an amount of between 1%
and 20% of their annual base compensation and between 1% and 100% of their
annual bonus compensation provided, however, that in no event shall the
participant's total contribution exceed 20% of the sum of their annual
compensation, as defined by the ESPP. The share units credited to a
participant's account do not give such participant any rights as a

shareholder.

Following the crediting of each share unit to a participant's account, a
matching share of Common Stock is issued in the participant's name. Each
matching share is subject to forfeiture as provided in the ESPP. The

issuance of matching shares will be subject to the participant's execution of an
escrow agreement.

Amounts contributed under the ESPP will be subject to the claims of the
Company's creditors and creditors of certain affiliates of the Company.

The number of shares which may be distributed under the RCN ESPP as matching
shares or in payment of share units is 500,000. At December 31, 1999, there
were 170,385 RCN ESPP shares arising from participants’ contributions and
170,385 matching shares. The Company recognizes the cost of the matching shares
over the vesting period. At December 31, 1599, deferred compensation cost
relating to matching shares was $1,030. Expense recognized in 1999 and 1998

was $656 and $615, respectively. Matching shares are included in weighted
average shares outstanding for purposes of computing earnings per share.

13. PENSIONS AND EMPLOYEE BENEFITS

C-TEC sponsors a 401(k) savings plan which, prior to the Distribution, covered
substantially all employees of the Company who were not covered by collective
bargaining agreements. Contributions made by the Company to the 401(k) plan were
based on a specific percentage of employees contributions. Contributions charged
to expense in 1997 prior to the Distribution were $515.

In connection with the Distribution, RCN established a 401(k} savings plan
that will also qualify as an ESOP (the "ESOP"). Contributions charged

to expense in 1999, 1998 and 1997 for these plans were $1,948, $1,255 and
£306, respectively.

The Company provides certain postemployment benefits to former or inactive
employees of the Company who are not retirees. These benefits are primarily
short-term disability salary continuance. The Company accrues the cost of
postemployment benefits over emplovees' service lives. The Company uses the
services of an enrcolled actuary to calculate the expense. Prior to the
Distribution, C-TEC allocated the cost of these benefits to the Company based on
the Company's proportionate share of consclidated annualized salaries. The
Company reimbursed C-TEC for its allocable share of the consolidated
postemployment benefit cost. The net periodic postemployment benefit cost

was approximately $302, $543 and $458 in 1999, 1998 and 1997, respectively.
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14, COMMITMENTS AND CONTIKGENCIES

a. The Company had various purchase commitments at December 31, 1999 related to
its 2000 construction budget.

b. Total rental expense, primarily for office space and equipment, was
18,321, $10,475 and $3,505 for 199%, 1998 and 1997, respectively. At
December 21, 1399, rental commitments under noncancelable leases, excluding
annual pole rental commitments of approximately $915 that are expected to
continue indefinitely, are as follows:

Year Aggregate Amounts
2000 $21,388
2001 519,098
2002 $18,658
2403 $13,758
2004 $12,906
Thereafter $64,342

c. The Company has outstanding letters of credit aggregating $4,914 at December
31, 1399.

d. The Company has entered into various noncancelable contracts for network
services. Future obligations under these agreements are as follows:

Year Network Services
2000 $ 3,000
2001 $ 2,750

e. In the normal course of business, there are various legal proceedings
cutstanding. In the opinion cf management, these proceedings will net have a
material adverse effect on the financial position or results of operations or
liquidity of the Company.

£. The Company has agreed to indemnify Cable Michigan and CTE and their
respective subsidiaries against any and all liabilities which arise primarily
from or relate primarily to the management or conduct of the business of the
Company prior to the effective time of the Distribution, The Company has also
agreed to indemnify Cable Michigan and CTE and their respective subsidiaries
againgt 30% of any liability which arises from or relates to the management or
¢onduct prior to the effective time of the Distribution of the businesses of
¢-TEC and its subsidiaries and which is not a true CTE liabkility, a true Cable
Michigan liability or a true Company liability.

The Tax Sharing Agreement, by and among the Company, Cable Michigan and CTE (the
"Tax Sharing Agreement®), governs ¢ontingent tax liabilities and benefits, tax
contegte and other tax matters with respect to tax returns filed with respect to
tax periods, in the case cf the Company, ending or deemed to end on or before
the Distribution Date. Under the Tax Sharing Agreement, Adjustments (as defined
in the Tax Sharinyg Agreement) to taxes that are clearly attributable to the
Company Group, the Cable Michigan Group, or the CTE Group will be borne solely
by such group. Adjustments to all other tax liabilities will be borne 50% by
CTE, 30% by the Company and 20% by Cable Michigan.

Notwithstanding the above, if as a result of the acquisition of all or a portion
of the Capital stock or asgets of the Company, the Distribution fails to gqualify
as a tax-free distriburion under Section 355 of the Code, then the Company will
be liable for any and all increases in tax attributable thereto.

g. Under the Starpower Amended and Restated Operating Agreement, the Company is
committed to make quarterly capital contributiens aggregating the following in
the years ended December 31:

2000 543,619
2001 $ 9,005

h. If, within five years after the Distribution, the ESOP portion of the 401(k)
Plan does not hold shares representing 3% of the number of shares of Company
Common Stock outstanding immediately after the Distribution as increased

by the number of shares iassuable to BECO pursuant to the Exchange Agreement
[collectively, "Outstanding Company Common Stock”) with a market value at such
time of not leas than $24,000, RCN will iasue to the ESOP, in exchange for a
note from the ESOP (the "ESOP Noter), the amount of Company Common Stock
necessary to increase the ESCP's holdings of Company Common Stock to that level,
provided, however, that RCN is not obligated to issue shares to the ESOP in
excess of 5% of the number of shares of Outstanding Company Common Stock.

As of December 31, 1993, the ESOP holds 29,746 shares of outsatanding
Company Common Stock.
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15. RELATED PARTY TRANSACTICNS

The Company had the following transactions with related parties during the years
ended December 31, 199%%, 1998 and 1937:

1999 1928 1997

Corporate office costs allocated to related parties § 5,235 & 9,946 $12,09]1
Interest income on affiliate notes - - B,688
Interest expense on affiliate notes - - 537
Long-distance terminating access charge expense from

related party 732 1,556 1,312
Royalty fees charged by related party - - 669
Expenses allocated to unconsolidated joint

venture partner 21,466 14,681 -
Related party expenses for network ceonstruction 48,878 - =
Related party expenses for utility service 2,236 - -
Terminating revenues from related party 8,216 13,322 1,576
Other related party expenses 274 1,538 2,199

At December 31, 1999 and 19598, the Company has accounts receivable from related
parties of $8,015 and $6,919, respectively, for these transactions. At
December 31, 1999 and 1998, the Company has accounts payable to related parties
of $35,80% and $7,153, respectively, for these transactions.

16. OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

Certain financial instruments potentially subject the Company to concentrations
of credit risk. These financial instruments consist primarily of trade
receivables, cash and temporary cash investments, and short-term investments.

The Company places its c¢ash, temporary cash investments and short-term
investments with high credit guality financial institutions and limits the
amount of credit exposure to any cne financial institution. The Company
also periodically evaluates the creditworthiness of the institutions with
which it invests. The Company does, however, maintain invested balances
in excess of federally insured limits.

The Company's trade receivables reflect a customer base primarily centered in
the Boston to Washington, D.C. corridor of the United States. The Company
routinely assesses the finaneial strength of its customers. As a conseguence,
concentrations of credit risk are limited.

The Company is a 50% partner in the Starpower joint venture, which is not
consolidated in the Company's financial statements under generally accepted
accounting principles.

17. DISCLOSURE ABQUT FAIR VALUE OF FINANCIAL INSTRUMENTS

a. Cash and temporary cash investments

The carrying amount approximates fair value because of the short maturity of
these investments.

b. Short-term investments

Short-term investments c¢onsist of commercial paper, U.S. Treasury Notes,
asset-backed securities, corporate debt securities, certificates of deposit
and federal agency notes. Short-term investments are carried at market value.

c. Long-term investments

Long-term investments consist of investments accounted for under the equity
method for which disclosure of fair value is not required. The note and
interest receivable was carried at cost plus accrued interest which management
believes approximates fair value.
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d. Investments restricted for debt service

Investments restricted for debt service consist of funds placed in escrow

from the proceeds of the 10% Senior Notes which, together with the proceeds from
the investment thereof, will be sufficient to pay interest on the 10% Senior
Notes for six scheduled interest payments. Investments restricted for debt
service are carried at amortized cost. The fair value of investments restricted
for debt service is based on quoted market prices.

e. Long-term debt

The fair value of fixed rate long-term debt was estimated based on the Company's
current incremental borrowing rate for debt of the same remaining maturities.
The fair value of floating rate debt is considered to be equal to the carrying
value since the debt reprices at least every six months and the Company believes
that its credit risk has not changed from the time the floating rate debt was
borrowed and therefore, it would obtain similar rates in the current market.

f. Letters of credit

The contract amount of letters of credit represents a reasonable estimate of
their value since such instruments reflect fair value as a condition of their
underlying purpose and are subject to fees competitively determined in the
marketplace.

The estimated carrying fair value of the Company's financial instruments is as
follows at December 31:

1899 1598
Carrying Carrying
Amount Fair Value Amount: Fair Value
Financial Assets:
Cash and temporary cash
investments $ 391,412 § 391,412 $120,126 $120,126
Short-term investments $1,401,877 51,401,877 $892,448 %892, 448
Note and interest receivable $ - 8 - $ 18,373 $ 18,373
Investments restricted for debt
service 5 23,159 § 21,684 $ 43,306 5 43,072
Financial Liabilities:
Fixed rate long-term debt:
Senior Notes 10.125% $ 375,000 § 375,000 S - s -
Senjor Notes 10% & 225,000 % 223,875 $225,000 $216,000
Senior Discount Notes 11.125% $ 444,430 $ 426,742 $398,827 $351,611
Senior Discount Notes 9.8% $ 420,591 8 371,385 $382,216 $306,180
Senior Discount Notes 11.0% § 176,455 § 166,891 $158,573 $138,750
Floating rate long-term debt:
Term Loan B $ 500,000 § 500,000 3 - s =
Term Credit Agreement $ - 5 - $100,000 $100, 000
Unrecognized financial instruments:
Letters of credit [ 4,914 8§ 4,914 ¢ 3,810 $ 3,810
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18. QUARTERLY INFORMATION (Unaudited)

1999 lst Quarter 2nd Quarter 3rd Quarter 4th Quarter
Sales $ 67,388 $ 66,929 $ 69,622 s 72,054
Operating (loss) before depreciation,

amortization and nonrecurring charges 5{21,449) ${25,406) $({32,587) § (52,525)
oOperating (loss) $1{53,723) 51{55,947) 168,720} s (99,620)
Loss before extraordinary item 3 (67,754} $1(63,3538) $1{91,774} ${131,718)
Loss before extraordinary item common share 5 (1.03) $ (0.97) 3 (1.26) $ (1.78)
Net (loss) $1(67,754) $(63,782) $(91,774) 5{131,718}
Common Stock

High $ 39.75 %5 54.50 5 51.50 3 54.25

Low % 17.75 $ 33.75 $ 32.25 5 37.31
1998 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Sales $ 40,138 $ 49,808 $ 58,172 5 62,822
Operating (loss) before depreciation,

amortization and nonrecurring charges 5 (8,317) 5 (9,619) $(1e,578) % (16,898}
Operating {loss) ${44,741) ${28,319) §(40,724) $ (45,009}
Loas before cumulative effect of change

in accounting principle $1{41,785) %1{43,795) $(54,430) $ (64,791}
Loss before cumulative effect of change

in accounting principle per average

common share 5 (0.74) 5 (0.75) 5 (0.8B4} 5 (1.00)
Net {loss) 5(41,785) % (43,795} 5{54,430} % (65,432)
Common Stock

High % 30.63 5 29.38 $ 24.31 3 25.400

Low % 1s5.88 $ 19.2% 5 12.38 3 8.75

19. SUBSEQUENT EVENTS

In December 1999, the Company has announced it has entered into a definitive
agreement with respect to the acquisition of 21st Century Telecom Group, Inc.
("21st Century"). 21lst Century is an integrated, facilities-based
communications company, which seeks to be the first provider of bundled voice,
video and high-speed Internet and data services in selected midwestern markets
beginning in Chicago. The approximate consideration for the transaction is
approximately $500,000 payable in RCN stock and assumed debt. The transaction
will be accounted for under the purchase method of accounting.

In February 2000, the Company made a $5,000 loan to Junicrnet in the form of
a convertible bridge loan.

On October 4, 1999, the Company announced that Vulcan Ventures

Incorporated ("Vulcan"), the investment organization of Paul G. Allen, agreed

to make a $1,650,000 investment in the Company. The investment, which

closed on February 28, 2000, is in the form of mandatorily convertible preferred
stock {the "Preferred Stock"), which will be converted into Common Stock no
later than seven years after it is issued. Vulcan has agreed to purchase
1,650,000 shares of the Preferred Stock. The Preferred Stock has a liguidation
preference of $1,000 per share and is convertible into Common Stock at a price
of $62 per share.

In connection with the investment, Vulcan will generally be permitted

to appoint two members to our Board of Directors. On February 28, Vulcan
appointed William D. Savoy, President of Vulcan and Edward S. Harris, Investment
Analyst with Vulcan. The Preferred Stock will automatically be converted to
Common Stock or Class B Stock seven years after the transaction closes, if not
previously called or converted. The Preferred Stock has a dividend rate of 7%
per annum. All dividends will be paid in additional shares of Preferred Stock.
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Pursuant to an exchange agreement between BECO and RCN, BECC has the

right, from time to time, to convert portions of its ownership interest in
RCN-BECOCOM into shares of our common stock, based on an appraised value of such
interest. Shares issued upon such exchanges are issued to NSTAR Communications
Securities Corporation ("NSTAR Securities"}. 1In 1999, BECO and the Company
entered into two exchange transactions pursuant to which BECO converted a
portion of its ownership interest into RCN common stock which was issued to
NSTAR Securities. Prior to such exchange transactions, BECO owned a 49% interest
in the joint venture. At the close of business on December 31, 1999, BECO
exchanged a further portion of its interest for 2,989,543 shares of RCN Common
Stock. Such portion of the interest was valued as of May 27, 1999. Following
such exchanges, BECO retains a 23.14% sharing ratio in the joint venture, and
the right to invest as if it owned a 49% interest. Such investment percentage
will decrease to the extent NSTAR Securities disposes of such RCN common stock.

20. CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING PRINCIPLE

In December 1998 the American Institute of Certified Public Accountants

issued Statement of Position 98-5 - "Reporting on the Costs of Start-up
Activities" ("SOP 98-5"}. SOP 98-5 requires that all start-up costs, including
amounts previously capitalized as start-up and organization costs, be

expensed. The Company adopted SOP 98-5 in 1998 and expensed the amount

of unamortized organization costs previously capitalized. The resulting

charge of $641 is reflected in the 1998 Statement of Operations as the
cumulative effect of a change in accounting principle.
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REPORT OF MANAGEMENT

The integrity and objectivity of the financial information presented in these
financial statements is the responsibility of the management of RCN Corporation.

The financial statements report on management's accountability for Company
operations and assets, To this end, management maintains a system of internal
controls and procedures designed to provide reasonable assurance that the
Company's assets are protected and that all transactions are accounted for in
conformity with accounting principles generally accepted in the United States.
The system includes documented policies and guidelines, augmented by a
comprehensive program of intermal and independent audits conducted to monitor
overall accuracy of financial information and compliance with established
procedures.

PRICEWATERHOUSECOOPERS LLP, independent accountants, conduct a review of
internal accounting centrols to the extent required by generally accepted
auditing standards and perform such tests and procedures as they deem necessary
to arrive at an opinicn on the fairness of the financial statements presented
herein.

The Board of Directors meets its responsibility for the Company's financial
statements through its Rudit Committee which is comprised exclusively of
directors who are not officerg or employees of the Company. The Audit Committee
recommends to the Board of Directors the independent auditors for election by
the shareholders. The Committee also meets periodically with management and the
independent and internal auditors to review accounting, auditing, internal
accounting controls and financial reporting matters. As a matter of policy, the
internal auditors and the independent auditors periodically meet alone with, and
have access to, the Audit Committee.

\s\ Timothy J. Stoklosa

Timothy J. Stoklosa

Executive Vice President
Chief Financial Officer

<PAGE a7

REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareholders and Board of Directors of
RCN Corporation

In our opinion, the consolidated financial statements listed in the index
appearing under Item 14{a}{1) on page 37 present fairly, in all

material respects, the financial position of RCN Corporation and its
Subsidiaries at December 31, 1999 and 1998, and the results of their operations
and their cash flows for each of the three years in the period ended December
31, 1999, in conformity with accounting principles generally accepted in the
United States. In addition, in our opinion, the financial statement schedules
listed in the index appearing under Item 14 (a) (2) on page 37 present fairly,
in all material respects, the information set forth therein when read in
conjunction with the related consolidated financial statements. These financial
statements and financial statement schedules are the responsibility of the
Company's management; our responsibility is to express an opinion on these
financial statements and financial statement schedules based on our audits. We
conducted our audits of these statements in accordance with auditing standards
generally accepted in the United States, which reguire that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
gtatements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for the opinion expressed
above.

“8\ PRICEWATERHOUSECCQQPERS LLP

PRICEWATERHOUSECOOPERS LLP
Philadelphia, Pennsylvania
March 8, 2000




bownloaded By: Renee Britt

Company: RCN CORP /Dg/

Form Type: 10-K405 SEC File f#: 000-22825
Document Type: EX-4
Description:

Received Date: 03/30/00
Received Time: 15:21:56

LIVEDGAR Information Provided By:
GSI ONLINE
A division of Global Securities Information, Inc.

Washington, DC New York, NY Chicago, IL
Los Angeles, CA Dallas, TX

For Additional Information About LIVEDGAR, Call
1-800-669-1154
or Visit Us on the World Wide Web at
http://www.gsionline.com




FIRST AMENDMENT, dated as of

December 3, 1999 (this "Amendment"), to the
Credit Agreement, dated as of June 3, 1999
{(as amended, supplemented or otherwise
modified from time to time, the ("Credit
Agreement"), among RCN CORPORATION, (the
"Company") RCN TELECOM SERVICES OF
PENNSYLVANIA, INC., RCN CABLE SYSTEMS, INC.,
JAVANET, INC., RCN FINANCIAL MANAGEMENT,
INC., UNET HOLDING, INC., INTERPCRT
COMMUNICATIONS CORP. and ENET HOLDING,

INC. (collectively, the "Borrowerg"), the
LENDERS party thereto, and THE CHASE
MANHATTAN BANK, as Administrative Agent

and Collateral Agent.

WHEREAS, pursuant to the credit Agreement, the Lenders
have agreed to make certain loans to the Borrowers;
and

WHEREAS the Company and the Borrowers have requested

that certain provisions of the Credit Agreement be modified in
the manner provided for in this Amendment, and the Lenders are
willing to agree to such modifications as provided for in this
Amendment .

NOW, THEREFORIE, the parties hereto hereby agree as
follows:

1. Defined Terms. Capitalized terms used and not
defined herein shall have the meanings given to them in the
Credit Agreement, as amended hereby.

2. Amendments to the Credit Amendments.

{(a) The definition of the term "Change in Control” in

Section 1.01 of the Credit Agreement is hereby amended by
deleting the word "and" immediately prior to the reference to
"David McCourt" and inserting a comma in place thereof and by
inserting, immediately after the reference to "David McCourt”,
the following: "or Paul G. Allen and his Controlled Affiliates
{including, for so long as it is so Controlled, Vulcan Ventures
Incorporated)".

(b) Section 6.12 of The Credit Agreement is hereby

amended by deleting paragraphs {e), (f£), (g}, (h), W, W and (1)
therefrom in their entirety and substituting for each such
paragraph the following paragraph having the same designation:

"(e) Minimum Consclidated Revenue. Permit Consolidated

Revenue for any period of four consecutive fiscal gquarters ending
on a date set forth below to be less than the amount set forth
cpposite such date:

Fiscal Quarter Minimum
Ending Consolidated Revenue



December 31, 1999 $270,000,000

March 31, 2000 300,000,000
June 30, 2000 320,000,000
September 30, 2000 340,000,000
December 31, 2000 365,000,000
March 31, 2001 385,000,000
June 30, 2001 410,000,000
September 30, 2001 450,000,000
December 31, 2001 4595,000°'000"

"{f) Minimum On-Net Connections. Permit On-Net

Connections at the end of any fiscal quarter ending on a date set
forth below to be less than the number set forth opposite such
date;

Fiscal Quarter Minimum
Ending On-Net Connections

December 31, 1999 200,000
March 31, 2000 21¢,000
June 30, 2000 230,000
September 30, 2000 270,000
December 31, 2000 335,000
March 31, 2001 400,000
June 30, 2001 525,000
September 30, 2001 650,000
December 31, 2001 770,000"

*"{g) Maximum Cumulative Negative EBITDA. Permit cumulative
negative EBITDA from the period commencing with the first day of
the first fiscal guarter ending on or after the date of this
Agreement to the last day of each fiscal gquarter ending during a
pericd set forth below to exceed (i.e., be a greater negative
number than) the amount set forth below for such period:

Maximum
Cumulative

Negative

Pericd EBITDA
June 30, 1999 through December 31, 1999 -$150,000,000
January 1, 2000 through December 31, 2001 -$320,000,000"

"({h} Minimum Annualized EBITDA. Permit Annualized
EBITDA determined as cof any date set forth below to be less
than the amount set forth opposite such date below:

Minimum
Annualized
Date EDITDA
March 31, 2002 $15,000, 000
June 30, 2002 $40,000,000
September 30, 2002 $100, 000, 000"

" (i)} Maximum Senior Secured Debt to Annualized EBITDA.
Permit the ratio of W Senior Secured Debt outstanding on any
day from and including {(A) the last day of any fiscal




quarter ending on the dates or during the periods set forth
below through (B) the day immediately preceding the last day
of the immediately following fiscal quarter to (ii)
Annualized EBITDA determined as of the date referred to in
clause (i) (A) above to exceed the ratio set forth below
opposite such date or period:

Fiscal Quarter

ENDING Maximum Ratio
December 31, 2002 5.00 to I
March 31, 2003 5.00 to I
June 30, 2003 3.50 to 1
July 1, 2003 and 3.00 to 1™
thereafter

"(k) Interest Coverage Ratio. Permit the ratio of

{i) Annuvalized EBITDA determined as of the last day of
any fiscal quarter ending on the dates or in the years

set forth below to (ii) Annualized Cash Interest Expense
determined as of the last day of such fiscal quarter to be
less than the ratio set forth below opposite such date or
period:

Fiscal Quarter Ending on

or During Minimum Ratio

June 30, 2002 1.25 to 1

September 30,2002 1.25 to 1

December 31,2002 1-25 to 1

Fiscal Year ending December 31,2003 1.50 to 1
Fiscal Year ending December 31,2004 1-75 to 1
Fiscal Year ending December 31,2005 2-00 to 1
Fiscal Year ending December 31,2006 2.00 to 1
Fiscal Year ending December 31,2007 2.00 to 1"

"{1) Minimum Fixed Charge Coverage Ratic. Permit the

ratico of (i) Annualized EBITDA determined as of the last day of
any fiscal quarter ending on or after June 30, 2002 to (ii)
Annualized Fixed Charges determined as of such date to be less
than 1.00 to I in respect of any such fiscal quarter ending at
any time from k7une 30, 2002 to and including September 30, 2002
and 1.20 to 1 in respect of any such fiscal quarter ending
thereafter."

3. No Other Amendments; Confirmation. Except as
expressly amended hereby, the provisions of the Credit Agreement
are and shall remain in full force and effect.

4. Representations and Warranties. The Company and the
Borrowers hereby represent and warrant to the Administrative
Agent and the Lenders that, as of the date hereof:

{a) No Default or Event of Default has occcurred and
is continuing.

(b) The execution, delivery and performance by the

Company and the Borrowers of this Amendment have been duly
authorized by all necessary corporate and other action and
do not and will not require any registration with, consent




or approval of, notice to or action by, any person
{including any Governmental Authority) in order to be
effective and enforceable. The Credit Agreement as amended
by this Amendment constitutes the legal, wvalid and binding
obligation of the Company and the Borrowers, enforceable
against each in accordance with its terms, subject to
applicable bankruptey, insolvency, fraudulent conveyance,
recrganization, moratcrium or other laws affecting
creditors' rights generally and subject to general
principles of equity, regardless of whether considered in a
proceeding in equity or at law.

(c) All representations and warranties of each Loan
Party set forth in the Loan Documents are true and correct
in all material respects-

5. Conditions Precedent to Effectiveness. This

Amendment shall become effective when the Agent shall have
received counterparts hereof duly executed and delivered by the
Company, the Borrowers and the Required Lenders (the "Effective
Date"} .

6. Conditions Subsequent to Continued Effectiveness.

In the event that (i) the Company has not, prior to December 3,
2000, received cash proceeds of not less then $1,650.000.00
from the issuance and sale to Paul Allen or his Controlled
Affiliates, including. for so long as it is so contrelled,
Vulcan Ventures Incorporated ("Vulcan"), of shares of
mandatorily convertible preferred stock of the Company {the
"Vulecan Preferred™) or (ii) the agreement between the Company
and Vulcan for the issuance and sale of the Vulcan Preferred is
terminated prior to the consummation of such issuance and sale,
this Amendment shall cease to be effective for all purposes with
the gsame effect as if it had never become effective.

7. Expenses. The Borrowers agree to reimburse the

Agent for its out-of-pocket expenses in connection with this
Amendment, including the reascnable fees, charges and
disbursements of Cravath, Swaine & Moore, counsel for the Agent.

8. Governing Law; Counterparts.(a}) This Amendment

and the rights and obligations of the parties hereto shall be
governed by, and construed and interpreted in accordance with,
the laws of the State of New York.

(b) This Amendment may be executed by one or more of

the parties to this Amendment on any number of separate
counterparts, and all of said counterparts taken together shall
be deemed to constitute one and the same instrument. This
Amendment may be delivered by facsimile transmission of the
relevant signature pages hereof.

IN WITNESS WHEREQOF, the parties hereto have caused this
Amendment to be duly executed and delivered by their duly authorized
officers as of the day and year first above written.

RCN CORPORATION,




by /s/ Bruce C. Godfrey

Name: Bruce C. Godfrey
Title: Chief Financial Officer

RCN TELECOM SERVICES OF
PENNSYLVANIA, INC.

by /s/ Bruce C. Godfrey

Name: Bruce C. Godfrey
Title: Chief Financial Officer

RCN CABLE SYSTEMS, INC.,

by /s/ Bruce C. Godfrey

Name: Bruce C. Godfrey
Title: Chief Financial Officer

JAVA NET, INC.,

by /s/ Bruce C. Godfrey

Name: Bruce C. Godfrey
Title: Chief Financial Officer

RCN FINANCIAL MANAGEMENT, INC.,

by /s/ Bruce C. Godfrey

Name: Bruce C. Godfrey
Title: Chief Financial Officer
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RCN CORPORATICN
LIST OF SUBSIDIARIES

RCN Corporation

RCN Services, Inc

TEC Air, Inc.

RCN Financial Management,
RCN Internet Services,
UNET Holding, Inc.
Interpoxrt Communications Corp
Port Telecom Corporation

Erde Network Systems Corporation
JMP Communications Corporation
JavaNet, Inc.

Brainstorm Networks, Inc.
C-TEC Financial Services,
RCN Cable Systems, Inc.

Inc.
Inc.

Inc.

C-TEC Cable System Services, Inc.
RCN of New Jersey, Inc.
RCN of Southeast New York, Inc.

RCN Telecom Services, Inc.
RCN Telecom Services of Southeast New York,
Fiberfone of Pennsylwvania, Inc
Fiberfone of New Jersey, Inc.
Fiberfone of Michigan, Inc.

C-TEC Fiber Systems of New Jersey,
RCN Long Distance Company
RCN Internatiocnal Holdings,
RCN Telecom Heolding Company
RCN Operating Services, Inc.
RCN Telecom Services of Illinois, Inc.
RCN Telecom Services of Maryland, Inc.
RCN Telecom Services of Massachusetts,
RCN Telecom Services of Michigan, Inc.
RCN Telecom Services of New York, Inc.
RCN Telecom Services of Washington, Inc.
RCN Telecom Services of Delaware, Inc.

RCN Telecom Services of California, Inc.
RCN Telecom Services of Philadelphia, Inc.
RCN Telecom Services of New Jersey, Inc.
RCN Telecom Services of Virginia, Inc.
RCN Telecom Services of Washington, D.C.,
RCN Telecom Services of Maine, Inc.
RCN Telecom Services of New Hampshire,
RCN Telecom Services of Vermont, Inc,
RCN Telecom Services of Rhode Island,
RCN Telecom Services of Connecticut,
RCN Telecom Service of Nevada, Inc.
RCN Telecom Services of Arizona, Inc.
RCN Telecom Services of Oregon, Inc.
FNY Heolding Company, Inc.

RCN Corporate Services, Inc.

RCN Financial Services, Inc.

Freedom New York L.L.C.
RCN-BecoCom, LLC
Starpower Communications,

Inc.

Inc.

Inc.

Inc.

Inc.

Inc.
Inc.

LLC

Inc.

Exhibit 21

State of PERCENTAGE
Incorporation OWNED

DE 100%
PA 100%
DE 100%
DE 100%
DE 100%
DE 100%
NY 100%
DE 100%
DE 100%
DE 100%
DE 100%
CA 100%
NV 100%
DE 100%
PA 100%
PA 100%
PA 100%
PA 100%
NY 100%
PA 100%
NJT 100%
MI 100%
NJ 100%
PA 180%
DE 100%
DE 100%
NJ 100%
IL 100%
MD 100%
MA 100%
M1 100%
NY 100%
WA 100%
DE 100%
Ca 100%
PA 100%
NJ 100%
VA 100%
DC 100%
ME 100%
NH 100%
vT 100%
RI 100%
cT 100%
NV 140%
AZ 100%
OR 100%
NY 100%
NJ 100%
DE 100%
DE 100%
MA 53.88%
DE 50%
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EXHIBIT 23

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference in the Registration
Statement on Form S-3 (No. 333-71525, 333-61223, 333-63889, and 333-48797) and
on Form S-8 (No. 333-37959 and 333-38137) of RCN Corporation of our report
dated March 8, 2000 relating to the financial statements and financial
statement schedules, which appears in this Form 10-K.

/s/ PricewaterhousgseCoopers LLP

PRICEWATERHOUSECOOPERS LLP
Philadelphia, Pennsylvania
March 31, 2000
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Exhibit 24

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas P. Q'Neill, III do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1959, and to file said form to the Securities and Exchange
Commission, 450 Sth Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 3rd day of March,
2000.

/8/ Thomas P. O'Neill, III {(SEAL)

Thomas P. Q'Neill, TII
SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, James . Crowe do make, constitute
and appoint Timothy J. Stocklosa, RCN Corporation's Chief Financial Officer, as
my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1959, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and




bg in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all gsuch of the acts that said attorney in fact is by this
instrument authorjized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 3rd of March,
2000

James €. Crowe

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, David C. McCourt do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commisgsion, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQF, I hereunto set my hand and seal this 3rd day of March,
2000.

Dawvid C. McCourt
SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael B. Yanney do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:




1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 205492, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
subatitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereuntc set my hand and seal this 3rd day of March,
2000.

/s/ Michael B. Yanney (SEAL)

Michael B. Yanney
SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Richard R. Jaros do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisgite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
gsame validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. 2ll rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQF, I hereunto set my hand and seal this 3rd day of March,
2000.




Richard R. Jaros

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Alfred Fasola do make, constitute
and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial Officer, as
my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commisgsion, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I c¢ould, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specifiec rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
ingtrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHERECF, I hereunto set my hand and seal this 3rd of
March, 2000.

/s/ Alfred Fasola {SEAL)

Alfred Fasola

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Stuart E. Graham do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the ahove-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise




any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 3rd day of March,
2000.

/s8/ SBtuart E. Graham (SEAL)

Stuart E. Graham

Witness:

/8/ Camille D'Alessandro

Camille D'Alessandro
SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Eugene Roth do make, constitute and
appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in wmy name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commigsion, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in fuvll force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to gaid attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact isg by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQF, I hereunto set my hand and seal this 3rd day of March,
2000.

/s/ Eugene Roth {SEAL)

Eugene Roth




Witness:

/s8/ Pearl Morrell

Pearl Morrell

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas J. May do make, constitute
and appoint Timothy J. Stoklosa, RCN Corporaticn's Chief Financial Officer, as
my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 3rd day of March,
2000.

/s/ Thomas J. May (SEAL)

Thomas J. May

Witness:

/a/ Carol Batchelder

Carol Batchelder

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Walter Scott, Jr. do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended




December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if perscnally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attormey in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appeint a
substitute to perform all such of the acts that said attorney in fact is by this
ingtrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto get my hand and seal this 3rd day of March,
2000.

/s/ Water Scott, Jr. {SEAL)

Walter Scott, Jr.
SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael A. Adams do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize saild attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the figcal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem reguisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if perscnally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exerxcise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNE3SS WHERECF, I hereunto set my hand and seal thisg 3rd day of March,
2000.

/s/ Michael A. Adams (SEAL)




Michael A. Adams

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Edward S. Harris do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporaticn's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, zand relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and owers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
ingtrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 7th day of March,
2000.

/s/ Edward S. Harris {SEAL)

Bdward S§. Harris

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael J. Levitt do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the abhove-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the gpecific rights and powers herein granted ghall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter




until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right teo revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQF, I hereunto set my hand and seal this 3rd day of March,
2000.

/s/ Michael J. Levitt (SEAL)

Michael J. Levitt

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, William D. Savoy do make,
constitute and appoint Timothy J. Stoklosa, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1999, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my sald attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercisge
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect on or about March 31, 2000, and such specific
rights, powers and authority shall remain in full force and effect thereafter
until termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that zsaid attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHERECF, I hereunto set my hand and seal this 7th day of March,
2000.

/8/ William D. Savoy (SEAL)

William D. Savoy
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THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM FINANCIAL
STATEMENTS AS OF AND FOR THE YEAR ENDED DECEMBER 31, 1999 AND IS QUALIFIED

IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATMENTS
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<CHANGES> 0
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PART I
ITEM 1. BUSINESS
Overview

We are building high-speed, high-capacity advanced fiber optic
networks in selected markets with high levels of population density. Our
current services include local and long distance telephone, video programming
and data services, including high speed Internet access. Our strategy is to
become the leading single-source provider of voice, video and data services to
residential customers in each of our markets by offering individual or bundled
service optiong, superior customer service and competitive prices. We are also
constructing our networks with significant excess capacity in order to
accommodate expanded services in the future. We intend to expand the services
provided to our customers through strategic alliances and opportunistic
development of complementary products. In addition, we will use the excess
capacity in our fiber optic networks to provide services to commercial
customers located on or near our networks. As a result of recent acquisitions
and internal growth, we are a leading regicnal Internet service provider in
the Boston to Washington, D.C. corridor. Our Internet businesses have
recently been integrated under the brand name "RCN.com."

Our initial advanced fiber optic networks have been established in
selected markets in the Boston to Washington, D.C. corridor, including New York
City, and the San Francisco Bay area. We are typically building the first true
local network to compete with the aging infrastructure of the incumbent service
providers in our markets., In the Boston market we operate our advanced fiberxr
optic network through a joint venture with Boston Edison Company. We own and
manage 51% of the venture and it is accounted for on a consolidated basis. In
the Washington, D.C. market, we are developing an advanced fiber optic network
through a joint venture named Starpower with Pepco Communications, L.L.C., an
indirect wholly-owned subsidiary of Potomac Electric Power Company. We own 50%
of Starpower and Pepco Communications owns 50% and it is accounted for under the
equity method of accounting. We believe that these joint ventures provide us
with a number of important advantages. For example, we are able to access rights
of way of our joint venture partners and use their existing fiber optic
facilities. This allows us to enter our target markets guickly and efficiently
and to reduce our up-front costs of developing our networks. In addition, our
joint venture partners provide uzs with additional assets, equity capital and
established customer bases. We also benefit from our relationship with our
largest shareholder, Level 3 Communications, Inc., and from the experience
gained by certain of our key employees who participated in the operation and
development of other telephone, cable television and business ventures,
including MFS Communications Company, Inc.

Because we deliver a variety of services, we report the total number of
our various service connections purchased for local telephone, video programming
and Internet access rather than the number of customers. For example, a single
customer who purchases local telephone, video programming and Internet access
counts as three connections. Since we view long distance as a complementary
product we do not currently include customers of our long distance service as
connections. See "Connections." As of December 31, 1998, we had approximately
855,000 connections which were delivered through a variety of our owned and
leased facilities including hybrid fiber/coaxial cable systems, a wireless video
system and advanced fiber optic networks. As of that date, we had approximately
123,000 total connecticns attributable to customers connected to advanced fiber
optic networks ("on-net® connections) and had approximately 732,000 connections
attributable to customers served through other facilities ("off-net"
connections). Approximately 370,000 of our 497,000 Internet service connections
resulted from subscriber bases acquired through acquigitions in 1998 during
1998. See "--Recent Acquisition Transactions."

We have extensive operating experience in both the telephone and video
industries and in the design and development of telecommunications
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facilities. Our experience provides us with expertise in systems operation and
development, and gives us an established infrastrxucture for customer service
and billing for both voice and video services and established relationships
with suppliers of equipment and videc programming. In addition, our management
team and board of directors benefit from experience gained when they managed
C-TEC, which prior to September 30, 1997 owned and operated our company.

C-TEC has over 100 years of experience in the telephone business and nearly 25
vyears of experience in the cable television business. Both C-TEC and certain
members of management also have extensive experience in the design and
development of advanced telecommunications facilities.

We seek to exploit competitive opportunities in selected
markets where population density, favorable demographics and the aging
infrastructure of the incumbent service providers' network facilities combine
toc create a particularly attractive opportunity to develop advanced fiber
optic networks. We continue to construct network facilities within the Boston
to Washingtom, D.C. corridor. We believe that our experience in the Northeast
will provide us with a key strategic advantage as we enter markets in the San
Francisco to San Diegoc corridor.

West Coast Expansion

We recently began to develop advanced fiber optic metworks in
gelected high density markets outside of the Boston to Washington, D.C.
corridor. Our initial west coast network is being developed in the San
Francisco Bay Area, which is densely populated and has high per capita income
and the highest per capita Internet usage in the United States. We have
received competitive local exchange carrier ("CLEC") status in California. We
have also obtained an "open video system" ("OVS") certification from the
Federal Communications Commission for the City of San Francisco and
surrounding counties and have begun to develop our network in the San
Francisco Bay Area. We expect to expand into selected markets in or near
Southern California. As is the case in our existing markets, we intend to
focus on high density markets with favorable demographics, and to apply a
subscriber-driven investment strategy. We expect to begin offering services
in the San Prancisco Bay Area in late 1999.

Business Strategy

Our goal is to become the leading provider of communications
services to residential customers in our target markets by pursuing the
following key strategies:

Exploiz the "Last Mile" Bottleneck in Existing Local Networks:
Existing local networks are typically low capacity, single service facilities
without the bandwidth for multiple or new services and revenue streams.
Investment in the local network or "last mile" has not generally kept pace
with other industry and technological advances. In our target markets, we
seek to be the first operator of an advanced fiber optic network offering
advanced communications services to residential customers.

Continue Construction of Advanced Fiber Optic Networks: Our advanced
fiber optic networks are designed with sufficient capacity to meet the growing
demand for high speed, high capacity, voice, video and data services. Our
networks also have a significant amount of excess capacity at relatively low
incremental cost which will be available for the introduction of new products.
We believe that our high capacity advanced fiber optic networks provide us with
certain competitive advantages such as the ability to offer bundled services and
the opportunity to recover the cost of our network through multiple revenue
streams. In addition, our networks generally provide superior signal quality and
network reliability relative to the typical networks of the incumbent service
providers.

Leverage our Network and Customer Base: We are able to leverage
our network by delivering a broad range of communications products and by
focusing on high density residential markets. This bandwidth capacity and
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home density allows us to maximize the revenue potential per miie of
constructed network. We believe we can further exploit our network capacity
and customer base by exploring oppertunities to deliver new products and
services in the future, including complementary commercial and wholesale
products and services.

Offer Bundled Voice, Video and Data Services with Quality
Customer Service: We offer our customers a single-source package of
competitively priced voice, video and data services, individually or on a
bundled basis, with quality customer service. By connecting customers to our
own network, we improve our operating economics and have complete control over
our customers' experience with us. We believe that the combination of bundled
communications services and guality customer care that we provide is superior
to services that are typically available from most incumbent telephone, cable
or other service providers.

Continue to Use Strategic Alliances: We have been able to enter
markets quickly and efficiently and to reduce the up-front capital investment
required to deploy our networks by entering into strategic alliances with
companies such as Boston Edison Company ("BECO"), Pepco Communications, Level 3,
Owest and MCI/WorldCom. By establishing relationships with these companies, we
are able to take advantage of their existing extemsive fiber optic networks and
other assets, and our own existing cable television infrastructure, to expedite
and reduce the cost of market entry and business development. We will continue
to evaluate other strategic alliances in our existing markets and our developing
markets.

Network Development and Financing Plan

Because our network development plan involves relatively low fixed
costs, we are able to schedule capital expenditures to meet expected subscriber
growth in each major market. Our principal fixed costs in each such market are
incurred in connection with the eatablishment of a video transmission and
telephone switching facility. To make each market economically viable, it is
then necessary to construct infrastructure teo connect a minimam number of
subscribers to the transmission and switching facility. We phase our market
entry projects to ensure that we have sufficient cash on hand to Fund this
construction,

Based on our current growth plan, we expect that we will require a
substantial amount of capital to expand the development of cur network and
operations into new areas within our larger target markets. We need capital to
fund the construction of our advanced fiber optic networks, upgrade ocur hybrid
fiber/coaxial plant and fund operating losses and repay cur debts. We currently
estimate that our capital requirements for the period from January 1, 13999
through 2000 will be approximately $1.8 billion, which include capital
expenditures of approximately $700 millicn in 1999 and approximately $1 billion
in 2000. These capital expenditures will be used principally to fund additional
construction of our fiber optic network in high density areas in the Boston, New
York City, Washington, D.C. and San Francisco Bay area markets as well as to
expand into new markets (ineluding selected markets in the western United
States) and to develop our information technology systems. These estimates are
forward-looking statements that may change if circumstances related to
construction, timing of receipt of regulatory approvals and oppertunities to
accelerate the deployment of our networks do not occur as we expect. In additien
to our own capital requirements, our joint venture partners are each expected to
contribute approximately $275 million, of which approximacely $120 million has
been contributed, to the joint wventures through 2000 in connection with
development of the Boston and Washington, D.C. markets.

In order to facilitate growth beyond 2000, we expect to supplement our
existing available credit facilities and operating cash flow by continuing to
seek to raise additional capital to increase our network coverage and pay for
other capital expenditures, working capital, debt service regquirements and
anticipated further operating losses. We may seek sources of funding from vendor
financing, public offerings or private placements of eguity and/or debt
securities, and bank lecans.

In March 1999, we secured a 51 billion bank facility and a $250 million
placement of convertible preferred securities (See Note 20).
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RCN Services

We provide a wide range of local and long distance telephone, ]
video programming and data services, both individually and in bundled service
options.

We provide these services through a range of facilities
including our advanced fiber optic networks in New York City, Boston and
Washington D.C., a wireless video system in New York City, our hybrid
fiber/coaxial cable systems in the states of New York (outside New York City).
New Jersey and Pennsylvania. We also provide, on a limited basis, resale
local and long distance telephony services.

Connections. The following table summarizes the development of
our subscriber base:

As of

3/30/97% 12/31/37 3/31/98 §/30/98 9/30/9a 12/31/98
On-Net Service Connections:
Volee. . ... it i 3,214 4,473 20,857 30,868
Video. ... ... . i it 11,784 15,599 58,324 86,349
Data. . ... e i i 150 287 3,661 6,176
Subtotal On-Net................. 15,148 20,339 123,393
Off-Net:
Voice. 1¢, 553 24,900 49,447 43,052 58,093 65,022
Video. 22%,138 227,612 227,558 214,164 136.776 173,313
Data.. ] - 3ro,271 358,560 470,466 431,633
Subtotal Qff-Net............ ..., 240,151 252,519 638,276 661,776 725,235 731,968
Total Service Connections....... 247,256 267,687 658,615 705,388 808,177 855,361

e asanmnm = amammms mmme= e mmmmmm=
Homes Passed.................... 26,083 44,045 63,2386 122,377 213, 383 304,505
Marketable Homes................ oo - oo 111,187 181,353 270,406

Because we deliver a variety of services to our customers, we
account for our customer activity by the number of individual local telephone,
video programming or Internet access services, or "connections", purchased.
Conseguently, a single customer purchasing local telephone, video programming
and Internet access counts as three connections.

We classify connections in the "Off-Net" category until the
relevant facilities are capable of providing veice, video and data services,
including local telephone service, through an RCN switch. During 1998, our
Allentown, Pennsylvania system was upgraded to provide a full range of
services, and the customers on that system were moved to the "On-Net”
connections category.

"Off -Net-Voice" figures in the table above represent resold
local phone service provided to customers not connected to the advanced fiber
optic networks.

Our "Off-Net-Video" figures in the table above include
approximately 31,000 wireless connections and wireline video connections
serving the University of Delaware (4,000 connections at December 31, 1998).

As of December 31, 1998 we had approximately 186,000 homes passed and
approximately 140,000 basic subscribers connected to our hybrid fiber/coaxial
cable system in New York, New Jersey and Lehigh Valley service areas.

In areas served by our joint ventures in the Greater Boston and
Washington, D.C. areas, the subscribers are customers of the relevant joint
venture and are fully included in the connections reflected in the table above.

As of September 30, 1998, we began to report marketable homes,
which represents that segment of homes passed which are being marketed our
entire line of advanced fiber optic network products. The distinction between
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homes passed and marketable homes recognizes our transition from constructing
our network in initial markets to providing services to customers that have
ordered our services.

Set forth below is a brief description of our services:

Voice. We offer full-featured local exchange telephone service,
ineluding standard dial tone access, enhanced %11 access, operator services
and directory assistance. We compete with the incumbent loecal exchange
providers and CLECs. In addition, we offer a wide range of value-added vertical
services, including call forwarding, call waiting, conference calling, speed
dial, calling card, B800-numbers and voice mail. We also provide Centrex
service and associated features. Our local telephone rates are generally
competitive with the rates charged by the incumbent providers. At December 231,
1998, we had approximately 20,900 telephone service connections on our advanced
fiber optic networks and approximately 65,000 customers for resold telephone
service. We alsc provide long distance telephone services, including
outbound, inbound, calling card and operator services. These services are
offered to residential and business customers.

Video Services. We offer a diverse line-up of high quality
basie, premium and pay-per-view video programming. Depending on the system, we
offer from 61 to 147 channels. Our basic video programming package provides
extensive channel selection featuring all major cable and broadcast networks.
Our premium services include HBO, Cinemax, Showtime and The Movie Channel, as
well as supplementary channels such as HBO 2, HBO 3 and Cinemax 2. StarCinema,
available on our advanced fiber optic networks, uses the latest "impulse"
technology allowing convenient impulse pay-per-view ordering of the latest hit
movies and special events instantly from the customer's remote. "Music
Choice" offers 30 different commercial-free music channels delivered to the
customer's stereo in digital CD quality sound.

As of December 31, 1998, we had approximately 86,350
subscribers for our video programming services provided over advanced fiber
optic networks. As of such date, we also had approximately 34,200 connections
attributable to the wireless video system and approximately 140,400
connections attributable to the hybrid fiber/coaxial cable systems.

Internet Access and Data Transmission. We operate as an Internet
service provider under the RCN.com brand name. We focus on serving individuals
and businesses through a network of cur-cowned points of presence ("POPs") which
are connected to ocur advanced fiber optic network. Our primary service offerings
are 56K dial-up and high-gpeed cable modem access. We also sell commercially
oriented private line point-to-point data transmission services such as DS-1 and
0C-3 and a range of web page and server hosting services. Our subscribers use
their RCN accounts to communicate, retrieve information, and publish information
on the Internet. Following the recent acquisitions described below under "--
Recent Acquisition Transactions", we believe that we are the largest regional
provider of Internet services in the Northeast United States. As of December 31,
1998, we had approximately 497,800 Internet subscribers.
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Migration of Customers to Advanced Fiber Networks

We provide wireless video services to customers located near our
advanced fiber optic network in New York City and Internet services to acquired
subseribers. We have also actively marketed resold telephone service in the
past. Our goal is to extend our advanced fiber optic network to service many of
those customers. As our advanced fiber optic network is extended into these
areas or buildings, customers receiving wireless video service in New York City
are switched to the advanced fiber optic network from the wireless video
network. The wireless video equipment is then used to provide service to other
customers in off-network premises. Similarly, as the advanced fiber optig¢
network is developed, voice and data customers are switched to the advanced
fiber optic network from resale accounts. The switch to our network allows us to
gain additieonal revenue and higher margins from originating and terminating
access fees and to control the related services and service quality.

Strategic Relationships and Facilities Agreements

We have entered into a number of strategic alliances and
relationships which allow us to enter into the telecommunications services
market early and to reduce the cost of entry into our markets. We expect to
continue to pursue potential opportunities from entering into strategic
alliances to facilitate network expansion and entry into new markets.

BEC) Joint Venture

In 1996 RCN and the Boston Edison Company (“"BECC"), through
wholly-owned subsidiaries, formed a joint venture to use 126 fiber miles of
BECO's fiber optic network to deliver our comprehensive communications package
in Greater Boston. A joint venture agreement provided for the organization
and operation of RCN-BECOCOM, LLC, an unregulated entity with a term
expiring in the year 2060. RCN-BECOCOM is a Magsachusetts limited liability
company organized to own and operate an advanced fiber optic telecommunications
network and to provide, in the market in and around Boston, Massachusetts,
voice, video and data services. At December 31, 1998 we owned 51% of the equity
interest in RCN-BECOCOM and BECO owned the remaining 49% interest. This jeoint
venture with BEQO is reflected on ocur financial statements on a consolidated
bagis.

Pursuant to an exchange agreement between BECO and RCN, BECO has the
right, from time to time, to convert portions of its ownership interest in
RCN-BECOCCM into shares of our common stock. In February 1999, BECC and the
Company entered into an Exchange Agreement relative to BECO's exercise of its
right to convert approximately cne-half of its ownership interest in RCN-BECOCOM
into RCN common stock. (Note 7). The transaction was valued as of January 20,
1998, the dace on which BECO gave notice to us of its intent to convert this
ownership intereat. The Exchange Agreement provided for the conversion of such
ownership interest into 1,107,539 shares of RCN common stock. In accordance with
the terms of the Operating Agreement, BECO has continued to invest in
RCN-BECOCOM as if retaining a 49% interest and will c¢ontinue to do so as long as
BECOCOM does not dispose of the Exchange Shares.

We expect to benefit from our ability to use BECQ's large fiber
optic network, its focus on innovative technology, its sales and marketing
expertise and its reach into the market. In the future, the venture may expand
into energy management and property monitoring services, Starting in Boston,
the joint venture partners have expanded intoc surrounding markets, including
Arlington, Somerville and Newton. As a result of our access to the extensive
BECO network, our reliance on and use of MPS/WorldCom facilities in Boston has
been reduced significantly.

Starpower Joint Venture

In 1997, RCN Telecom Services, Inc., one of our subsidiaries,
and Potomac Capital Investment Corporation ("PCI"}, a wholly-owned subsidiary
of Potomac Electric Power Company, formed a joint venture to own and operate a
communications network to provide voice, video, data and other communications
services to residential and commercial customers in the greater Washington,
D.C., Virginia and Maryland area. Starpower is an unregulated limited liability
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company with a perpetual term. Starpower was formed to construct, own, lease,
operate and market a network for the selling of wvoice, video, data and other
telecommunications services to all potential commercial and residential
customers in the Washington, D.C. market covered by the joint venture contract.
We own 50% of the equity interest in Starpower and Pepco Communications owns the
remaining 50% interest. Starpower is reflected on our financial statements under
the equity method of accounting.

Miscellaneous Facilities Agreements

We have alsoc entered into agreements which have helped us
accelerate network development, including Fiber Agreements entered into with
MFS/WorldCom. MFS/World Com owng or has the right to use certain fiber optic
network facilities in the Boston, Massachusetts and New York City markets.
Under the Fiber Agreements, MFS/WorldCom agreed to construct and provide
extensions connecting the fiber optic facilities to buildings we designated.
We are also able to use certain dedicated fibers in those facilities, except
that we may not use the facilities to deliver telephone services to commercial
customers.

In February 1999, we announced that we have entered intoc joint
construction agreements with Level 3. The agreements will allow us to deploy
additiocnal network in Boston and New York faster and at a lower cost. We also
recently announced that we have entered into a letter of intent with Lewvel 3 for
Level 3 to provide us with c¢ross-country capacity to allow our customers to
connect to major Internet connection points in the United States. This gives us
the ability to negotiate peering agreements that will allow the exchange of
traffic as a Tier I operator.

In June 1998, we entered into an agreement with Qwest
Communications for Qwest to provide us with capacity in its regiconal backbone
of fiber lines to comnect to our local networks from Boston to Washington, D.C.

Recent Acquisition Transactions

In February 1998, we acgquired Erols Internet, Inc. ("Erols"}. The

total approximate consideration was $36.0 million in cash including out of
pocket costs of approximately $1.4 million and the assumption and repayment of
debt of approximately 5$5.1 millicon and RCN Common Stock with a fair value of
approximately $45.0 million at the time of issuance. Additionally, the purchase
price includes approximately $11.0 million representing the fair wvalue of Erols
stock options which were converted to RCN stock options in connection with the
acquisition. The transaction was accounted for by the purchase method of
accounting.

RCN contributed to Starpower approximately 60% of the subscribers and related
unearned revenue acquired in the acquisition of Erols. (Note 7)
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Goadwill and the value assigned to certain acquired current products and
technologies, primarily residential dial-up and dedicated Internet access, and
Internet advertising, aggregating approximately $35.0 million was recorded in
connection with the acquisition of Erols and contribution to Starpower. These
intangible agsets are being amortized over approximately four years.

In February 1998, we acquired Ultranet Communications, Imc. ("Ultranet"). The
total approximate consideration was $7.7 million in cash including cash payments
aggregating approximately $.5 millien to cartain nholders of Ultranet stock
options and RCH Commen Stock with a fair value of approximately $26.2 million at
the time of ipsuance. Additionally, the purchase price includeg approximately
$1.9 million representing the fair value of UltraNet stock options which were
converted to RCN stock options in comnection with the acquigition. The
transaction was accounted for by the purchase method of accounting.

RCN contributed to RCN-BECOCOM approximately 30% of the subacribers acquired
in the acquigition of Ultranet.

Goodwill and the value assigned to certain acquired current products and
technologies, primarily residential dial-up and dedicated Internet access, and
Internet advertising, aggregating approximately $31.1 million was recorded in
connection with the acquisition of UltraNet and contribution to RCH-BECOCOM,
These intangible assets are being amortized over approximately four years.

In the allocation of purchase price associated with the acquisition of Erols
and UlcraMet, $13.2 and $5.1 wmillion, respectively, was determined to represent
acquired in-process rasearch & development ("IPRED"). specifically, four
projects were ldentified which qualified as IPR&D by definition of not having
achieved technolegical feagibility and representing technology which at the
point of acquisition offered no alternative uge than the defined project.

The Fair value of the IPR&D projects associated with these acquisitiong

is based upon a discounted cash flow analysis modified to repregent only that
portion of the project associated with completed research and development
efforts at the date of acquisition. For both the Erols and the UltraNet
acquigitiong, RCN identified rthe R&D development projects to include -

- Cable Modem Internet access for subscribers, consisting of projects to
develop the hardware, systems and software to permit subacribers to be offered
high-speed iInternet accesd through direct cable connection. The remaining
development effort is concerned with technical standards for this service and
with the design and integration of this product into RCN's cakle and fiber
optic network. RCN management estimated that this project for both
acquisitions was approximately 70% complete and that each had approximately
$25.0 thousand of direct development expense remaining to be Spent in 1998 and
1999, with planned revenues fxom this service expected to begin thereafter.

-Internet Telephony, representing projects to develop the potential for dial-
up telephone service through the Intexnet. Thie gervice area presented
significant technical challenges as well as political, commercial and market
challanges to be faced before service could be offered to subscribera. Since
at the acquisition date peither hardware nor systems have been acquired or
developed in support of this new product. a high degree of development
activity remaina. RCN management estimated that this project for both
acquisitions was only approximately 20% complete and that the remaining
development cost at the date of acquisition was approximately 51 million in
1998, $2 million in 1999 and $5 million in 2000 with revenues from this
gervice expected to pegin tharsafter.

- E-Commerce Systems, consisted of our efforts to develop a suitable gystem
that would permit subscribers to conduct commercial activities over the
Internuet. Following evaluation of commercially-available packages, none were
capable of meeting subscriber needs and development of the suitable system was
undertaken. RCN management estimated that the project for both acquisitions
was approximately 90% complete and that each had about $25 thousand of
development expense remaining to be spent in 1998 with revenues from this
parvice expected to begin thereafter.

-High-speed shared office Internet access, representing a blending of fibexr
optic and Internet networking technologies, was under development as a
package to be offered to commercial clients. While the technical challenges
were still being addressed at the acquisition date, there was no certainty
that this aystem would result in a competitive product offering in the market.
The management of RCN estimated that the project for both acquisitions was
approximately 75% complete and that each had less that $25 thousand of
development expense remaining to be spent in 1998 with revenues from this
service expected to begin thereafter.

Relative to the qualification of these projects as IFR&D projects under

the meaning within Statement Of Financial Accounting Standards No. 2

{"SFAS 2"}, each represented at the date of acquisition a development
project associated with new and uncertain technology that was incomplete and
had not reached techpical feasibility. Further, the technology under
development in mach of these areas was Not seen to present opportunities

for alternative future use should the contemplated development project

fail to achieve completion. In each of the above projects, the uncertainty
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associated with each, in the absence of a successful product intreduction,
may raesult in the possible abandenment of the project and the loss of both
invested development funds and the profit contributions that such projects
were expected to bring to the business as a whole.

In June 1998, RCN acquired Interport Communications Corp. ("Interport"}. The
total approximate consideration for the trangaction was $1.3 million in cash and
RCN Common Stock with a fair value of approximately $8.5 million at the time of
issuance. The transaction was accounted for by the purchase method of
accounting. Approximately 57.2 million has been allocated to goodwill. Such
goodwill is being amortized over approximately four years.

In June 1998, we also acquired Lancit Media Entertainment, Ltd. ("Lancit"), a
producer of high quality children's programming. The total approximate
consideration for the transaction was $.4 million in cash and RCN Common Stock
with a fair wvalue of approximately $7.4 million at the time of issuance. The
transaction was accounted for by the purchase method of accounting.
Approximately $92.5 million has been allocated to goodwill. Such goodwill is
being amortized over approximately five years.

In July 1598, we acquired Javanet, Inc. ("Javanet"}. The total approximate
consideration for the transaction was $3.7 million in cash and RCN Common Stock
with a fair value of approximately $13.4 million at the time of issuance. The
transaction was accounted for by the purchase method of accounting.
Approximately $14.8 million has been allocated to gecodwill. Such goodwill is
being amortized over approximately three years.

International

We own a 40.0% interest in Megacable, the second largest cable
television provider in Mexico. Megacable owns 22 wireline cable systems in
Mexice, principally on the Pacific and Gulf coasts and including Guadalajara,
the second largest city in Mexico, Hermosillo, the largest city in the state
of Sonora and Veracruz, the largest city in the state of Veracruz. At
December 31, 1998, their wireline systems passed approximately 733,500 homes
and served approximately 222,300 subscribers. Megacable had revenues of $37.5
million and $30.4 million for the years ended December 31, 19%8 and 1997,
respectively.

Additionally, Megacable presently holds a 99% interest in
Megacable Comunicaciones de Mexico S.A, ("MCM"). MCM has received a license
from the Mexican goverament to allow it to build a fiber optic network in
Mexico City, Monterrey and Guadalajara. MCM intends to use this network to
provide local voice and high-speed data service in these cities, principally
to commercial customers in Mexico City.

Competition

Overview

We compete with a wide range of service providers for each of our
services. Virtually all markets for voice and video services are extremely
comperitive, and we expect that competition will intensify in the future. We
face significant competition in each of the markets in which we offer voice and
video programming services. Our competitors are often larger, better-financed
incumbent local telephone carriers and cable companies with better access to
capital resources, and many have historically dominated their local telephone
and cable television markets. These incumbents presently have numerous
advantages as a result of their historic monopolistic control of their
respective markets, economies of scale and scope and control of limited conduit
and pole space. They alsc have well-established customer and vendor
relationships. However, we believe that most existing and potential competitors
will, at least initially, offer narrower services over limited delivery
platforms compared to the wide range of voice, video and data services that we
provide over cur fiber-based networks. This gives us an opportunity to achieve
important market penetraticn.




We compete with the incumbent Local Exchange Carriers ("LECs") for the
provision of local telepheone services, as well as with alternative service
providers including CLECs. Cable operators are also entering the local exchange
market in some locations. Other sources of competitive local and long distance
telephone services include: Commercial mobile radio services providers,
ineluding cellular carriers (such as Bell Atlantic Mobile Services); personal
communications services carriers such as Sprint PCS; and enhanced specialized
mobile radio services providers (such as NexTel).

We face, and expect to continue to face, significant
competition for long distance telephone services from the inter-exchange
carriers {"IXCs"), including AT&T, Sprint and MCI WorldCom, which account for
the majority of all U.S. long distance revenue. The major long distance service
providers benefit from established market share and from established trade
names through nationwide advertising. However, we regard our long-distance
service as a complementary service rather than a principal source of revenue.
Certain IXCs, including AT&T, MCI WorldCom and Sprint, have also amnounced
their intention to offer local services in major U.S. markets usging their
existing infrastructure in combination with resale of incumbent LEC service,
lease of unbundled local loops or other providers' services. Internet-based
telephony, a potential competitor for low cost telephone service, is also
developing and the Company is also pursuing this technology.

All of our video services face competition from alternmative
methods of receiving and distributing television signals and from other
sources of news, information and entertainment. Other sources include off-air
television broadcast programming, newspapers, movie theaters, live sporting
events, interactive online computer services and home video products,
including videotape cassette recorders. Alternative video distribution
technologies include traditional cable networks, wireless local video
digtribution technologies, and home satellite dish ("HSD") earth stations. Home
satellite systems enable individual households to receive many of the
satellite-delivered program services formerly available only to cable
subscribers. The Cable Television Consumer Protection and Competition Act of
1992 (the "1992 Act") contains provisions, which the FCC has implemented with
regulations, to enhance the ability of cable competitors to purchase and make
available tec HSD owners certain satellite-delivered cable programming at
competitive costs. We face additional competition from private satellite
master antenna television ("SMATV") systems that serve condominiums, apartment
and office complexes and private residential develcpments. The FCC and
Congress have adopted policies providing a more favorable operating
environment for new and existing technologies that compete, or may compete,
with our various video distribution systems. These technologies include, among
others, Direct Broadcast Satellite ("DBS") service whereby signals are
transmitted by satellite to receiving facilities located on customer premises.
We expect that our video programming services will face growing competition
from current and new DBS service providers. The FCC has recently determined
that DBS is the fastest-growing competitor to franchised cable operations. We
alsoc compete with wireless program distribution services such as Multi-cChannel
Multi-Point Distribution Service which use low-power microwave frequencies to
transmit video programming over-the-air to subscribers.

The Internet access market is extremely competitive and highly
fragmented. Competition in this market is expected to intensify. Our current
and prospective competitors include established online services; local,
regional and national ISPs; national and international telecommunications
companies including Regional Bell Operating Companies {"RBOCs"} such as Bell
Atlantic; and affiliates of incumbent cable providers. Increased competition
may create QOwnward pressure on the pricing of and margins from Internet
aACCess services.
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Other new technolegies, including Internet-based services, may
compete with services that we can offer. Advances in communications technology
as well as changes in the marketplace and the regulatory and legislative
environment are constantly occurring. Thus, we cannot predict the effect that
ongoing or future developments might have on the voice, video and data
industries or on our operations or Financial Condition.

We believe that among the existing competitors, the incumbent
LECs, incumbent cable providers and the CLECs are most of our competitors in
the delivery of "last mile" connections for voice and video services.

Video and Voice Services

Incumbent LECs

In each of our target markets for advanced fiber optic
networks, we face, and expect to continue to face, significant competition
from the incumbent LECs. The incumbent LECs include Bell Atlantic in the
Northeast Corridor, and Pacific Bell in California, both of which currently
dominate their local telephone markets. We compete with the incumbent LECs in
our markets for local exchange services on the basis of product offerings,
including the ability to offer bundled voice and videc service, reliability,
state-of-the-art technology and superior customer service, as well as price.
We believe that our advanced fiber optic networks provide superior technolegy
for delivering high-speed, high-capacity voice, video and data services
compared to the incumbent LECs' primarily copper wire based networks. However,
the incumbent LECs have long-standing relationships with their customers.
They have also begun to expand the amount of fiber facilities in their
networks, to offer broadband digital transmission services and retail Internet
access, and to prepare to re-enter the long distance telephone service market.
The pending merger between Bell Atlantic and GTE Corporation may enhance the
combined entity's ability to compete with us in the Northeast corridor
markets. The pending merger between SBC and Ameritech may also increase
competitive pressures in the Northeast corridor if SBC, which already owns a
Connecticut incumbent LEC and several wireless franchises in this region,
continues to pursue a nationwide strategy.

Under the Telecommunications Act of 1996 (the "1996 Act"), and
ensuing federal and state regulatory initiatives, barriers to local exchange
competition are being slowly removed. The introduction of such competition,
however, also establishes the predicate for the RBOCs, such as Bell Atlantic,
to provide in-region interexchange long distance services. The RBOCs are
currently allowed to offer "incidental* long distance service in-region and
to offer out-of-region long distance service. Once the RBOCs are allowed to
offer in-region long distance services, they will alsec be in a position to
offer single source local and long distance service similar to what we offer
and proposed by the three largesat IXCs: AT&T, MCI WorldCom and Sprint. We
expect that the increased competition made possible by regulatory reform will
result in certain pricing and margin pressures in the telecommunications
services business.

We have sought, and will continue to seek, to provide a full range of
local voice services which compete with incumbent LECs in our service areas. We
expect that competition for local telephone services will be based primarily on
quality, capacity and reliability of network facilities, customer service,
response to customer nesds, service features and price, and will not be based on
any proprietary technology. Our new advanced fiber optic networks, employ dual
backbone architecture and state-of-the-art technology therefore, we may have
capital cost and service quality advantages over some of the networks of the
incumbent LECs. We may also have a competitive advantage because we are able to
deliver a bundled voice and video service.

The 1996 Act permits the incumbent LECs and others, with which we
compete, to provide a wide variety of video services directly to subscribers,
which we compete with. Various LECs currently are providing video services
within and outgide their
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telephone service areas through a variety of distribution methods, including
both the deployment of broadband wire facilities and the use of wireless
transmiassion facilities. We cannot predict the likelihood of success of video
service ventures by LECs or the impact such competitive ventures may have on
us., Some LECs, including Bell Atlantic, also offer Internet access services
that compete with RCN.com services.

Incumbent Cable Television Service Providers

Certain of our video service businesses compete with incumbent wireline
cable companies in their respective service areas. In particular, our advanced
fiber optic networks compete for cable subscribers with the major wireline cable
operators in our markets, such as Time-Warner Cable in New York City and
Cablevision in Boston and TCI in Washington, D.C. Our wireless video gervice in
Naw York City competes primarily with Time-Warner Cable. We helieve that the
expanded capacity and fiber-to-node architecture of our advanced fiber optic
networks make then better equipped to provide high-capacity communications
services than traditional coaxial cable based networks using "trees and branch"
architecture. Our Lehigh Valley, Pennsylvania hybrid fiber/coaxial cable
television system competes with an alternate service provider, Service Electric,
which also holds a franchise for the relevant service area.

Cable television systems generally operate pursuant to
franchises granted on a non-exclusive basis, and the 1992 Act prchibits
franchising authorities from unreasonably denying requests for additional
franchises and permits franchising authorities to operate cable systems.
Therefore, well-financed businesses from outside the cable industry, such as
the public utilities that own certain of the conduits or poles which carry
cable, may become competitors for franchises or providers of competing
services. Telephone companies or others may also enter the video distribution
market by becoming open video service operators as we have done in several
markets, pursuant to Section 653 of the Communications Act. No local
franchise is required for the provision of such service. See "Regulation of
video services" bhelow.

CLECas and Other Competitors

We also face, and expect to continue to face, competition from
other potential competitors in certain of our geographic markets. Other CLECs,
such as subsidiaries of AT&T and MCI WorldCom, compete for local telephone
services, although they have to date focused primarily on the market for
commercial customers rather than residential customers. In addition, peotential
competitors capable of offering private line and special access services also
include other smaller long distance carriers, cable television companies,
electric utilities, microwave carriers, wireless relephone system operators
and private networks built by large end-users, including Winstar, Dualstax and
New vision. Howewver, we believe that, at least initially, we are relatively
unique in our markets in offering bundled voice, video and data services
primarily to customers in residential areas over our own advanced fiber optic
network.

Internet Services

The Internet access market is extremely competitive and highly
fragmented, No significant barriers to entry exist, and accordingly
competition in this market is expected to intensify. Qur current and
prospective competitors include many large companies with subsgtantially
greater market presence and financial and other resources. RCN.com competes
directly or indirectly with:

© egtablished online services, such as America Online, the
Microsoft Network and Prodigy;

¢ local, regional, and national ISPs such as PSINet, EarthLink,
Mindspring and Rocky Mountain Internet;

o the Internet services of national and intermational
telecommunications companies, such as AT&T, GTE, MCI
WorldCom and Cable & Wireless;
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o Internet access offered by RBOCs such as Bell Atlantic; and

o online services offered by incumbent cable providers, such as
At Home and Readrunner.

Bell Atlantic has recently asked the FCC to authorize it to build a
regional high-speed network, which would serve as an Internet backbone, and to
exempt this network from pricing and other regulatory restrictions. The network
would span the states from Maine to Virginia. The acquisition of Internet access
competition is likely to increase as large diversified telecommunications and
media companies acquire ISPs and as ISPs consolidate into larger, more
competitive companies. For example, AT&T has completed the acquisition of TCI's
cable television networks, which gives it a significant ownership interest in At
Home, an ISP. Diversified competitors may bundle other services and products
with Internet connectivity services, potentially placing us at a competitive
disadvantage. In addition, competitors may create downward pressure on the
pricing of and margins from Internet access services. Competition could also
impact our ability to participate in transit agreements and peering
arrangements, which could in turn adversely effect the speed of service that we
can provide to our customers.

Other new technclogies may become competitive with our services. A
provider of Limited Multi Distribution Systems ("LMDS") recently began offering
wireless Internet and video programming services in New York City and has
announced plans to offer telephone service in the future. Advances in
communications technoleogy as well as changes in the marketplace and the
regulatory and legislative environment are constantly occurring. In addition, a
continuing trend toward business combinations and alliances in the
telecommunications industry may also create significant new competitors. We
cannot predict whether competition from developing and future technologies or
from future competitors will have a material impact on our coperations or
financial condition.

Regulation

Our telephone and video programming transmission services are
subject to federal, state and local government regulation. The 1996 Act
introduced widespread changes in the regulation of the communications industry,
including the local telephone, long distance telephone, data services, and
television entertainment segments. The 1996 Act was intended to promote
competition and decrease regulation of these segments of the industry. The law
delegates to both the FCC and the states broad regulatory and administrative
authority to implement the 1996 Act.

Telecommunications Act of 1996

The 1996 Act eliminates many of the pre-existing legal barriers
to competition in the telephone and video programming communications
businesses. The Act also preempts many of the state barriers to local
telephone service compestition that previously existed in state and local laws
and regulations and sets basic standards for relationghips between
telecommunications providers.

The 1996 Act removes barriers to entry in the local exchange
telephone market by preempting state and local laws that restrict competition
and by requiring LECs to provide nondiscriminatory access and interconnection
to potential competitors, such as cable operators, wireless telecommunications
providers, and long distance companies. In addition, the 1996 Act provides
relief from the earnings restrictions and price controls that have governed
the local telephone business for many years. The 1996 Act will also, once
certain thresholds are met, allow incumbent RBOCs to enter the long distance
market within their own local service regions.
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Regulations promulgated by the FCC under the 1996 Act reguire
LECs to open their telephone networks to competition by providing competitors
interconnection, access to unbundled network elements and retail services at
wholesale rates. As a result of these changes, companies such as ours are now
able to interconnect with the incumbent LECs in order to provide local
exchange services. Numerous parties appealed certairn aspects of these
regulations, and implementation of geveral provisions of the rules was delayed
while the courts considered these appeals. On January 25, 1999, the Supreme
Court issued an opinion confirming the FCC's authority to issue regulations
implementing the pricing and other provisions of the 1996 Act and reinstating
most of the challenged rules., However, the Supreme Court vacated a key FCC
rule identifying the network elements that incumbent LECs are required to
unbundle. This decision will likely require the FCC to conduct additional
proceedings to determine new unbundling standards. The cutcome of such
proceedings cannot be predicted. Also, while the Supreme Court confirmed that
the FCC hag authority to issue rules implementing the 1996 Act, particular
rules still may be challenged in future court proceedings. Future regulatory
proceedings and court appeals may create delay and uncertainty in effectuating
the interconnection and local competition provisions of the 1996 Act. While
the courts were reviewing the FCC rules, we had entered into interconnectcion
agreements with Bell Atlantic covering all of our target market area that are
generally consistent with the FCC guidelines. Those agreements remain in
effect, although some are subject to termination on or after July 1, 193%. We
cannot assure you, however, that we will be able to obtain or enforce future
interconnection agreements, or obtain renewal of existing agreements, on
acceptable terms.

The 1996 Act establishes certain conditions before RBOCs are
allowed to offer interLATA long distance service to customers within their
local service regions. These conditions include 14 “checklist* requirements
designed to open the RBOC nmetworks to competitors. To date, no RBOC has
received FCC authorization to provide in-region long distance service, but it
is likely that several RBOCs will seek authorization in 1999. Bell Atlantic
is likely to seek authorization for New York and possibly other states in its
region. If an RBOC is authorized to provide in-region long diatance service
in one or more states, the RBOC may be able to offer "one-stop shopping"
services that compete with our service offerings. See "Business-Competition”.
In addition, the RBOC will lose the incentive it now has to rapidly implement
the interconnection provisions of the 1996 Act in order to obtain im-region
authority, although the RBOC will still be subject to a legal obligation to
comply with those provisions.

The 1996 Act also makes far-reaching changes in the regulation of video
programming transmission services. These include changes to the regulations
applicable to video operators, the elimination of restrictions on telephone
company entry into the video business, and the establishment of a new OVS
regqulatory structure for telephone companies and others. Under the 1996 Act and
implementing rules adopted by the FCC, local telephone companies, including both
incumbent LECs such as Bell Atlantic, and CLECs such as RCN, may provide service
as traditional cable television operators subject to municipal cable television
franchises, or they may choose to provide their programming over non- franchised
open video systems subject to certain conditions. The ability to provide OVS
service without having obtained a local franchise, however, has been called into
guestion by a recent decision. See Regulation of Video Services, below. The
conditions include making available a portion of their channel capacity for use
by unaffiliated program distributers and satisfying certain other requirements,
including providing capacity for publie, educational and government channels,
and paying a gross receipts fee equal to the franchise fee paid by the incumbent
cable television operator. We are one of the first CLECs to provide televigion
programming over an advanced fiber optic network under the OVS regulations
implemented by the FCC under the 1996 Act. As discussed below, we are currently
providing OVS service in the City of Boston, in the City of New York and in a
number of communities surrounding Boston. We are also negotiating, in the
District of Columbia, similar agreements in Northern New Jersey, Philadelphia
and surrounding communitiess, and San Francisco and surrounding communities.
Starpower is negotiating similar OVS agreements and local franchises in
communities surrounding Washington D.C.
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Regulation of Voice Services

Our voice business is subject to regulation by the FCC at the
federal level for interstate telephone services (i.e., those that originate in
one state and terminate in a different state). State regulatory commissions
have jurisdiction over intrastate communications {i.e., those that originate
and terminate in the same state).

State Regulation of Intrastate Local and Long Distance
Telephone Services. Our intrastate telephone services are regulated by the
public service commissions or comparable agencies of the various states in
which we offer these services. Our subsidiaries or affiliates have received
authority to offer intrastate telephone services, including local exchange
service, in California, Delaware, the District of Columbia, Maryland,
Massachusetts, Nevada, New Jersey, New York, Pennsylvania, Rhode Island,
Vermont and Virginia. We have applied for authority to offer these services
in Arizona, Connecticut, Maine and New Hampshire. Starpower has separately
obtained similar authority in Maryland, Virginia and the District of Columbia.
our resale and interconnection agreements have been approved, pursuant to
Section 252 of the Communications Act, by state regulatory commissions in
Arizona, Delaware, the District of Columbia, Maine, Maryland, Massachusetts,
New York, New Jersey, New Hampshire, Pennsylvania, Rhode Island, Vermont and
Virginia.

RCN Long Distance Company is authorized to offer intrastate long
distance services in 4B states nationwide. RCN Long Distance Company is
permitted to resell intrastate long distance services both to other carriers,
including our local operating subsidiaries and Starpower for resale to their end
user subscribers, and tc our own end user customers.

FCC Regulation of Interstate and International Telephone
Services. Through several of our subsidiaries, including RCN Long Distance
Company, we may provide domestic interstate telephone services nationwide under
tariffs on file at the FCC. We have been authorized by the FCC under Section
214 of the 1996 Act tc offer worldwide international services as well.

Local Regulation of Telephone Services. Municipalities also
regulate limited aspects of our voice business by, for example, imposing
various zoning regquirements. In some instances, they require
telecommunications licenses, franchise agreements and/or installation permits
for access to local streets and rights-of-way. In New York City, for example,
we will be required to cbtain a telephone franchise in order to provide voice
services using our advanced fiber optic network facilities located in the
streets of New York City, although services may be provided over certain
leased or resold facilities while we wait to receive a franchise.

Regulation of Video Services

Open Video Systems. At various times between February 1597 and
July 1998, our subsidiaries and affiliates have been certified by the FCC to
operate OVS networks in New York City, Boston, Washington, Philadelphia and San
Prancisco, and communities surrounding each of these cities, and in the Northern
New Jersey area. Initiation of OVS services is subject to completion of an open
enrollment period for non- affiliated video programmers to seek capacity on the
systems and after negotiation of certain agreements with local governments. The
initial open enrollment periocd for each of these systems has expired, except for
the Northern New Jersey system, where the open enrollment period has not yet
begun. We executed an agreement with the City of Boston on June 2, 1997, and
initiated OVS service in the City on that day. Under our agreement with the City
of Boston, we will be required to pay a fee to the City equal to 5% of video
revenues. We have entered into similar OVS agreements or are in the process of
negotiating agreements with certain other Boston-area municipalities, either to
offer QVS services or franchised cable television services. We entered into an
agreement with the City of New York on December 29, 1997 and have initiated OVS
gervice in the Borough of Manhattan. RCN also provides video distribution
gervice in Manhattan and a portion of the Bronx using microwave facilities and
antennas located at multiple dwelling units. On July 10, 1998, we supplemented
our agreement with the City of New York to include all five boroughs. On October
26, 1998, Starpower entered into an
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agreement with the bistrict of Columbia and initiated OVS service in the
District in the last quarter of 1998. Starpower has entered into similar
agreements or is in the process of negotiating agreements with numerous
suburban commnities near Washington, D.C., to offer either OVS services or
franchised cable television services.

In areas where we coffer video programming services as an OVS
operator, we are required to make any “open capacity" on the system available to
unaffiliated video program providers ("VPPs"). The commission's rules permit us
to retain up to one-third of system capacity for our own {(or affiliate's) use.
Under the OVS regulations, during initial open enrollment period we must offer
at least two-thirds of our capacity to unaffiliated parties, if demand for such
capacity exists during the open enrollment period. In certain areas, at the
request of local officials, we are in discussions to explore the feasibility of
cobtaining a cable franchise instead of an OVS agreement., We will consider
providing RCN video service under franchise agreements rather than OVS
certification, if franchise agreements are preferred by the local authorities
and can be obtained on acceptable terms and conditions. We will consider the
relative benefits of OVS certification versus local franchise agreements,
including the possible imposition build out requirements, before making any
decisions.

The U.8. Court of Appeals for the Fifth Circuit has recently
released a decision approving some portions of the FCC's OVS rules but striking
down other portions. Although a number of the Court's rulings are favorable to
OVS operators, others could have an adverse impact on our OVS operations and
planning. The Court's most significant decision was to strike down the FCC's
rule preempting local authority to franchise 0VS operators. The FCC's rules had
set forth a relatively simple procedure at the FCC for rapid certification of
each QOVS gystem on a regional basis and permitted local authorities to regulate
OVS only ag to rights-of-way administration and in other minor respects. One of
the principal advantages of OVS as structured by Congress and by the FCC was to
eliminate the time, expense, and uncertainty generally required to secure a
local franchise. The Court's action allowing local governments to require area-
by-area franchising may significantly reduce the advantage of OVS operation as
compared with traditional franchising and delay achieving agreements with local
governments. We believe the Court's decision is erroneous in its application of
law and have sought reconsideration by the full court. Fhe FCC, which is the
respondent before the Fifth Circuit, has also sought reconsideration. In the
event the court denies reconsideration, it is not clear how the FCC will modify
its OVS policy and rules to take account of the Court's specific rulings. The
U.S. Courte of Appeal do not routinely grant regquests to reconsider their
rulings and when they do a significant period of time im generally required for
the consideration of such requests. However, in many instances RCN, at the
insistence of local authorities, has been negotiating franchise agreements and
agreeing to provisions in OVS right-of-way agreements which to some extent erode
the differences between the two modes of operation. Accordingly, while the
ruling is disadvantageous to us, we expect to continue to expand cur video
gservice offerings.

The FCC's rules require OVS operators to make their facilities
available to video program providers on a non-discriminatory basis, with
certain exceptions. One exception is that competing in-region cable operators
are not entitled to become video program providers on an OVS except in certain
limited circumstances. The incumbent cable operator in Boston, Cablevision of
Boston, Inc., sought an order from the FCC compelling us to provide it with
certain data on ocur Bogton OVS system and declaring Cablevigion an eligible
video programming provider on our system. The FOC's Cable Services Bureau
denied its request and that denial has become final., Time Warner Cable Co.,
which operates franchised cable systems in many suburban Boston communities
included within our OVS certification, also sought an order compelling us to
releage certain OVS syastem data and to declare it eligible for carriage on cur
system. Unlike Cablevision, Time Warner is not competing with any RCN-provided
OVS service and restricted its request to communities where it is not the
franchised cable operator. Time Warner also petitioned the FCC to impose fines
or cancel our OVS authority. The Cable Services Bureau partially granted the
data
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request and partially denied it but found too little evidence to justify
further exploration of our good faith in acguiring OVS authority. We have
sought partial reconsideration of the Bureau's order, which is currently
pending. Time Warner filed a similar complaint against us in New York City
where we compete with it for video distribution business in Manhattan. Time
Warner asked for system data concerning parts of New York City in which it
does not hold a franchise for cable service. The FCC's Cable Services Bureau
partially granted Time Warner's complaint, and partially denied it, relying on
its prior decision in the Time Warner complaint in the Boston area. We have
sought partial reconsideration of that decision and Time Warner has asked the
full commission to review that portion of the Cable Bureau's decision which
denied certain of Time Warner's data requests.

Two additional cable company complaints have been filed against
Starpower, seeking data and a determination of eligibility for carriage on the
metropolitan Washington OVS system. As in the prior complaints, they challenge
our status as an OVS operator and seek to revoke our OVS authority. These
complaints were filed by Media General Cable of Fairfax, Inc., which operates
franchised cable service within the projected service area of Starpower's OVS
system, and Media General Cable of Fredericksburg, Inc. which is an affiliate
of Media General Cable of Fairfax, Inc. and operates a cable system beyond
Starpower's service area. Both claimed to be seeking system data for areas in
which they do not provide franchised service. Starpower declined to provide
ayatem data to Media General of Fairfax on the ground that, as an in-region
compecitive cable company, it was not entitled to the data or to be carried on
the system. The request of Media General of Fredericksburg was denied on the
ground that, as an affiliate of Media General of Fairfax, it was not entitled
under FCC rules to the regquested data or to be carried on the system.
Starpower responded to both Media General Complaints on December 14, 1598.
Media General has alsc sought te initiate discovery against Starpower. The cable
services bureau has not yet acted on the Media General complaints.

Cable industry representatives have oppesed or commented
adversely on two other RCN OVS initiatives. In respect to our application for
OVS authority in the San Francisco area, the California Cable Television ©
Association filed an copposition, alleging that we were misusing the OVS rules
to compete unfairly against franchised cable operators. The Pennsylvania Cable
& Telecommunications Association filed comments on our OVS application for OVS
authority in the Philadelphia region, making similar allegations but not
formally opposing the application. The Cable Services Bureau granted both of
our applications, indicating that our applications were consistent with the
rules and that the opposing parties had not provided sufficient evidence to
justify initiating any regulatory action against us. There is language in each
of these Cable Bureau determinations involving our implementation of the OVS
concept which leave open the possibility for adverse parties to challenge our
status as an OVS operator. We believe that we are operating in strict
conformity with all applicable provisions of the law and will continue to
defend our OVS roll-outs against what we believe are anti-competitive requests
for data or carriage by competing in-region cable operators. However, we
cannot assure you that the FCC will resolve the pending OVS complaints in our
favor. If the FCC were to grant any such complaints and as a result we were
obliged to share system data with our local competitors, we would be forced to
reassess the desirability of continuing to operate in certain markets as an
OVS operator as compared with seeking traditional cable franchises. We do not
believe that abandoning our OVS certifications under such circumstances would
materially adversely affect our video distribution activities.

As in the case of traditional franchised cable systems, OVS
operators must in virtually all locations have access to public rights-of-way
for their distribution plant. In a number of jurisdictions leccal authorities
have attempted to impose rights-of-way fees on us which we believe are in
violation of federal law. A number of FCC and judicial decisions have addressed
the issues posed by the imposition of rights-of-way fees on CLECs and on video
distributors. To date the state of the law is uncertain and may remain so for
some time, The obligation to pay local rights-of-way fees which are excessive or
discriminatory could have adverse effects on our business activities. See "Legal
Proceeding” below. The incumbent cable operator in Boston, MA, Cablevision of
Boston, Inc., recently f£iled suit in U.S. District Court in Boston against the
City of Boaton, RCN-BECOCOM, RCN, BECOCOM and others, alleging that the City
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had followed a discriminatery policy in administering access to public

rights-cf -way for the installation and use of underground conduit and that the
private defendants had participated in ac effort to unlawfully construct and use
underground conduit. Cablevision claimed that the defendants were in violation
of the 1996 Act and Massachusatts state law, and sought a preliminary
injunction. RCN and the other defendants denied participating in any unlawful
activity. The Court has denied the preliminary injuncticn and issued a written
memorandum of decision expressing some doubts about the

underlying merits of Cablevision's claimg, On Mareh 15, 1999 the districc judge
stayed the litigation pending the outcome of Cablevision's appeal. There can be
no assurance that Cablevision will not further pursue the litigation nor chat if
it does so the outcome will be favorable to the Company. Cablevision filed an
appeal of the District Court's ruling with the First Circuit Court of Appeals on
February 26, 1939. Oral argument on the appeal will be scheduled for June 1993,
Cablevision has filed an Amended Complaint in the District Court, but the
District Court has stayed that proceeding until the First Circuit Couzrt rules on
the appeal. We cannot assure you that Cablevision will not further pursue the
litigation nor that if it does so the outcome will be favorable to us.

Access igpues have also arisen in a proceeding before the
Massachusetts Department of Telecommunications and Energy (the "MDTE"). In 1897,
the MDTE cpened an investigation into Boston Edison Company's compliance with a
MDTE order in 1993 that permitted Boston Edison to invest up to $45 million inm
its unregulated subsidiary Boston Edigon Technology Group for three limited
purposes. RCH-BECOCCM intervened in the gurrent proceeding, as did Cablevision
Systems Corporation and the New England Cable Television Associatien, Inc.,
along with others. Hearings began in December 19%8 and are still proceeding. The
intervenors, in particular, Cablevision have advocated that if the MOTE finds
that Boston Edison's investment in RCN-BECOCOM wviolated the 1993 Order, then
Boston Edison should be forced to diveat itself of its interest in RCN-BECOCOM,
that RCN-BECOCOM should be subjec¢i to the same terms and conditions as other
cable television providers who seek to attach their facilities to Boston Edison
facilities, and that installed RCH-BECOCOM cables and fiber-optic facilities
should be ralocated. Bostcn Bdison is vigerously defending the propriety of its
compliance with the MDTE's 1933 Order, and its investment in RCN-BECCCOM. RCH
cannot aspure you that the MDTE will neot determine that Boston Edison viclated
the MDTE's 1393 Order nor can RCN assure you as to the nature of any remedy that
the MDTE may determine to he appropriate including those proposed remedies which
are equitable in nature. RCN is participating in the proceeding and plans to
take such action as it deems appropriate to protect its rights.

Prior to our certification as an OVS provider, we offered
limized wvideo programming services using the Video DialTone Transport ("VDT"}
pervices offered by MFS/WorldCom in Manhattan and the City of Boston. In
February 1337, the FCC held that WFS/WorldCom's facilitles did not qualify as
viden dialtone facilities entitled to an extension of time to comply with the
newly adopted OVS rules. Nconetheless, the FCC did not direct MFS/WorldCom and
RCN to cease video programming distribution operations over the MFS/WorldCom
platform. One of the incumbent cable television companies in New York City has
filed a complaint with the New York Public Service Commissicn challenging the
formar, pre-OVS, operations of RCN and WorldCom under the VDT framework, which
ramains pending befors that commission.

Wireless Video Services. Our 1B GHz wireless video services in
New York City are distributed using microwave facilities provided by Bartholdi
Cable under temporary authorizations issued to Bartholdi Cable by the FCC.
Bartnoldi Cable has agreed to provide us with transmission services until we
have either converted the wireless video subscribers te our advanced fiber
optic network facilities or have obtained FCC authority to provide services
under our own wireless radic licenses, In addition, Bartholdi Cable has agreed
to transfer to us the transmimsion equipment or demand. Bartholdi Cable's
obligation to provide transmission services ig subject to Bartholdi Cable
having licenses from the PCC to provide these sexrvices. The qualifications of
Bartholdi Cable to hold certain of the licenses needed to provide transmission
gervices to us are at lasue in an FCC proceeding in which an initial decision
was released on March 6, 1998. In the initial decision. the Administrative Law
Judge found Bartholdi Cable ungualified with respect to 15 such licenses. The
Administrative Law Judge declared that the initial decision would become
effestive 50 days after its release unless Bartholdi Cable filed exceptiona to
the initial decision within 30 days of its release or the FUC elected to
review the case on its own motion. Bartholdi Cable filed excepticns to the
initial decision on April 7, 1938. Because of the uncertainty as to Bartheldi
¢cable's right in the future to offer tramsmiasion services to us, we filed our
own license applications at the FCC for all of the microwave transmission
paths which are currently being used by Bartholdi Cable to provide us with
transmiggion services. In light of the increased uncertainties resulting from
the inirial decision in the PCC proceeding, we expect now actively to pursue
our license applications. While we expect to receive authorizations ta
transmit over these microwave patha, we cannot assure you that we will bhe able
to offer wireless videc services under our own FCC licenses or that the FCC's
investigation will be resolved favorably. Our failure to obtain these
licenses or resolve these proceedings would materially adversely affect our
wireless video operationa in New York City.

We cannot assure you that we will be able t& obtain or retain
all necessary autherizations needed to construct advanced fiber optic network
facilities, to convert our wireless video subscribers to an advanced fiber
optic network or to offer wireless video services under our own FCC licenses.

Hybrid Fiber/Coaxial Cable. Cur hybrid fiber/coaxial cable
systems are subject to regulation under the 1982 Act. The 19%2 Act regulate
rates for cable services in communities that are not subject to *effective
compatition, " certain programming requiremente. and broadcast signal carriage
requirements that allow local commercial television broadcaat stations to
require a cable system to carry the station, Lodcal commercial television
broadcast atations may elect once every three years to require a cable Bystem
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to carry the station ("must-carry"), subject to certain exceptions, or te
withhold consent and negotiate the terms of carriage ("retransmission
consent”) . A cable system generally is required to devete up to one-third of
its activated channel capacity for the carriage of local commercial television
stations whether under the mandatory carriage or retransmission consent
requirements of the 1992 Act. Lowal non-commercial television stations are
also given mandatory carriage rights. The FCC recently issued rules
establishing standards for digital television {("DTV*). The FCC's rules
require television stations to simuleast their existing television signals
(*"NTsC") and DTV signals for a period of years. During this simulcast period,
it is unclear whether must-carry rules will apply to DTV signals. The FCC has
initiated a rule making proceeding seeking comment on the carriage of
broadcast DTV signals by cable and OVS operators during the transitional
period to full digital broadcasting. The FCC's proceeding addresses the need
for the digital systems to be compatible, seeks comment on pessible changes to
the mandatory carriage rules, and explores the impact carriage of DTV szignals
may have on other FCC rules. The cable industry has generally opposed many of
the PCC's proposals, cn the grounds that they constitute excessively
burdensome cbligations on the industry. The Communicaticns Act permits
franchising authorities to require cable operators to set aside certain
channels for public, educatiomal and governmental access programming. Cable
systems with 36 or more channels must designate a portion of their channel
capacity for commercial leased access by third parties to provide programming
that may compete with services offered by the cable cperator.

On September 8, 1957, we were notified by the FCC that it had
ruled that certain of our upper levels of service for our New Jersey systems
were regulated levels of service and that our rates for these levels of
service exceeded the rates allowed by the FCC rate regulation rules. Since
that time, RCN and the FCC have negotiated a settlement under which the FCC
finds that our upper levels of service for our New Jersey and certain New York
systems are "New Product Tiers". Our rates for 1997 and prior years for those
systems are approved, except that we will give a $5.00 per subscriber refund
to all subscribers in our New Jersey systems and a refund of $3.30 per
subscriber in certain of our New York systems. The settlement has been
subject to public comment and is now awaiting final approval by the FCC. We do
not believe that the ultimate resolution of this matter, whether the
settlement is finally approved or not, will have a material impact on ocur
results of operations or financial condition.

Becauge a cable communications system uses local streets and
rights-of-way, such cable systems are generally subject to state and local
regulation, typically imposed through the franchising process. The terms and
conditions of atate or local government franchises vary materially from
jurisdiction to jurisdiction. Generally, they contain provisions governing
cable service rates, franchise fees, franchise term, system construction and
maintenance cbligations, customer service standards, franchise renewal, sale
or transfer of the franchise, territory ¢of the franchisee and use and
occupancy of public streets and types of cable services provided. Local
franchising authorities may award one or more franchises within their
jurisdictions and prohibit non-grandfathered cable systems from operating
without a franchise. The Communications Act alsc provides that in granting or
renewing franchises, local authorities may establish requirements for
cable-related facilities and equipment, but not for videc programming or
information services other than in broad categories. The Communications Act
limits franchise fees to 5% of revenues derived from cable operations and
permits the cable operator to seek modification of franchise requirements
through the franchise authority or by judicial action if charged circumstances
warrant.

Our ability to provide franchised cable television services
depends largely on our ability to obtain and renew cur franchise agreements
from local government authorities on generally acceptable terms. We currently
have 21 franchise agreements relating to the hybrid fiber/coaxial cable
systems in New York {ocutside New York City), New Jersey and Pennsylvania.

These franchises typically contain many conditions, such as time limitations on
commencement and completion of construction, conditions of service, including
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the number of channels, the provision of free service to schools and certain
other public institutions, and the maintenance of insurance and indemnity
bonds. These franchises provide for the payment of fees to the issuing
authorities and generally range from 3% to 5% of revenues. The duration of
these outstanding franchises presently varies up to the year 2011. To date,
all of our cable franchises have been renewed or extended, generally at or
before their stated expirations and on acceptable terms, Approximately 39 of
our hybrid fiber/coaxial cable systems' franchises are due for renmewal within
the next three years. We cannotf assure you that we will be able to renew our
franchises on acceptable terms. No one franchise accounts for more than 4% of
our total revenue. Qur five largest franchises account for approximately 11%
of our total revenue.

The hybrid fiber/ccaxial cable systems are alsoc subject to
certain service guality standards and other obligations imposed by the FCC
and, where effective competition has not been demonstrated to exist, Lo rate
regulation by the FCC as well. Our cable television system in Pennsylvania has
been operating in a competitive cable environment for almost 30 years, with
approximately 80% of the homes passed having access to an alternate cable
operator, Service Electric Cable TV. As a result, our Penmnsylvania cable
gystem is exempt from many FCC cable television regulations, including rate
regqulation. Our other cable television syatems in New York State and New
Jersey currently remain subject to FCC rate regulation. As reguired by the
1996 Act, however, all cable programming services will be deregulated if
effective competition is shown to exist in the franchise area, or by March 31,
1999, whichever date is sconer. There has been widespread discussion in
Congress about possible legislation to keep cable rate regulation in effect
longer. We c¢annot assure you that legislation will not ke adopted. We
anticipate that the remaining provisions of the 1992 Act that do not relate to
rate regulation, including provisions relating to retransmission consent and
customer service standards, will remain in place and may reduce the future
operating margins of our hybrid fiber/coaxial cable television businesses as
video programming competition develops in our cable television sexrvice
markets.

The FCC is required to regulate the rates, terms and conditions
imposed by public utilities for cable aystems' use of utilicy pole and conduit
gpace unless state authorities can demonstrate that they adequately regulate
pole attachment rates. In the absence of state regulation, the FCC administers
pole attachment rates on a formula bagis. In some cases, utility companies
have increased pole attachment fees for cable systems that have installed fiber
optic cables and that are using these cables for the distribution of non-video
services. The FCC concluded that, in the absence of state regqulation, it can
determine whether utility companies have justified their demand for additional
rental fees and that the Communicatjons Act does not permit disparate rates
based on the type of service provided over the equipment attached to the
utility's pole. The 1996 Act and the FCC's implementing regulations modify the
current pole attachment provisions of the Communications Act. It immediately
permits certain providers of telecommunications services to rely upon the
protections of the current law and require that utilities provide cable
systems and telecommunications carriers with nondiscriminatory access to any
pole, conduit or right-of-way, controlled by the utility. The FCC has recently
adopted new regulations to govern the charges for pole attachments used by
companies providing telecommunications services, including cable cperators.
These new pole attachment rate regulations will become effective five years
after enactment of the 1996 Act, and any increase in attachment rates
resulting from the FCC's new regulations will be phased in equal annual
increments over a period of five years beginning on the effective date of the
new FCC regulations. The ultimate outcome of these rulemakings and the
ultimate impact of any revised FCC rate formula or of any new pole attachment
rate regulations on us or our businesses cannot be determined at this time.

The 1992 Act, the 1996 Act and FCC regulations preclude any cable
operator or satellite video programmer affiliated with a cable company, or with
a common carrier providing video programming directly te its subscribers, from
favoring an affiliated company over competitors. These programmers are required
to
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gell their programming to other multichannel video distributors. These
provisions limit the ability of program suppliers affiliated with cable
companies or with common carriers providing satellite delivered wvideo
programming directly to their subscribers to offer exclusive programming
arrangements to their affiliates. Except in limited circumstances, however,
these statutory and regulatory limitations do not apply to pregramming which is
distributed other than by satellite. We are experiencing difficulty in securing
access to certain local sports programming in the New York City market, which we
consider important to successful competition in that market. The Communications
Act also includes provisions concerning horizontal and vertical ownership of
cable systems, customer gervice, subscriber privacy, marketing practices, egqual
employment opportunity, obscene or indecent programming, regulation of technical
standards and equipment compatibilicy.

In addition to the FCC regulations previously discussed, there
are other FCC regulations covering areas such as:

o equal employment opportunity;

o ayndicated program exclusivity;

o network program non-duplication;

o registration of cable systems;

o maintenance of various records and public inspection files;
o microwave frequency usage;

o lockbox availability;

o sponsorship identification;

o antenna structure notification;

o tower marking and lighting;

o carriage of local sports breadcast programming;

o application of rules governing political broadcasts;

© limitations on advertising contained in non-broadcast
children's programming;

o consumer protection and customer service:

o ownership and access to cable home wiring and home wiring in
multiple dwelling units;

o indecent programming;

© programmer access to cable systems;
o programming agreements;

o technical standards; and

© consumer electronics equipment compatibility and closed
captioning.

The FCC has the authority to enforce its regulations through
imposing substantial fines, issuing cease and desist orders and/or imposing
other administrative sanctions, such as revoking FCC licenses needed to operate
certain transmission facilities often used in connection with cable
operations. We have difficulty gaining access to the video distribution wiring
in certain multiple dwellirng units in the City of Boston in which Cablevision
is the incumbent provider of video services, In some buildings the management
will not permit us to install cur own distribution wiring and Cablevision has
not been willing to permit us to use the existing wiring on some equitable
basis when we wish to initiate service to an individual unit previously served
by Cablevision. We hawve sought a ruling from the FCC's Cable Services Bureau
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that existing FCC inside wiring rules require Cablevision to cooperate with us
to make such wiring available to it. The matter is currently pending before
the FCC's Cable Services Bureau staff.

Other bills and administrative proposals pertaining to cable
television have previously been introduced in Congress or considered by other
governmental bodies over the past several years. There will likely be
legislative proposals in the future by Congress and cther governmental bodies
relating to the regulation of communications services.

Cable televigzion systems are subject to federal compulsory
copyright licensing covering the retranamission of television and radio
broadcast signala. In exchange for filing certain reports and contributing a
percentage of their basic revenues to a federal copyright royalty pool, cable
operators can ohtain blanket licenges to retransmit the copyrighted material
on broadcast signals.

Other Regulatory Issues. The data services business, including
Internet access, is largely unregulated at this time apart from federal,
state, and lecal laws and regulationsz applicable to businesses in general,
However, we cannot assure you that this business will not become subject to
regulatory restraints. Some federal, state, local and foreign governmental
ocrganizations are considering a number of legislative and regulatoxy proposals
with respect to Internet user privacy, infringement, pricing, quality of
products and services and intellectual property ownership. We are also unsure
how existing lawse will be applied to the Internet in areas such as property
ownership, copyright, trademark, trade secret, obscenity and defamation.
Additionally, some jurisdictions have sought to impose taxes and other burdens
on providers of data services, and to regulate content provided via the
Internet and other information services. We expect that proposals of this
nature will c¢ontinue to be debated in Congresa and state legislatures in the
future. In addition, although the FCC has on several occasions rejected
proposals to impose additional costs on providers of Internet access service
and other data services for the use of local exchange telephone network
facilities for access to their custowers, the FCC or Congress may consider
similar proposals irn the future. The adoption of new laws or the adaptation of
existing laws to the Internet may decrease the growth in the use of the
Internet, which could in turn have a material adverse effect on our Internet
business.

We have interconnection agreements with Bell Atlantic and other
incumbent local exchange carriers that entitle us to collect reciprocal
compensation payments from them for local telephone calls that terminate on our
facilities. We make zimilar payments for outbound local calls we deliver to the
incumbent local exchange carriers. However, ILECs around the country have been
contesting whether the obligaticn to pay reciprocal compensation to CLECs shcould
apply to local telephone calls from an ILEC's customers to Internet service
providers gerved by CLECS. The ILECs claim that this traffic is interstate in
nature and therefore should be exempt from compensation arrangements applicable
to local, intrastate calls. CLECs have contended that the interconnection
agreements provide no exception for local calls teo Internet service providera
and reciprocal compensation is therefore appliicable. Currently, over 25 state
commissions and several federal and astate courts have ruled that reciprocal
compensation arrangements do apply to calls to Internet service providers, and
no jurisdiction has ruled to the contrary. In the regions we are focusing on,
the California, Massachusetts, Kew York, Pennsylvania, Maryland and Virgirnia
public utility commissions have issued such orders. Certain of these are subject
to appeal. Additional disputes over the appropriate treatment of ISP traffic are
pending in other statea. On February 26, 1999, the FCC released a Declaratory
Ruling determining that ISP traffic is interstate for jurisdictional purposea,
but that its current rules neither require nor prohibit the payment of
reciprocal compensation for such calls. In the absence of a federal rule, the
FCC determined that state commissicns have authority to interpret and enforce
the reciprocal compensation provisions of existing interconnection agreements,
and to determine the appropriate treatment of ISP traffic in arbitrating new
agreements. The FCC also regquested comment on alternative federal rules to
govern compensation for such calls in the future, In response to the FCC ruling,
some RBOCs have asked state commisaions to reopen previous decisions requiring
the payment of reciprocal compensation on ISP calls. We are opposing such
efforts in Maryland, Massachusetts, and New York, The Company anticipates that
Internet service providers will be among its target customers, and adverse
decisions in state proceedings could limit its ability to service this group of
customers profitably.

In order to develop our networks, we must obtain local
franchises and other permits, as well as building access agreements and rights
to uae underground conduit and pole space, private easements and other
righta-of-way and fiber capacity from entities such as incumbant local
exchange carriers and other utilities, railroads, long distance companies,
state highway authorities, local governments and transit authorities. We
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cannot assure you that we will be able to maintain our existing franchises,
permits and rights or to obtain and maintain the other franchises, permits,
building access agreements and rights needed to implement our business plan on
acceptable terms. Although we do not believe that any of the existing
arrangements will be canceled or will not be renewed as needed in the near
future, certain cancellation or non-renewal of these arrangements could
materially adversely affect our business. In addition, our failure to enter
inte and maintain any such required arrangements for a particular network,
including a network which is already under development, may affect our ability
to acquire or develop that network.

We have summarized present and proposed federal, state, and
local regulations and legislation affecting the telephone, video programming
and data service industries. This summary is not complete. Other existing
federal regulations, copyright licensing, and, in many jurisdictions, state
and local franchise regquirements, are currently the subject of judicial
proceedings, legislative hearings and administrative proposals which could
change, in varying degrees, the operations of communications companies. The
ultimate outcome of these proceedings, and the ultimate impact of the 1996 Act
or any final regulations adopted under the new law on us or our businesses
cannot be determined at this time.

Employees

As of December 31, 1998, we had approximately 2,150 full-time
employees including joint ventures, general office and administrative
personnel and approximately 200 part-time employees. The Company has a
collective bargaining agreement that covers approximately 70 employees, which
is valid through January 14, 2001. We consider relations with our employees
to be good.
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ITEM 2. PROPERTIES
Overview of Advanced Fiber Optic Networks

RCN's advanced fiber optic networks are designed to support veoice, videc and
data services via a fiber-rich network architecture. The Company's multi-
service network is presently operating in Boston, New York City, Lehigh Valley
PA and Washington, D.C. The advanced fiber optic network consists of fiber
optic transport facilities; local and long distance digital telephony switches;
video head-ends; voice, video and data transmission and distribution eguipment;
Internet routing and WAN equipment and the associated network wiring and network
termination equipment. The Company's telephone switching network utilizes the
Lucent 5ESS-2000 switch as the local switching element and the network is
designed to provide highly reliable life-line telephony service. In each of the
four existing markets, a Lucent 5ESS-2000 switch is installed and fully
operational, with network switch additions planned for the Queens, NY,
Philadelphia and San Francisco markets throughout 199%. The networks' common
backbone signal transport medium for both digital signals {(voice, video and
data) and analog signals (video) is exclusively fiber optical cable, either RCN-
owned, or leased from other providers such as MCI WorldCom, Qwest or Level 3.
The digital fiber optic backbone transport network utilizes a Synchronous
Optical Network {"SONET"} self-healing ring architecture to provide high speed,
redundant connections for the delivery of RCN's voice, video and data services.
Facility connections from the backbone network to individual buildings or
residential and commercial service areas are typically provided via RCN-owned
fiber cptic facilities. RCN's advanced fiber optic network contains over 1,400
route miles of cable.

Presently, RCN owns and operates four local telephony switches, two long
distance switches and four video head-ends to provide service within the four
existing markets. As of December 31, 1998, RCN has passed 304,505 of homes with
its advanced fiber optic network and has connected 501 buildings directly to its
fiber optic facilities in metropolitan areas.

The majority of RCN's network infrastructure is built using fiber optic cable
as the predominant transport medium. Fiber optic systems are suitabkle for
transmission of digitized wvoice, video and data information, or a combination
of these types of signals. The main benefits resulting from the deployment of
fiber optic cable in the backbone and local distribution portions of the
network, in place of traditional coaxial cable or copper wire, are greater
network capacity, increased functionality, smaller size service areas and
decreased requirements for pericdic amplification of the signal. These factors
contribute to lower installation and maintenance costs and increase the variety
and quality of the service offerings. The inherent bandwidth limitatiocns of
twisted pair copper wire historically used in telephone networks present a
substantial obstacle to the use of existing telephone networks to provide video
programming services. Although coaxial cable provides substantially greater
bandwidth than twisted pair copper wire, fiber optic cable provides
substantially greater bandwidth than coaxial cable. Consequently, newly
constructed fiber networks such as RCN's provide a superior platform for
delivering high speed, high capacity voice, video and data services, as
compared to traditional systems based largely on copper wire or coaxial cable.

The fiber optic cable utilized by RCN's network has the increased capacity
necessary for the transport and delivery of today's high-bandwidth data and
video transmission requirements. The fiber optic cable used typically contains
between 12 and 288 fiber strands, however, larger sizes up to 864 strands are
planned for use in the near future. Each individual strand of fiber is capable
of providing a large number of telecommunications channels or "circuits®.
Depending on the transmission electronics used, a single pair of glass fibers
on RCN's network currently can transmit tens of thousands of simultaneous voice
conversations, whereas, a typical pair of copper wires can carry a maximum of
24 simultaneous conversations using standard TDM multiplexing systems. Although
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the LECs commeonly use ccpper wire in their networks, they are currently
deploying fiber optic cable to upgrade portions of their copper based network,
particularly in areas served by RCN. RCN expects that centinued developments and
enhancements in communications egquipment will increase the capacity of each
optical fiber, thereby providing even more capacity at relatively low
incremental cost.

As the Company's network is further developed, it will be dependent on certain
strategic¢ alliances and other arrangements in order to provide the full range of
its telecommunication service offerings. These relationships include RCN's
arrangements with MCI WorldCom to lease portions of MCI WorldCom's fiber optic
network in New York City and, to a lesser extent due to our access to the BECO
Netwrk, in Boston, RCN's joint wventure with BECO, the Starpower joint venture
and RCN's arrangements to lease unbundled local loop and T-1 facilities from the
serving LEC. See "Strategic Relationships and Facilities Agreement" above and
"Joice Services Advanced Fiber Optic Networks" immediately following. Any
disruption of these arrangements and relationships could have a material adverse
effect on the Company.

Voice Services

Advanced Fiber Optic Networks. The Company's advanced fiber optic networks in
all existing markets utilize a voice network that supports both switched and
non-switched (private line) services. Individual buildings are connected to
the network backbone via fiber extensions that are generally terminated in
SONET equipment, which provides redundant and fail-safe interconnection between
the building and the RCN central switch location. In situations where fiber
extensions are not yet available, interim facility connections can be provided
by leasing special access facilities through an arrangement with MCI WorldCom
or the incumbent LEC. In this regard, RCN has in place agreements which allow
it to lease certain facilities owned by the incumbent LECs (unbundled local
loops and T-1 facilities) to provide voice services. This enables RCN to
provide voice services to subscribers who are not directly connected to RCN's
advanced fiber optic network. As RCN's network expands to reach more areas
within a target market, subscribers served by these temporary connections will
be migrated to RCN's advanced fiber optic network. Within a building (or small
grouping of buildings), a voice service hub is established by installing
Integrated Digital Loop Carrier ("IDLC"} equipment, which acts as the point of
interface between the SONET backbone facility and the intra-building wiring.
Each IDLC is installed with a standby power system and is capable of serving
between 672 and 2048 lines (maximum), depending on the specific type of
egquipment utilized. The IDLC is capable of supporting a wide range of both
non-switched services (DS-1, digital data) and switched voice services and
features including ISDN, Centrex, Custom Calling and CLASS features. Within
each building, internal wiring (twisted pair copper cable) connects the IDLC
to the cugstomer premises and the customer-owned telephone ecuipment. In
certain instances, voice service is extended to other buildings in the building
group or cluster via either fiber optic cable or twisted pair copper cable. At
the time of initial wiring, RCN generally installs wiring in excess of its
initial requirements, in order to meet future subscriber demand.

In residential overbuild situations, RCN provides a fiber-rich local
distribution architecture for the delivery of voice services to the residential
or commercial subscriber. Fiber optic backbone facilities using SONET transport
electronics provide interconnection from the telephony distribution electronics
to the RCN 5ES3-2000 local telephony switch. Fiber optic facilities are utilized
to transport the telephony signals to a residential service area node, a point
typically within 900 feet from the furthest subscriber. The distribution
facilities between the node and the subscriber can either be coaxial cable,
fiber optic cable, or in some cases, twisted pair copper cable.

Video Programming

Advanced Fiber Optic Networks. There are presently fouwr video head-end
locationg within RCN's advanced fiber optic networks ({(i.e., New York City,
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Boston, Lehigh Valley, PA and Washington, D.C.). The video head-ends consist of
optical transmitters, optical receivers, satellite receivers, signal processors,
medulators, encoding equipment, digital video transport equipment and network
status monitoring and automated tape distribution equipment. From the head-end,
the video signals are transported to secondary hub sites in either digital or
analog signal format. Once the signal is received at the secondary hub site, the
signal is conditioned, processed and interconnected to the local fiber optic
transport facilities for distribution to the video subscribers. The video
signals are distributed to individual fiber nodes or receivers via the same
fiber optic cable used to deliver the voice and data service. The fiber cable
terminates in a fiber optic receiver within an individual building or video
service area. From the fiber node, coaxial cable and related distribution
equipment iz used to distribute the video signals to the customer premises. The
bandwidth of the video distributicon is a minimum of 860 MHz, which is capable of
supporting between 90 and 110 analog video channels plus a substantial number

of digital video channels. This distribution plant is specifically designed to
be predominantly fiber-based, which increases the reliability and improves the
quality of the services delivered as compared to traditional cable television
distribution architectures.

Wireless Video. RCN also owns and operates a "wireless video" television system
(which was formerly operated as Liberty Cable Television of New York and
acquired by RCN in 1996) using point-to-point 18GHz microwave technology. RCN is
utilizing this system in New York City as an alternate platform for delivering
television programming to buildings that are not yet connected to the advanced
fiber optic network. RCN expects that the majority of the buildings currently
served by the wireless service will ultimately be connected to the network to
the extent that connection is feasible. As buildings are comnected to the RCN
network, RCN will reuse the microwave equipment to provide service to other
customers in off-network premises. The transmission equipment and microwave
gervices used to provision RCN's wireless service are provided by Bartholdi
Cable, which formerly operated Liberty Cable Television of New York. Bartholdi
Cable has agreed to provide transmission services to RCN until RCN has either
converted the subscribers to its advanced fiber optic network or has obtained
FCC authority to provide such services pursuant to its own licenses. In
addition, Bartholdi Cable has agreed to transfer to RCN the transmission
equipment on demand. Bartholdi Cable's obligation to provide transmission
services is subject to Bartholdi Cable having authority to provide such
services. The qualifications of Bartholdi Cable to hold certain of the licenses
needed to provide transmission services to RCN are at issue in an FCC proceeding
in which an Initial Decision was released on March 6, 1998. In the Initial
Decision, the Administrative Law Judge found Bartholdi Cable ungualified with
regpect to 15 such licenses. The Initial Decision will become effective 50 days
after its release unless Bartholdi Cable, as expected, files exceptions to the
Initial Decision within 30 days of its release or the FCC elects to review the
case on its own motion.

With the exception of one license all other overlapping paths to Bartholdi
licenses have been approved by the FCC. The Company expects that the FCC will
issue the final license during 1999.

Hybrid Fiber/Coaxial Cable Systems. RCN owns and operates Hybrid Fiber Coaxial
cable television networks in Pennsylvania, New Jersey and New York State
(outside of New York City). These networks offer expanded bandwidth and a
platform for two-way services, and have an aggregate of 592 route miles of fiber
optic cable. The network in Pennsylvania includes a separate high capacity fiber
optic ring with a minimum 84 fibers (covering approximately 100 route miles),
which is designed and constructed to support a competitive telephony network.
The New York system includes 211 route miles of fiber optic cable serving
approximately 101 nodes from one head-end. Approximately 70% of the New York
system is two-way active 750 MHz plant with 84 active channels of programming.
The New Jersey system includes 145 route miles of fiber optic cable and
generally operates a 400/450 MHz plant. The New Jersey system has over 30 miles
of two-way plant active and provides 62 channels of video preogramming. The
Pennsylvania system consists of 2,700 miles of coaxial cable and 236 route miles

26




of fiber cable. The Pemnnsylvania system serves 150 nodes from one head-end, and
operates at 550 - 750 MHz with approximately 80 active channels. All of the
Company's Hybrid Fiber Coaxial cable systems are 100% one-way addressable.

These fiber-rich networks provide a basic fiber optic platform capable of
enhancement for supporting two-way services, such as high-speed Internet
services. RCN is pregently expanding the fiber capacity in some of these
fiber/coaxial cable television networks so that they will be capable of
delivering switched two-way services in the near future.

Data Services. RCN's Internet access and data transmission services are
currently provided over the advanced fiber optic network via dial-up modems
facilitated through the RCN voice network in on-net subscriber applications.

In off-net situations, subscribers use conventional dial-up modems through the
incumbent LEC network to access RCN's Internet transmission network. RCN is
beginning to offer Internet and data transmission services via cable modems.
Cable modems, which utilize the broadband coaxial plant, offer higher speed
access for data transmission than the speeds achieved by conventional telephone
dial-up technology.

RCN is presently developing a long haul, high-bandwidth fiper optic transport
facility that will traverse from Boston to Washington D.C. This facility will
utilize fiber that RCN recently acquired in an arrangement with Qwest and be
used to provide high speed connectivity between each of RCN's points of presence
along the Northeast Corridor. It will initially provide long distance telephone
and internet connectivity along this corridor for RCN's customers.

RCN provides high quality Internet access services to businesses by utilizing
high-speed access via ISDN, frame relay, fractional T-1, T-1 and T-3 circuits.
RCN's network infrastructure currently supports modems with dial-access speeds
of up to 56 KBPS. RCN provides new dial-access subscribers with an easy-to-
install proprietary access software package, which incorporates a telephone
dialer, an e-mail platform, a Web browser (Microsecft Corp.'s Microscoft Internet
Explorer) and SurfWatchTM scoftware for parental control over Internet content
access. This software package permits simplified access to the Intermet through
a "point and c¢lick" graphical user interface. After installation, the subscriber
has a direct connection to the Internet using Point-to-Point Protocecl and access
to all of the Internet's resources, including e-mail, the World Wide Webk, Usenet
News service and Internet Relay Chat. Access software automatically displays the
RCN World Wide Web site each time a subscriber logs on, providing RCN with the
opportunity to communicate with its subscribers at the start of each session.
RCN maintains "24 x 7" sgubscriber and technical support 365 days a year.

RCN services currently rely on the widespread commercial use of Transmission
Control Protocol/Internet Protoceol ("TCP/IP"). Alternative open and proprietary
protocol standards that compete with TCP/IP, including proprietary protocels
developed by International Business Machines Corporation ("IBM"} and Novell,
Inc. have been or are being developed. The adoption of such new industry
standards could render the Company's existing services obsolete and unmarketable
or require reduction in the fees charged therefore.

RCN relies on a combination of copyright, trademark and trade secret laws and
contractual restrictions to establish and protect its proprietary technology.
However, there can be nc assurance that RCN's technology will not be
misappropriated or that equivalent or superior technologies will not be
developed. In addition, there can be no assurance that third parties will not
assert that RCN's services or its users' content infringe their preopristary
rights. The Company has obtained authorization, typically in the form of a
license, to distribute third-party software incorporated in the RCN access
software product for Windows 3.1, Windows 95, Windows NT and Macintosh
platforms. The Company plans to maintain or negotiate renewals of existing
goftware licenses and authorizations. The Company may desire or need to license
other applications in the future we believe that all of our properties are in
good operating condition,
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ITEM 3. LEGAL PROCEEDINGS

In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the results of operations or financial condition of
the Company.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders of the Registrant
during the fourth guarter of the Registrant's 1998 fiscal year.

EXECUTIVE OFFICERS OF THE REGISTRANT

Pursuant to General Instruction G(3) of Form 10-K, the following list is
included as an un-numbered Item in Part I of this Report in lieu of being
included in the definitive proxy statement relating to the Registrant's Annual
Meeting of Shareholders to be filed by Registrant with the Commission pursuant
to Section 14 (A) of the Securities Exchange Act of 1934 (the "1934 Act").

Executive Officers of the Registrant

David C. McCourt, 42, has been the Chairman and Chief Executive Officer
of the Company as well as a Director since September 1937. Mr. McCourt
has served as a Director and Chairman and Chief Executive Officer of
Cable Michigan from September 30, 19537 to November 199%8. In addition, he
is a Director and Chairman of Commonwealth Telephone Enterprises, Inc.
{"CTE") positions he has held since October 1993. Mr. McCourt was Chief
Executive Qfficer of CTE from October 1993 to December 1998. Mr. McCourt
has also been President and Chief Executive Officer, as well as a
Pirector of Level 3 Telecom Holdings, Inc. formerly Kiewit Telecom
Holdings, Inc. He was also Chairman and Chief Executive Officer as well
as a Director of Mercom from October 1993 to November 1998. Directoxr of
MFS Communications Company, Inc. from July 1990 to December 1996,
Pregident and a Director of Metropolitan Fiber Systems/ McCourt, Inc., a
subsidiary of MFS Telecom, Inc., since 1988, has been a Director of
Cable Satellite Public Affairs Network ("C-SPAN"} since June 1995, was a
Director of WorldCom, Inc. from December 1996 to March 1988 and is a
Director of Kiewit Diversified Group, Inc. now Level 3 Communications,
Inc. since August 1997.

Michael J. Mahoney, 48 has been the President and Chief Operating
Officer, as well as a Director of the Company since September 158%7.

Mr. Mahoney is also a Director of CTE, a position he has held since
May 1995. Mr. Mahoney was President and Chief Operating Officer of

CTE from February 1994 to September 1997, President and Chief Operating
Officer of Mercom from February 19%4 to October 1897 and a Director of
Mercom from January 1894 to November 1998. In addition, he was
Executive Vice President of Cable Television Group from June 1991 to
March 1994 and Executive Vice President of Mercom from December 1991 to
March 1994.

Bruce C. Godfrey, 43, has been the Executive Vice President, Chief
Financial Officer, and Director of the Company since September 139%7.
Mr. Godfrey was Corporate Secretary of the Company from September 1937
to August 1998. Mr. Godfrey was also a Director of Cable Michigan as
well as its Corporate Secretary from September 1997 to September 1998.
Mr. Godfrey has been a Director of CTE since November 1996, Executive
Vice President and Chief Financial Officer of CTE from April 1994 to
December 1998. He was Executive Vice President and Chief Financial
Officer of Mercom from April 1994 to October 1997 and a Director of
Mercom from May 1994 to November 1998 and Corporate Secretary from
October 1997 to September 13898. Mr. Godfrey was also Senior Vice
President and Principal of Daniels and Associates from January 1984
to April 1994.

Michael A. Adams, 41, has been the President of Technology and Network
Development Group of the Company and Executive Vice President of the
Company since September 1997. Mr. Adams held the corresponding position
at CTE from November 1996 to September 1597. Prior to that date, Mr.
Adams held the following positions: Executive Vice President of
Technology and Strategic Development of CTE from August 1996 to November
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1996, Executive Vice President of CTE's Communications Services Group
from September 1994 to June 1996, Vice President of Technology from
November 1993 to September 1994, Vice President of Engineering for RCN
Telecom Services, Inc., a wholly owned subsidiary of RCN, from September
1992 to October 1983.

Mark Haverkate, 44, has been the Executive Vice President, Business
Development of the Company since September 1997. Mr. Haverkate was
President and Chief Operating Officer and a Director of Cable Michigan
from September 1997 to November 1998. He was President and Chief
Operating Officer of Mercom, from Octcber 19%7 to November 1998. He was
the President of RCN Development (a division of RCN) from June 1997 to
September 1997. Previously, he was President for Business Operations of
RCN Telecom Services, Inc. from November 1996 to June 1997, Executive
Vice President of RCN Telecom Services, Inc. from August 1996 to
November 1996, Executive Vice President of CTE's Cable Television Group
from July 1995 to August 1996, Executive Vice President of Development
for CTE from Fekbruary 1995 to July 1995, Executive Vice President for
Development at Mercom from November 1995 to February 1596, Vice
President of Development for CTE from December 1993 to February 1995,
Vice President for Development at Mercom from December 1993 to February
1995, Vice President of CTE's Cable Television Group from October 1989
to December 1993.

Ralph S. Hromisin, CPA, 38, has been Senior Vice President and Chief
Accounting Cfficer of the Company since August 1958. He was Vice
President and Chief Accounting Officer from September 1937 to August
1998. He was Vice President and Chief Accounting Officer of Cable
Michigan, Inc. from September 1997 to November 1998. He is Vice
President and Chief Accounting Officer of CTE since September 1997.

He served ag Vice President and Corporate Controller of CTE from August
1994 to September 1997. Mr. Hromisin was Vice President and Corporate
Controller for Mercom from October 19%6 to November 1998, and Director
of Corporate Accounting for CTE from March 1992 to August 1994.

Paul E. Sigmund, 34, is Executive Vice President of the Company since
September 1997 and Executive Vice President of RCN Internaticnal
Holdings since 1996. Previously, Mr. Sigmund was a Vice President at
Smith Barney, Inc. from 1994 to 1996; an Associate at the law firm
Skadden, Arps, Slate, Meagher & Flom from 1993 to 1924 and an Investment
Associate at the Internatiomal Finance Corporation/World Bank from 1986
to 1989,

Timothy J. Stoklosa, 38, has been the Senior Vice President and
Treasurer of the Company since September 1997. He also has been Senior
Vice President of Finance of CTE since February 1997 and Treasurer of
CTE since August 1994. Mr. Stoklosa was Executive Vice President and
Chief Financial Cfficer of Cable Michigan and Mercom from Octcber 1%97
to November 1998. Previously, Mr. Stoklosa was Vice President of Finance
of CTE from May 1995 to February 1997, Manager of Mergers and
Acquisitions at Peter Kiewit Sons, Inc. from October 1991 to August 1554
and Senior Financial Analyst of Corporate Development at Citizens
Utilities Co. from February 1990 to October 1591.

John J. Jones, 32, has been Executive Vice President, General Counsel
and Corporate Secretary of the Company and CTE since July 19598. Mr.
Jones served as Vice President, General Counsel and Corporate Secretary
of Designer Holdings, Ltd. from January 1996 to December 1937. Prior to
that time, Mr. Jones was engaged in the private practice of law at the
law firm of Skadden, Arps, Slate, Meagher & Flom beginning in September
1991 rto August 1995.

David Epstein, 30, has been President of RCN Internet Services since
February 1999. Mr. Epstein was Senior Vice President of Customer Contact
of the Company from November 1998 to February 1999. Mr. Epstein was
responsible for the integration of RCN's ISP purchases from July

30




1998 to November 1998. He was a co-founder of MTP, LLC that did
business as JavaNet in July 1995 and served as a managing member
until RCN purchased the company in July 1998. Prior to founding
JavaNet, he was emploved at The Stock Market, a stock photography
agency, from November 1994 to June 1995 as the Director of the
International Division. Mr. Epstein was the Director of Multimedia
Projects for Black Book Marketing Group (BBMG) from August 1992

to October 1994.

Rajan Chopra, 47, has been President of the Business and New Product
Development group since January 21, 1999. Mr. Chopra was Vice President
of Chase Manhattan Bank from June 1995 to July 1998 responsible for
strategic fixed income derivatives trading and risk management. Mr.
Chopra was a Director of Proprietary Trading of CDC Capital, Inc.

from January 1994 to May 1995.
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PART II

ITEM 5. Market for the Registrant's Common Stock and Related Shareholder
Matters

The Company's Common Stock is traded on the NASDAQ stock exchange.
There were approximately 2,834 holders of Registrant's Common Stock on
February 28, 1999. The Company maintains a no cash dividend policy. The
Company does not intend to alter this peolicy in the foreseeable future. Other
infermation required under Item 5 of Part II is set forth in Note 19 to the
congolidated financial statements included in Part IV Item l4({a) {1) of this Form
10-K.

ITEM 6. Selected Financial Data

Information required under Item 6 of Part II is set forth in Part IV
Item 14 (a) (1) of this Form 10-K.

ITEM 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations

Information required under Item 7 of Part II is set forth in Part IV
Item 14 (a) {1) of this Form 10-K.

ITEM 7a. Quantitative and qualitative disclosures about market risk.

Information required under Item 7 of Part II is set forth in Part IV
Item 14 {a) (1} of this Form 10-K.

ITEM 8. Financial Statements and Supplementary Data.
The consclidated financial statements and supplementary data regquired
under Item 8 of Part II are set forth in Part IV Item 14 (a) {1) of this
Form 10-K.

ITEM 9. Disagreements on Accounting and Financial Disclosure.
During the two years preceding December 31, 1998, there has been
neither a change of accountants of the Registrant nor any disagreement
on any matter of accounting principles, practices, or financial

statement disclosure.
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PART TII
ITEM 10. Directors and Executive Officers of the Registrant

The information required under Item 10 of Part III with respect to the
Directors of Registrant is set forth in the definitive proxy statement relating
to Registrant's Annual Meeting of Shareholders to be filed by the Registrant
with the Commission pursuant to Section 14(a) of the 1934 Act and is hereby
specifically incorporated herein by referenced thereto.

The information required under Item 10 of Part III with respect to the
executive officers of the Registrant is set forth at the end of Part I herecof.

ITEM 11. Executive Compensation

The information requirsd under Item 11 of Part III is set forth in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholders to be filed by the Registrant with the Commission pursuant to
Section 14(a) of the 1934 Act, and is hereby specifically incorporated herein by
reference thereto.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management

The information required under Item 12 of Part III is included in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholders to be filed by Registrant with the Commission pursuwant to Section
14 (a) of the 1934 Act, and is hereby specifically incorporated herein by
reference thereto,

ITEM 13. Certain Relationships and Related Transactions

The information required under Item 13 of Part III is included in the
definitive Proxy Statement to Registrant's Annual Meeting of Shareholders to be
filed by Registrant with the Commission pursuant to Section 14 (a) of the 1934
Act, and is hereby specifically incorporated herein by reference thereto.
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PART IV
ITEM 14. Exhibits, Financial Statement Schedules and Report on form 8-K.
ITEM 14 (a) (1) Financial Statements:

Consclidated Statements of Operations for the Years Ended December 31,
1998, 1997 and 1996.

Consolidated Statements of Cash Flows for Years Ended December 31, 1998,
1997 and 199%6.

Consolidated Balance Sheets - December 31, 1998 and 1997.

Consclidated Statements of Changes in Common Shareholders' Equity for
Years Ended December 31, 1998, 1997 and 1996.

Notes to Consolidated Financial Statements
Report of Independent Accountants
ITEM 14 (a) (2) Financial Statement Schedules:

Description
Condensed Financial Information of Registrant for the Year Ended
December 31, 19%98. {Schedule I)

Valuation and Qualifying Accounts and Reserves for the Years Ended
December 31, 1998, 1997 and 19296 (Schedule II}

All other financial statement schedules not listed have been omitted
since the required information is included in the consclidated financial
statements or the notes thereto, or are not applicable or regquired.

ITEM 14 (a) (3) Exhibits:

Exhibits marked with an asterisk are filed herewith and are listed in the
index to exhibits of this Form 10-XK. The remainder of the exhibits have been
filed with the Commission and are incorporated herein by reference.

{2) Plan of acquisition, reorganization, arrangement and Report on Form 8-K

{(a) Form of Distribution Agreement among C-TEC Corporation, Cable Michigan,
Inc. and the Registrant is incorporated herein by reference to Exhibit 2.1
to the Company's Amendment No. 2 to Form 10/A filed September 5, 1997
(Commission File No. 0-22825.)

(3) Articles of Incorporation and By-laws

{a) Form of Amended and Restated Articles of Incorporation of the Registrant
are incorporated herein by reference to Exhibit 3.1 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1897 (Commission File No.
0-22825.}

(b} Form of Amended and Restated Bylaws of the Registrant are incorporated
herein by reference to Exhibit 3.2 to the Company's Amendment No. 2 to
Form 10/A filed September 5, 1997 (Commission File No. 0-22825.)
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(4)

(a}

{b)

{c)

(d)

(e)

(£}

(g)

{h)

{10)

(a)

(b)

{e)

Instruments defining the rights of security holders, including indentures

credit Agreement dated as of July 1, 1957 among C-TEC Cable Systems, Inc.,
comVideo Systems, Inc¢., C-TEC Cable Systems of New York, Inc. and First
Union National Bank, as agent is incorporated herein

by reference to Exhibit 4.1 to the Company's Amendment No. 2 to Form 10/A
filed September 5, 1997 (Commission File No. 0-22825.)

Indenture dated as of February 6, 1998 between the Company, as Issuer, and
The Chase Manhattan Bank, as Trustee, with respect to the 9.80% Senior
Discount Notes due 2008 (incorporated by reference to Exhibit 4.1 to the
Company's Registration Statement on Form S-4 ("1998 Form S$-4") filed on
March 23, 1998) {(Commission File No. 0-22825.}

Form of 9.80% Senior Discount Notes due 2008, Series B {included in
Exhibit 4.1) (incorporated by reference to Exhibit 4.2 to the Company's
1998 Form S-4) (Commission File No. 0-22825.)

Indenture dated as of Octocber 17, 1997 between the Company, as Issuer, and
The Chase Manhattan Bank, as Trustee, with respect to the 10% Senior Notes
due 2007 {incorporated by reference to Exhibit 4.1 to the Company’'s
Registration Statement on Form $-4 ("Form S-4"} filed on November 26,
1997) (Commission File No. 0-22825.)

Form of the 10% Senior Exchange Notes due 2007 {(included in Exhibit 4.4}
{incorporated by reference to Exhibit 4.2 to the Company's Form S-4)
(Commission File No. 0-22825.)

Indenture dated as of October 17, 1997 between the Company, as Issuer, and
The Chase Manhattan Bank, as Trustee, with respect to the 11 1/8% Senior
Discount Notes due 2007 (incorporated by reference to Exhibit 4.3 to the
Company's Form S-4) (Commission File No. 0-22825.)

Form of the 11 1/8% Senior Discount Exchange Notes due 2007 (included in
Exhibit 4.6} {incorporated by reference to Exhibit 4.4 to the Company's
Form S$-4) ({(Commission File No. 0-22825.)

Escrow Agreement dated as of October 17, 1997 among The Chase Manhattan
Bank, as escrow agent, The Chase Manhattan Bank, as Trustee under the
Indenture (as defined therein), and the Company (incorporated by reference
to Exhibit 4.6 to the Company's Form S-4)} (Commission File No. 0-22825.)

Material Contracts

Tax Sharing Agreement by and among C-TEC Corporation, Cable Michigan, Inc.
and the Regisgstrant is incorporated herein by reference to Exhibit 10.1 to
the Company's Amendment No. 2 to Form 10/A filed September 5, 1997
(Commigsion File No. 0-22825.}

Dark Fiber IRU Agreement dated as of May 8, 1997 among Metropolitan Fiber
Systems/McCourt, Inc. and RCN Telecom Services of Massachusetts, Inc. is
incorporated herein by reference to Exhibit 10.2 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
0-22825.)

Dark Fiber IRU Agreement dated as of May 8, 1997 among Metropolitan Fiber
Systemgs of New York, Inc. and RCN Telecom Services of New York, Imc. is
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(d)

(e}

(£)

(g)

(h)

(i}

(i)

21*
23*
24%*

27*

incorporated herein by reference to Exhibit 10.3 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
0-22825.)

Joint Venture Agreement dated as of December 23, 1996 between RCN Telecom
Services, Inc. and Boston Energy Technology Group, Inc. is incorporated
herein reference by Exhibit 10.7 to the Company's Amendment No. 2 to Form
10/A filed September 5, 1997 (Commission File No. 0-22825.})

Amended and Restated Operating Agreement of RCN-BecoCom, LLC dated as of
June 17, 1997 is incorporated herein by reference to Exhibit 10.8 to the
Company's Amendment No. 2 to Form 10/A filed September 5, 1997 {(Commission
File No. 0-22825.)

Management Agreement dated as of June 17, 1997 among RCN Operating
Services, Inc. and BecoCom, Inc. is incorporated herein by reference to
Exhibit 10.9 to the Company's Amendment No.2 to Form 10/A filed September
5, 1997 (Commission File No. 0-22825.)

Construction and Indefeasible Right of Use Agreement dated as of June 17,
1997 between BecoCom, Inc¢. and RCN-BecoCom, LLC is incorporated herein by
reference to Exhibit 10.10 to the Company's Amendment No. 2 to Form 10/A
filed September 5, 1997 (Commission File No. 0-22825.)

License Agreement dated as of June 17, 1997 between Boston Edison Company
and BecoCom, Inc. is incorporated herein by reference to Exhibit 10.11 to
the Company's Amendment No. 2 to Form 10/A filed September 5, 1997
{(Commission File No. 0-22825.)

Joint Investment and Non-Competition Agreement dated as of June 17, 1397
among RCN Telecom Services of Massachusetts, Inc., BecoCom, Inc. and RCN-
BecoCom, LLC is incorporated herein by reference to Exhibit 10.12 to the
Company's Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission
File No. 0-22825.)

Amended and restated Operating Agreement of Starpower Communications,
L.L.C. by and between Pepco Communications, L.L.C. and RCN Telecom
Services of Washington, D.C. Inc. dated October 28, 1997 is incorporated
herein by reference to Exhibit 10.13 to the Company's Annual Report on
Form 10-K for the year ended December 31, 1997 (Commission File No. 0-
22825.)

Subsidiaries of Registrant

Consent of PricewaterhouseCoopers LLP with respect to RCN Corporation
Power of Attorney

Financial Data Schedule
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99 (a} Report on Form 11-K with respect to the RCN Savings and Stock
Ownership Plan will be filed as an amendment to this Report on Form 10-K.

ITEM 14. {b) Reports on Form 8-K

On December 14, 1998, the Company filed an 8-K regarding the November 13, 1598
purchase by David C. McCourt, the Chairman and Chief Executive Officer of the
Registrant, of 32 million aggregate principal amount of 11 1/8% Senior Discount
Notes due October 15, 2007 of the Registrant.
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SIGNATURES

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

Date: March 31, 1999 RCN Corporation

By: \s\ David C. McCourt

bavid C. McCourt
Chairman and Chief Executive Officer

Pursuant to the requirements cof the Securities Exchange Act of 1934, this repert
has been signed below by the following persons on behalf of the Registrant and
in the capacities and on the dates indicated.

Signature Title bate

PRINCIPAL EXECUTIVE AND ACCOUNTING OFFICERS:

\8\ David C. McCourt Chairman and Chief March 31, 1999
-------------------------- Executive Officer
David C. McCourt

\s\ Michael J. Mahoney President and Chief March 31, 1999
-------------------------- Operating Officer
Michael J. Mahoney

\s\ Bruce C. Godfrey Executive Vice President March 31, 1999
-------------------------- and Chief Financial Officer
Bruce C. Gedfrey

\s\ Ralph 5. Hromisin Senior Vice President and March 31, 1999
—————————————————————————— Chief Accounting Officer
Ralph S. Hromisin




DIRECTORS :

\s\ David Q. McCourt

David C. McCourt

\s\ James Q. Crowe

James Q. Crowe

\s\ Walter E. Scott, Jr.

Walter E. Scott, Jr.

\8\ Richard R. Jarocs

Richard R. Jaros

\s\ Thomas May

Thomas May

\s\ Alfred Fasola

Alfred Fasola

\s\ Thomas P. O'Neill, III

Thomas P. O'Neill, TIII

\s\ Eugene Roth

Eugene Roth

\s\ Stuart E. Graham

Stuart E. Graham

\s\ Michael B. Yanney

Michael B. Yanney

\s\ Michael J. Mahoney
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SCHEDULE I

RCN CORPORATION
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF OPERATIONS
(THOUSANDS OF DOLLARS)

For the Years Ended December 31,

1998 1987

Sales 5 177 s 40
Costs and expenses, excluding

depreciation and amortization 18,470 498
Operating income (loss) (18,293) (458)
Interest income 2,834 661
Interest expense (106,161) (12,791)
{Loss) before income taxes (121,620) (12,588)
{(Benefit) for income taxes {(36,164) {4,388)
Equity in (loss) of

consolidated entities {119, 988) {44,191)
Net (loss) $ {205,442) $ (52,391)

Barnings {(loss) per average common share:
Net (loss) 3 (3.38) S {0.95)
Weighted average common shares outstanding 61,187,354 54,965,716




SCHEDULE I

RCN CORPORATION
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
BALANCE SHEET
(THOUSANDS OF DOLLARS}

December 31,

1998 1997
ASBSETS
Current assets
Cash and temporary cash investments S 15 S =
Accounts receivable from related parties 99 3,291
Accounts receivable from affiliates 13,172 1,977
Accounts receivable 4 -
Prepayments & other 25,120 211
Investments restricted for debt service 22,500 22,500
Total current assets 60,910 27,979
Investments restricted for debt service 19,869 39,411
Investments 1,444,450 859,271
Unauthorized debt issuance cost 26,640 19,188
Deferred charges and other assets 9,525 2,877
Total assets $1,561,394 $ 948,726
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Accounts payable affiliate 20,368 4,034
Accrued interest 4,813 4,687
Accrued expenses 152 318
Total current liabilities 25,333 9,039
Long-term debt 1,164,615 583,103
SHAREHOLDERS' EQUITY
Common stock 65,477 27,495
Deficit {222,558} (17,116)
Additional paid in capital 539,770 349,261
Cumulative translation adjustment {3,055} {3,056)
Unrealized appreciation on investments 1,113 =
Treagury stock (9,301} -
Total common shareholders' equity 371,446 356,584
Total liabilities and shareholders' equity $1,561,394 $ 948,726




SCHEDULE I

RCN CORPORATION
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF CASH FLOWS
(THOUSANDS OF DOLLARS)

For the years Ended December 31,

1398 1397
CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss) $(205,442) $ (52,391)
Deferred income taxes and investment tax credits {7,728) (2,877)
Working capital {19,009) 2,749
Equity in loss of consolidated entity 119,986 44,191
Noncash accretion of discounted senior notes 80,925 8,103
Amertization of financing costs 2,733 -
Noncash write-off of acquired R&D 18,293 -
Other 1,080 =
Net cash (used in) operating activities (9,162) (225)
CASH FLOWS FROM INVESTING ACTIVITIES:
Acguisitions (47,028) 167
Other {562,108) 17
Net Cash Provided by investing activities {609,134) 184
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuance of common stock 112,866 -
Iasuance of long-term debt 500,587 575,000
{Increase) in cash restricted for debt service - (61,250}
Interest paid on senior notes 22,315 -
Financing coats {10,185) {1%,188)
Tranafer (to) CTE = (494,751)
Proceeds from the excercise of atock opticne 1,969 230
Purchase of treasury stock (9,301) =
Net cash provided by financing activities €18,311 41
Net increase/(decrease) in cash and temporary cash investments 15 1]
Beginning cash & temporary cash investments 0 [}

Ending cash & temporary cash investments 5 15 5 0




SCHEDULE II
RCN CORPORATION
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
FOR THE YEARS ENDED DECEMBER 31, 1998, 1997, AND 1996
{THOUSANDS OF DOLLARS}

COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E
ADDITICM
BALANCE AT CHARGED CHARGED BALANCE AT
BEGINNING OF TO CDSTS TO OTHER END OF
DESCRIPTION PERIOD AND EXPENSE ACCOUNTS DEDUCTIONS PERIOD

ALLOWANCE FOR DOUBTFUL ACCOUNTS-
DEDUCTED FROM ACCQUNTS RECEIVABLE
IN THE CONSOLIDATED BALANCE SHEETS

1998 52,134 54,096 51,215 51,679 55,766
1937 $ 861 $2,732 s 997 52,456 $2,14
1335 $ EB07 $1,788 % {556} § 978 $ 851

ALLOWANCE FOR DEFERRED TAX ASSETS-
DEDUCTED FROM DEFERRED TAX ASSETS
IN THE CONSOLIDATED BALANCE SHEETS

1938 $8,404 564,498 512,953 £3,797 $82, 068
1397 $3,691 55,777 s = 51,0684 s 8,404
1996 $2,022 $ 1,821 E 26 § 278 S8 3,831




RCN CORPORATION
SELECTED FINANCIAL DATA

Thousands of Dollars Except Per Share Amounts

For the Years Ended December 31,

Sales
{Loss) income before extraordinary charge and
cumulative effect of change in accounting
principle
Basic and diluted {loss) ircome per average
commor: share before extracrdinary charge
and cumulative effect of change in
accounting principle
Dividends per share
Total assets
Long-term debt, net of current maturities

$§ 210,940
§ (204,801)

3 (3.35)

$1,907,615
$1,263,036

1997 1996
$ 127,2%7 5 104,910
$ (45,181) 5§ (5,989
3 (0.89) % (0.11)
$1,150,982 § 628,085
$ 686,103 % 131,250

$ 91,897
s 2,114

s 0.04

$ 649,610
$ 135,250

$ 3,736

$ 0.11

$ 568,586
$ 154,000



MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
{Dollars in thousands, except per share data)

Certain statements contained in this annual report are "forward-looking
statements" within the meaning of the Private Securities Litigation Reform Act
of 1995 and are thus prospective. Such forward-loocking statements include, in
particular, statements made as to plans tc develop networks and upgrade
facilities, the market opportunity presented by markets targeted by the Company,
the Company's intention to c¢onnect certain wireless video resale telephone and
Internet service customers to its advanced fiber optic networks, the development
of the Company's businesses, the markets for the Company's services and
products, the Company's anticipated capital expenditures, the Company's
anticipated sources of capital, the Company's state of Year 2000 readiness, and
effects of regulatory reform and competitive and technoleocgical developments. No
assurance can be given that the future results covered by the forward-looking
statements will be achiewved. Such statements are subject to risks, uncertainties
and other factors which could cause actual results to differ materially from
future results expressed or implied by such forward-looking statements.

The following discussion should be read in conjunction with the Company's
historical Consoclidated Financial Statements and Notes thereto:

GENERAL

RCN Corporation (the "Company" or "RCN") provides a wide range of
telecommunications services through high speed, high capacity advanced fiber
optic networks. RCN currently offers local and long distance telephone, video
and data services, including high speed Internet access. We provide ocur services
primarily to residential customers in selected markets with high levels of
population density and favorable demographics. RCN's initial advanced fiber
optic networks have been established in selected markets in the Boston to
Washington D.C. corridor and RCN has begun developing advanced fiber coptic
networks in the San Francisco to San Diego corridor.

The Company expects that the operating and net losses from its business will
rise in the future as it expands and develops its network and customer base.

There can be no assurance that RCN will achieve or sustain profitability or
peositive operating income in the future as it develops its advanced fiber optic
network.

The operating losses have resulted primarily from expenditures associated with
the development of the Company's operational infrastructure and marketing
expenses. The Company expects it will continue to experience negative operating
income while it continues to invest in its networks and until such time as
revenue growth is sufficient to fund operating expenses. The Company expects to
achieve positive operating margins over time by (i) increasing the number of
customers it serves, (ii) increasing the number of connections per customer by
cross marketing its services and promoting bundled service options and therefore
increasing the revenue per customer, (iii) lowering the costs associated with
new subscriber additions and (iv) reducing the cost of providing services by
capturing economies of scale. The Company expects its operating revenues will
increase in future periods through internal growth of its current advanced fiber
optic networks, increases in penetration, and increases in the number of
services per customer; however, the Company also expects that operating logses
will increase for some periocd of time as the Company initiates network
development in new markets and expands its current networks. When the Company




makes its initial investment in a new market, the operating losses typically
increase as the network and sales force are expanded to facilitate growth. The
Company's ability to generate positive cash flow in the future will depend on
the extent of capiral expenditures in current and additional markets, the
ability of the joint ventures to generate revenues and cash flow, competition in
the Company's markets and any potential adverse regulatory developments. The
Company will be dependent on various financing sources to fund its growth as
well as continued losses from operations. There can be no assurance that such
funding will be available, or available on terms acceptable to the Company.

See - "Liquidity and Capital Resources.®

The terms of the Company's joint ventures regquire the mutual consent of the
Company and its joint venture partner to distribute or advance funds to the
Company. The Company's debt agreements allow subaidiaries and joint ventures to
incur indebtednass for netwoxk buildout coets, which indebtedness may contain
limitations on the subsidiaries' and the joint ventures' ability to pay
dividends and distributions to the Company. Cash flows available to the Company
in future perioda will be affected by the extent to which operations are
conducted through jeint ventures. Due to the degree of control that the Company
has in the joint ventures, RCK accounts for the BECO jeint venture on a
consolidated basis and for Starpower under the equity method of accounting.

Prior to September 30, 1997, the Company was operaced as part of C-TEC
Corporation. COn September 3¢, 1997, C-TEC distributed 1008 of the outstanding
shares of common atock of its wholly owned subsidiaries, RCN Corporation (*RCN"}
and Cable Michigan, Inc. ("Cable Michigan®) to holders of racord of C-TEC'a
Common Stock and C-TEC's Class B Common Stock as of the close of business on
September 1%, 1397 (the *"Distribution”) ip accordance with the terms of a
Distribution Agreement dated September 5, 1997 among C-TEC, RCN and Cable
Michigan. At the time of the distribution, RCN consisted primarily of C-TEC's
high growth, bundled residential voice, video and Internet access operaticns in
the Boston to Washington, D.C. corridor, its existing New York, New Jersey and
Pennsylvania cable television operations, a portion of its long distance
cperations and its international investment in Megacable, S.A. da C.V. C-TEC,
RCN and Cable Michigan have entered into certain agreements providing for the
Distribution, and governing various ongoing relationships between the three
companies, inclucing a distribution agreement and a tax-sharing agreement. On
November &, 1998, Cable Michigan announced that its sale to Avalon Cable of
Michigan, Inc. was complete. As a result of the sale, Cable Michigan has no
ongoing support services relationship with RCN and CTE. The historical financial
information presented herein reflects periods during which the Company did not
oparate as an indlependent company and accordingly, certain assumptions were made
in preparing such financial information. Such information, therefore, may not
necessarily reflect the results of operations or the financial condition of the
Company which would have resulted had the Company been an independent, public
company during the reporting periods, and are not necessarily indicative of the
Company's future cperating results or financial condition.

In June 1397 the Firancial Accounting Standards Board (FASB) issued statement of
Financial hecounting Standard Ko, 131 "Disclosure about Segments of an
Enterprise and Related Information™ {"SFA3 131"), This statement, which
establishes standards for the reporting of information about operating segments
in interim and year end financial statements, is affective for fiscal yeaxs
beginning after December 15, 1%97. If applicakle, this statement would only
require addizional disclosures in the Company's consclidated Einancial
statements and ag such, its adoption will not have any impact on the Company's
consolidated financial position or resulta of operations. The Company's
operations involve develaping an advanced fiber network to provide a bundled
service package of voice, video and data services to new customers in high
density markets and migrating as many customers as is economically justified
which were servecd by the Company‘'s previously separate lines of businesa, for
which profitability was ssparately measurable and monitored, to the single
source network. While the Company's chief decision makers menitor the revenue
streams of the various products, operations are managed and financial
performance is evaluated based upon the delivery of multiple eervices to
customers over a single network. This allows the Company to leverage its network
costs to maximum profitability. It is management belief that the Company
operates as one reportable operating segment which contains many share expenses
generated by the Company's various revenue streams and that any segment
allocation of shared expenses incurred on a single network to multiple revenue
streams would be impractical and arbitrary; futhermore, the Company currently
doss not make such allocations internally. The Company’s chief decision makers
do, however, monitor financial performance in a way which is different from that
depicted in the historical general purpose financial statements in that such
measurement includes the consclidation of all joint venturea, including
Starpower which is not consolidated under generally accepted principles. Such
information, however, does not represent a separate segment under generally
accepted accounting principles and therefore it is not separately disclosed.

Results of Operations
YEAR ENDED DECEMEER 31, 1998 COMPARED TO YEAR ENDED DECEMBER 31, 1957:

Sales were $210,340 for the year ended December 31, 15%8 as compared to 5:27,2%7
for the year ended December 31, 1957.

Operating income before depreciation, amortization, non-recurring charge and
acquired research and development was (§51,412} for the year ended December
31, 1998 as compared to {4$7,670) for the year ended December 31, 1937.

Net losa was ($205,442}, or ($3.36) per average <ommon share for 1938 and
(852,391) ox {$0.35) per average common share for 1997,

Video sales ars comprised primarily of subscription fees for basic, premium
and pay-per-viaw cable television services; for both wirelesa and hybrid fiber/
coaxial cable customers in New York, New Jersey and Pennsylvania which the
Company expects to migrate to its advanced fiber networks over time as well

as for advanced fiber customers, primarily in Allentown, New York City and
Boston.




Voice sales include local telephone service fees consisting primarily of monthly
line charges, local toll and special features and long-distance telephone
service fees based on minutes of traffic and tariffed rates or contracted fees.
Voice sales include both resold services and traffic over the Company's own
switches.

Data sales represent Internet access fees billed at contracted rates.

For the year ended December 31, 1998 total sales were $5210,3940, an increase of
$83,643 or 65.7%, from $127,297 for the year ended December 31, 1997. The
increase resulted from higher total service connections which increased 219.6%
to approximately 855,000 at December 31, 1998 from approximately 268,000 at
December 31, 19%7. The increase in total service connections resulted
principally from dial-up internet connections from the acquisiticns of Erols
Internet, Inc. ("Erols") and UltraNet Communications ("UltraNet") in February
1998, and growth in advanced fiber connections, which increased 714.6% from
approximately 15,000 in 1997 to approximately 123,000 at December 31, 1998. The
service connections at December 31, 1998 include connections of the Starpower
joint wventure which is accounted for under the equity method of accounting. The
Starpower service connections resulted primarily from customers in the joint
venture market acquired from Erols Internet, Inc. in February 1998.

Voice revenues increased $21,424 or 534.7% to 525,431 for the year ended
December 31, 1998 from $4,007 for the year ended Decembexr 31, 1997, primarily
due to higher average connections. Advanced fiber voice connections increased
approximately 860.4% to approximately 31,000 at December 31, 1998 from
approximately 3,000 at December 31, 1997. Off-net voice connections increased
approximately 161.1% to approximately 65,000 at December 31, 1998 from
approximately 25,000 at December 31, 1997. Contributing to the increase in
off-net voice connections was the launch of telephony service in the Lehigh
Valley, Pennsylvania market in the fourth quarter of 1997.

Overall, higher service connections contributed approximately $20,500 to the
increase in voice revenues and higher revenue per connection contributed
approximately $1,000.

During the fourth quarter of 1998, the Company ceased marketing new customers
for resale of its competitors' local phone service. The Company expects that the
effect of this decision will be lower revenue growth than would result if such
resale continued; however, this decision is also expected to have a positive
impact on the Company's overall gross margin percentage and a neutral effect on
operating income before depreciation and amortization ("EBITDA").

Video revenues increased $9,707 or 9.4% to $113,078 for the year ended December
31, 1998 from $103,371 for the year ended December 31, 1997. Video revenues for
1997 included one time launch incentive revenue of approximately $1,000 related
to the launch of certain new channels. The increase in 1998 was primarily due to
increases of approximately 22,000 additional video connections and the
conversion of approximately 50,000 off-net connections to the advanced fibex
network at December 31, 19%8 as compared to December 31, 1997.

On-net video connections grew 74,565 or 632.8% to 86,349 at December 31, 1998
from 11,784 at December 31, 1997. ©Off-net videc connections were 175,313 and
227,619 at December 31, 1998 and 1997, respectively.

Overall, higher service connections contributed approximately $6,000 to the
increase in video revenues and higher average revenue per connection
contributed approximately 45,000 offset by the one time launch incentive
revenue of approximately 31,000 received in 1997.

Data revenues increased 540,280 to $40,321 for the year ended December 31, 1938
from $41 for the year ended December 31, 1997 primarily due to the acquisitions




of Erols and UltraNet in February 1998, Interpeort in June 1998 and Javanet in
July 1998. At December 31, 1998, the Company had approximately 492,000 off-net
data connections and approximately 6,000 advanced fiber data connections,
including connections of the Starpower joint venture,

During the fourth quarter of 1998, dial-up Internet access replaced resold local
phone service as the Company's initial product offering in areas in which RCN's
fiber optic network is still under construction. The Company expects that its
advanced fiber networks will eventually be extended to reach most of its dial-up
Internet connections.

Commercial and other revenues increased 312,232 or 61.5% to $32,110 for the year
ended December 31, 1998 from $19%,878 for the year ended December 31, 1997. The
increase was due primarily to an increase in average commercial main access
lines of approximately 9,800 in 1998 over 1997, which contributed approximately
$5,000 to the increase. Higher revenue per commercial main access line
contributed approximately $3,000. Additionally, contributing approximately
$6,000 to the increase was higher wholesale long distance revenue from
Commonwealth Telecom Services, Inc. ("CTSI®), a wholly-owned subsidiary of
Commonwealth Telephone Enterprises, Inc. (formerly C-Tec Corporation) CTSI is a
Competitive Local Exchange Carrier ("CLEC") which operates in areas adjacent to
the traditional service area of Commonwealth Telephone Company {also a wholly-
owned subsidiary of Commonwealth Telephone Enterprises, Inc.)

The Company recognizes that managing customer turnover is an important factor
in maximizing revenues and cash flow. For the guarter ended December 31, 1998,
the Company's average monthly churn rate was approximately 2.8%.

Costs and Expenses, excluding depreciation and amortization
Costs and expenses, excluding depreciation and amortization are comprised of
direct costs, and operating, selling and general and administrative expenses.

Direct expenses include direct costs of providing services, primarily video
programming, franchise costs and network access fees.

Direct expenses increased $50,553 or 97.7% to $102,310 for the year ended
December 31, 1998 from $51,757 for the year ended December 31, 1997. The
increase was primarily due to higher voice connections, primarily resold veoice,
which contributed approximately £27,500 to the increase. Higher video
programming costs of approximately $8,000 resulted from higher programming
rates, new channels and increased video connections. The remaining increase
primarily represents Internet access costs associated with the increase in
data revenues.

Operating, selling, general and administrative expenses primarily include
customer service costs, advertising, sales, marketing, order processing,
telecommunications network maintenance and repair ("technical expenses")
general and administrative expenses, installation and provisioning expenses,
and other corporate overhead.

Operating, selling, general and administrative costs increased $76,832 or
92.3%, to $160,042 for the year ended December 31, 1998 from 583,210 for the
year ended December 31, 1997.

Advertising costs increased approximately $14,000 or 136.9% for the year ended
December 31, 1998 as compared to the year ended December 31, 1997. Costs
associated with an extensive high visibility multi-media campaign primarily

in New York City and Boston, which commenced in June 1997, increased
approximately $4,400 over 1997. Internet advertising, primarily associated
with the acquisition of EBrols, increased approximately $5,300. Promotional
materials expense increased approximately $1,000. Ad agency fees and costs

to promote the commencement of telephony product offering in Lehigh Valley,
Pennsylvania are the significant contributions to the remaining increase in




advertising expense.

Customer service costs, including order processing, increased approximately
$19,500 or 182.1% for the year ended December 31, 1998 as compared toc the year
ended December 31, 1997. Increases of approximately $7,500, primarily personnel
related, were due to customer base support for Internet acquisitions. Other
staff and temporary labor increases to support expanding operations in New York
City, Boston, and lLehigh Valley, Pennsylvania contributed approximately $9,000
to the increase. Higher billing costs of approximately $3,000 for increased
customers comprises the remainder of the increase in customer service costs.

Technical expense, including installation and provisioning, increased
approximately $11,000 or 58.1% for the year ended December 31, 1998 as
compared to the year ended December 31, 1997.

Technical expense increases of approximately %8,500 were due to engineering and
congtruction headcount and contract labor additions made to plan and execute
network expansion and network operations center controcl monitoring. Resale
telephony installation c¢osts contributed approximately 51,700 to the increase.
Retail expense primarily for materials and hub sites increased approximately
$1,500. Technical expense increases associated with Internet acquisitions in
1998 were approximately $3,500. These increases were partially offset by
approximately 55,200 of technical costs capitalized as part of the cosgst basis

of the telecommunications network. The remaining increase in technical expenses
is primarily due to higher right of way use fees.

Sales and marketing costs increased approximately $13,000 or 84.6% for the
year ended December 31, 1998 as compared to the year ended December 31, 193%7.
The increase resulted from additional staff, contract labor and related
commissions and benefits, aggregating approximately $4,900 to cover increases
in marketable homes, to increase penetration in the Company's existing markets
and to increase the number of services per customer. Telemarketing expense
increased approximately $1,200 due to increased campaigns. Sales and marketing
increases associated with Internet acquisitions in 1998, primarily Erols, were
approximately $5,400.

General and Administrative expenses increased approximately $19,000 or 69.5%.
Internet and Lancit acquisitions in 1998 contributed approximately %$6,800.
Legal expense increased approximately $1,500 primarily as a result of varicus
start-up regulatory expenses related to the procurement of franchise and OVS
agreements. Higher bad debt expense of approximately 351,500 was associated with
the increase in sales. Higher salaries and benefits of approximately $3,800
were due to staff additions, primarily to support the expansion, maintenance
and upgrade of the Company's management information systems, new product
development and integration of acquisitions. In addition, the Company met
certain quarterly performance targets established for 1998 relative to the
determination of a potential contribution to its ESOP plan and accrued the
related amounts aggregating approximately $1,000. Expenditures in 1998 relative
to Year 2000 planning and remediation were approximately $400. The Company is in
the process of developing information technology systems which will provide a
sophisticated customer care infrastructure. Expenses associated with the
rlanning and analysis stages of such systems development were approximately
$5,000 in 1998. The Company expects that such charges may increase in future
periods during 1939 until the planning and analysis stages of its IT systems
development projects are complete. The above increases were partially offset by
a one-time credit of approximately $2,400 related to the reversal of an accrual
for damages related to contract termination which was settled between the
Company and the




counterparty.

Depreciation and amortization

Depreciation and amortization was $89,088 for the year ended December 31, 1938
and $53,205 for the year ended December 31, 1997. The increase of $35,883, or
67.4% was the result of both a higher depreciable basis of plant, resulting
primarily from expansion of the Company's advanced fiber network, and
amortization of intangible assets arising from the acgquisitions of Erols and
UltraNet in February 19%8. The cost basis of prcperty, plant and equipment

at December 31, 1998 and 1997 was $601,679 and $307,759, respectively. The
basis of intangible assets was $267,031 and 3$149,935 at December 31, 1998 and
1997, respectively.

In future periods, depreciation and amortization are expected to exceed
amounts recorded in 1998 due to depreciation with respect to expansion of the
Company's advanced fiber optic network and the effect of a full year of
depreciation and amortization related to acquisitions in 1998.

Acquired in-process regsearch and development

In connection with the acquisitions of Erols and UltraNet, RCN has allocated
$13,228 million for Erols and $5,065 million for UltraNet to in-process research
and development ("IPR&D"). Specifically, four projects were identified which
qualified as IPR&D by definition of not having achieved technological
feasibility and representing technology which at the point of acguisiticon
offered no alternative use other than the defined project. Those projects were
cable modem Internet access for subscribers, Internet telephony, E-Commerce
systems, and High-speed shared office Internet access (Note 4). The IPR&D
valuation charge was measured by the stage of completion method. The expected
completion percentages are estimated based on the latest available financial
information at the date of acguisition and were established on a project by
project basis primarily calculated by dividing the costs incurred to date by the
total expected R&D expenses specific to the project. The significant assumptions
utilized by management were as follows:

Cash flow projections, utilizing risk adjusted discount rates of between 35% and
40% for Erols projects, commenced in 1998, and were expected to grow
significantly in 1998 and 2000. Cash flow projections, utilizing risk adjusted
discount rates of between 30% and 33% for UltraNet projects, were expected to
commence in 1999, growing significantly in 2000 and 2001. The IPR&D projections
are founded on significant assumptions with regard to timing of market entrance,
levels of penetration, and costs of provisioning.

RCN is constructing new telecommunications networks. The margins on products
expected to result from acquired in-process technologies in some cases represent
higher margine than RCN's margins on existing products primarily due to the
efficiencies in delivering multiple products, including bundled-service
offerings, over a single state of the art high capacity fiber optic network.

Interest income

Interest income was $58,679 and $22,824 for the years ended December 31, 1998,
and 1997, respectively. The increase of $35,855, or 157.1% results from

higher cash, temporary cash investments and short-term investments as compared
to the same period in 1997. Cash, temporary cash investments and short-term
investments were approximately $1,013,000 at December 31, 1998 and approximately
$639,000 at December 31, 1997. Included in the cash, temporary cash investments
and short-term investments balance at December 31, 1997 were proceeds from 10%
Senior Notes, issued in October 1997, which generated gross proceeds of $225,000
and yielded net proceeds of $218,250; and 11 1/8% Senior Discount Notes, issued
in October 1997, which generated gross proceeds of 5350,001 and yielded net
proceeds of $337,751. BAdditionally, during 1998, proceeds from the following
increased cash, temporary cash investments and short-term investments: 9.8%




Senior Discount Notes, issued in February 1938, which generated gross proceeds
of %$350,587 and yielded net proceeds of $344,8355; 11% Senicr Discount Notes,
issued in June 1998, which generated gross proceeds of £149,9%% and yielded
net proceeds of %147,187 and the igsuance of &,098,355 shares of the Company’s
Common Stock, issued in June 1998, which yielded net proceeds of $E12,866,

Interest expense

For the year ended December 31, 1998, interest expense was $112,235 as compared
te $25,502 for the year ended December 31, 1927. The increase resulted from the
debt financings referred to above, offset by a reduction due to the prepayment
in September 1957 and $131,250 of 9.65% Senior Secured Notes.

Other {expense) income

Other {expense) lncome was (51,889} and $131 for the years ended December 31,
1938 and 1397, respectively. The 13%8 expense primarily represents the write
down of certain of the Company's informacion technology assets which the
Company upgraded with higher capacity states of the art products in connection
with an overall internal technology upgrade.

The Company's effactive income tax rate was a benefit of 2.3% and 29.8% for
the years ended December 31, 1998 and 19%7, respectively. The primary reasons
for the difference include the charge for in-pracess technology which is not
deductible for tax purposes and for which a tax benefit was correspondingly
not recorded. Acdditionally, during 1998, the tax effect of the Company's
cumulative losses has exceeded the tax effect of accelerated deductiocns,
primarily depreciation, which the Company has taken for federal income tax
purposes. Except in unusual cages, generally accepted accounting principles do
not permit the recognition of tax benefits of such excess losses in the
financial statements. This accounting treatment doea not impact the amount or
expiration periods of actual net operating loss carryovers or cash flowa for
taxes. For an analysis of the changes in income taxes, see the reconciliation of
the effective income tax rate in note 1l to the consolidated financial
statements.

Minority interest

Por the year ended December 31, 1998, minority interest of $17,162 primarily
represents the 49% interest of BECO in the losa of RCN-BECOCOM. For the year
ended December 31, 1597, minority interest primarily represents thea 45%% interest
of BECD in the loas of RCN-BECOCOM of 56,563 and the 19.3% minority interest in
the loss of Freedom of $966. The Company purchased the remaining 192.9%
ownership interest in Freedom on March 21, 1397.

Equicy in losa of unconsolidated entities

Por the year ended December 31, 1398, equity in the loss of unconsclidated
entcities primarily represents the Company's 50% intexest in the loss of
Starpower of $10,335 and the Company's ghare of the losses and amortization of
eXcess COSL over net assets of Megacable of 52,384. In January 1%95, the Company
purchased a forty percent equity position in Megacable, a Mexical cable
televigion provider, for cash of $84,115. The Company is expozed to foreign
currency translation adjustments resulting from translation into U.S. dollars of
the financial statements of Megacable, which through December 1996 utilized the
peso as the local and functional currency. Such adjustments have historically
keen included as a separate component of shareholdera' equity. Effective January
1, 1937 mince the three year cumulative rate of inflation at December 31, 1996
exceeded 100%, Mexico is being treated for accounting purposes under Statemeat
of Financial Accounting Standards No. 52-*Foreign Currency Tranalation" as
having a highly inflatiopary economy through December 31, 1998. As a result, the
Einancial statements of Magacable are remeasured as if the functional currency
were the U.S. dollar. The remeapurement of the Mexican peso into U.S5. dollars
creates translation adjustments which are included in pet income. The Company is
also exposed to foreign currency transaction losses resulting from transactions
of Megacable which are made in currencies different from Megacable's own. The
Company's proportionate share of transaction gains {(losses) are included in
ipcome as they occur. The Company does not hedge its foreign currency exchange
risk and it is not poasible to determine what effect futyre currency
fluctuations will have on the Company‘s operating results. Exchange gains
(losses) of ($766), ($12), and $247 in 1998, 1997 and 1936, respectively,
including translaticn losses in 1998 and 31997, are included in the respective
statements of operations through the Company’s porportionate share of loases of
Megacable.

In 1858, Megacable had sales of $37,480, operating income before depreciation
and amortization of 513,409 and net income of $9,739, In 1937, Megacakle had
sales of $30,441, cperating income before depreciation and amortization of
$10,504 and net income of $6,653. The Company's investment in Magacable exceed
its underlying ecuity in the net asmets of Megacable when acguired by
approximately $94,000, whick goodwill is being amortized on a straight-line
bagis over 15 years. In 1998 and 1997 amortization of the Company's excesa
purchase price over the net assets of Megacable when acquired was $6,.280 in each
year. Por the yesr ended December 3I, 1997, equity in the loas of unconeclidated
enticies primarily represents the Company's share of the losses and amortization
of excess COBL over net assets o0f Megacable.

YEAR ENDED DECEMEER 31, 15%7 COMPARED TO THE YEAR ENDED DECEMBER 31, 1096:

Sales were $127,297 for the year ended December 31, 1937 as compared to
104,910 for the year ended Decemder 31, 1996.

Operating income before depreciation, amortization and nonrecurring charge
was (57,670) for the year ended December 31, 1397 as comparsd to
$25,803 for the year ended Cacember 31, 1996.

Net loss was {$52,391) or ($.95) per average commcy share for 19%7 and
(55,989) or (%.11} per average common share for 1996,




For the year ended December 31, 1997, total sales were $127,297, an increase
of $22,387 or 21.3%, frcm $104,910 for the year ended December 31, 1596,
primarily due to higher total service connections which increased 20.6% to
approximately 268,000 at December 31, 1997 from approximately 222,000 at
December 31, 1996. The increase is due to the commencement of service through
advanced fiber optic network facilities as well as growth in resold voice

and cff-net video connections.

Voice revenuesz increagsed $3,177 to $4,007 for the year ended December 31, 1997
from 5830 for the year ended December 31, 1996. The increase was primarily

due to an increase in off-net connections. Off-net connections were 24,900 and
1,875 at December 31, 1997 and 1996, resgpectively.

Video revenue increased $15,901 or 18.2% tfo $103,371 for the year ended
bDecember 31, 1997 from $87,470 for the year ended December 31, 1996. The
increase was due to an increase in off-net video sales principally resulting
from higher basic service revenue resulting from approximately 4,850 additional
average monthly subscribers over 1996, the effects of a rate increase in the
first quarter of 1997 and cash incentives related to the launch of certain new
channels. Additionally, other video sales increased primarily due to the
acquisition of Freedom conr August 30, 1996 (the "Freedom Acguisition"), which
resulted in approximately 38,000 wireless video connections for a full year in
1997 as compared to four months in 139%6. The Company also began providing video
service cover its advanced fiber network during 1997 and had approximately 11,800
advanced fiber connecticng at December 31, 1997,

Commercial and other revenues increased $3,272, or 19.7% to $19,878 for the
year ended December 31, 1997 from $16,606 for the year ended December 31, 1996.
The increase primarily results from terminating access provided to CTSI. An
increase in commercial main access lines of approximately 5,200 over 1996
accounted for approximately $1,100 of the increase in commercial and other
revenues.

Costs and expenses, excluding depreciation and amortization

For the year ended December 31, 1997, direct expenses were 551,757,

an increase of $16,531 or 46.9% as compared to direct expenses of $35,226 in
1996. The increase is primarily attributable to higher sales and a change in
overall revenue mix to a higher volume of resold voice, which has a lower margin
than the Company's other products. The rescold veoice increase represents planned
marketing primarily in the Boston and New York City markets ahead of
construction of the advanced fiber network to build a customer base which is
intended to be migrated to the advanced fiber network. Origination and
programming costs increased approximately 57,200 primarily due to higher video
connections, rate increases and additional chammels. The remaining increase in
direct costs and expenses is principally attributable to higher commercial long
distance network capacity in anticipation of volume growth in the Company's
markets resulting in higher recurring costs.

Operating, selling, general and administrative expenses increased $39,329 or
89.6% to 583,210 for the year ended December 31, 1997 from 543,881 for the
year ended December 31, 1996. Advertising costs increased approximately
59,000 for the year ended December 31, 1997 primarily due to a high wvisibility
multi-media campaign to promote name recognition primarily in New York City
and Boston. Customer gservice costs increased approximately $4,100, or 60.3%
primarily related to headcount additions to support the increase in the
custemer base and to meet the Company's objectives for world class customer
gservice. Technical expense increased approximately $8,300, or 75.1% for the
vear ended December 31, 1297. The increase is primarily related to salaries




and benefits asscociated with increased network engineering staff, responsible
for planning the developrment and construction of the advanced fiber network, and
increased installation and repair technicians. Sales and marketing costs
increased approximately 58,500, or 116.7%, for the year ended December 31, 1997,
The increase relates to higher sales staff to increase penetration in the
Company's markets, higher marketing staff to meonitor and coordinate the
Company's direct advertising efforts and plan sales promotions and to higher
telemarketing expenses. The remaining increase in operating, selling, general
and administrative expenses is attributable to several factors including costs
associated with the spin-off of the Company from C-TEC. Additionally, in
connection with the Distribution (Note 1}, C-TEC completed a comprehensive study
of its employee benefit plans in 1996. As a result of this study, effective
December 31, 1996, in general, employees of RCN no longer accrued benefits under
the defined benefit pension plan, but became fully vested in their defined
pension benefits accrued through that date. C-TEC notified affected participants
in December 1596. In December 1996, C-TEC allocated pension plan assets of
56,984 to a separate plan for employees who no longer accrued benefits after
December 31, 1996. The underlying liabilities were also allocated. The
allocation of assets and liabilities resulted in a curtailment/settlement gain
of $4,292. The Company's allocable share of this gain was $3,437. Such gain did
not recur in 19597.

Depreciation and amortization

Depreciation and amortization increased $14,324, or 36.8% to $53,205 for the
year ended December 31, 1997 as compared to $38,881 for 1996. The increase
is principally due to the additional depreciation and amortization resulting
from the Freedom Acquisition and depreciation related to the Company's
advanced fiber optic networks in New York City and Boston.

Nonrecurring charges
Nonrecurring charges of $10,000 in 1997 represent costs incurred with respect
to the termination of a marketing services agreement held by Freedom.

Interest income

For the year ended December 31, 1997, interest income was $22,824, a

decrease of $2,778, or 10.9% primarily due to lower average cash balances and
lower average notes receivable with related parties. Average cash balances
decreased principally as a result of the Freedom Acguisition in August 19%6

(as well as the acquisition in March 1997 of the remaining 19.9% ownership
interest in Freedom) and capital expenditures, partially offset by the proceeds
of the Company's high yield debt offering in October 1997.

Interest expense

For the year ended December 31, 1997, interest expense was $25,602, an increase
of $9,556, or $9.6% primarily due to interest expense on the Company's $225,000
of 10% Senior Notes and $601,045 aggregate principal amount at maturity of

11 1/8% Senior Discount Notes placed in October 1997 (Note 10). This was
partially offset by lower interest expense resulting from the required
principal payment in December 1996 of $18,750 on 9.65% Senior Secured Notes.
Additionally, the Company paid $322 to Kiewit Telecom Holdings, Inc. in 1996

in connection with the Company's August 1996 acquisition of Kiewit Telecom
Holdings, Inc.'s 80.1% interest in Freedom. This portion of the consideration
represents an amount to compensate Kiewit Telecom Holdings, Inc. for forgone
interest on the amount which it had invested in Freedom.

Inceome tax

Benefit for income taxes increased $21,828 primarily due to the increase of
565,020 in loss after minority interest and equity in unconsclidated entities
before income taxes. For an analysis of the change in income taxes, see the
reconciliation of the effective income tax rate in Note 11 to the
Consolidated Financial Statements.




Minority interest

Minority interest in the loss of consolidated entities increased $5,956
primarily as a result of the minority share of the losses of the BECO joint
venture (Note 7), which began operations in June 1997. Additionally, the
minority share of the losses of Freedom from January 1 through March 21, at
which time the Company acguired the remaining 19.%% ownership interest, was
$966.

Equity in loss of unconsolidated entities

The Company's equity in the (lossg) of unconsolidated entities was ($3,804) in
1997 and ($2,282) in 1996, and is comprised principally of the Company's share
of the operating results of Megacable. Exchange gains (losses) of ($12), $247,
and ($932) in 1997, 1996 and 1995, respectively, including translation losses in
1997, are included in the respective statements of operations through the
Company's porportionate share of losses of Megacable.

In 1997, Megacable had sales of $30,441, operating income before depreciation
and amortization of $10,504 and net income of $6,653. In 1996, Megacable

had sales of $23,225, operating income before depreciation and amortization of
$10,183 and net income of $10,226.

Extracordinary charge

In September 1997, the Company prepaid Senior Secured Notes with the proceeds
of new credit facilities (Note 10). The early extinguishment of the Senicr
Secured Notes resulted in an extraordinary charge of $3,210, net of taxes.

LIQUIDITY AND CAPITAL RESQURCES

Be¢ause our network development plan involves relatively low fixed costs, we are
able to schedule capital expenditures to meet expected subscriber growth in each
major market. Our principal fixed costs in each such market are incurred in
connection with the establishment of a video transmission and telephone
switching facility. To make each market economically viable, it is then
necessary to construct infrastructure to connect a minimum number of subscribers
to the transmission and switching facility. We phase our market entry projects
to ensure that we have sufficient cash on hand to fund this construction.




Based on its current growth plan, the Company expects that it will require a
substantial amount of capital to expand the development of itsg network and
operations into new areas within its larger target markets. The Company needs
capital to fund the construction of its advanced fiber optic networks, upgrade
its hybrid fiber/coaxial plant and fund operating losses and repay its debts.
The Company currently estimates that its capital requirements for the period
from January 1, 1939 through 2000 will be approximately $1.8 billion, which
include capital expenditures of approximately $700 million in 1999 and
approximately $1 billien in 2000. These capital expenditures will be used
principally to fund additional construction of the Company's fiber optic newtork
in high density areas in the Boston, New York, Washington, D.C. and San
Francisco Bay markets as well as to expand into new markets and to develop its
information technology systems. These estimates are forward-looking statements
that may change if circumstances related to construction, timing of receipt of
regulatory approvals and opportunities to accelerate the deployment of the
Company's networks do nct occur as expected. In addition to the Company's own
capital requirements, its joint venture partners are each expected to contribute
approximately $275 million, of which approximately $120 million has been
contributed, to the joint ventures through 2000 in comnection with development
of the Beston and Washington, D.C. markets.

In order to facilitate growth beyond 2000, the Company expects to supplement its
existing available credit facilities and operating cash flow by continuing to
seek to raise additional capital to increase its network coverage and pay for
other capital expenditures, working capital, debt service requirements and
anticipated further operating losses.

Sources of funding for the Company's further financing requirements may include
vendor financing, public offerings or private placements of equity and/or debt
securities, and bank loans. There can be no assurance that sufficient additional
financing will continue to be available to the Company or, if available, that it
can be obtained on a timely basis and on acceptable terms. Failure to obtain
such financing could result in the delay or curtailment of the Company's
development and expansion plans and expenditures. Any of these events could
jimpair the Company's ability to meet its debt service requirements and could
have a material adverse effect on its business.

In October 1997, the Company raised $575,000 in gross proceeds from an offering
of two tranches of debt securities. The offering was comprised of $225,000
principal amount of 10% Senior Notes and 5601,045 principal amount at maturity
of 11 1/8% Senior Discount Notes, both due in 2007. The proceeds include $61,000
of restricted cash to be used to fund an Escrow Account to pay interest on the
10% Senior Notes for three years. In February 1998, the Company raised $350,587
in gross proceeds from an offering of $567,000 principal amount at maturity of
9.80% Senior Discount Notes, due in 2008. In June 1998, the Company raised
$149,999 in gross proceeds from an offering of $256,755 principal amount at
maturity of 11% Senior Discount Notes, due 2008. Also in June 1998, the Company
raised $112,866 in net proceeds from an offering of 6,098,355 shares of the
Company's Common Stock. The preceding Indentures all contain similar provisions.
The Chase Manhattan Bank acts as Trustee for each of the Indentures. All the
aforementioned Notes are general senior unsecured obligations of RCN. The 9.80%
Senior Discount Notes will mature on February 15, 2008. The 9.80% Senior
Discount Notes will not bear cash interest prior to February 15, 2003.
Thereafter, cash interest on the notes will accrue at 9.80% per annum and will
be payable semi-annually in arrears on February 15 and August 15 of each year
commencing February 15, 2003. The 10% and 11 1/8% Notes (the "1997 Notes") will
mature on October 15, 2007. Interest on the 10% Senior Notes is payable in cash
at a rate of 10% per annum semi-annually in arrears on each April 15 and October
15, commencing April 15, 1998. The 11 1/8% Senior Discount Notes will not bear
cash interest prior to October 15, 2002, Thereafter, cash interest on the notes
will accrue at a rate of 11 1/8% per annum and will be payable semi-annually in
arrears on April 15 and October 15 of each year commencing April 15, 2002. The
11% Senior Discount Notes will not bear cash interest prior to January 1, 2003.
Thereafter, cash interest on the notes will accrue at a rate of 11% per annum
and will be payable semi-annually in arrears on January 1 and July 1 of each
year, commencing July 1, 2003.




The 39.80% Senior Discount Noteg are redeemable, in whole or in part, at any
time on or after February 15, 2003 at the option of RCN. The 9.80% Senior
Discount Notes may be redeemed at redemption prices starting at 104.300% of

the principal amount at maturity and declining to 100% of the principal

amount at maturity, plus any accrued and unpaid interest. The 1997 Notes are
redeemable, in whole or in part, at any time on or after October 15, 2002 at
the option of RCN. The 10% Senior Notes may be redeemed at redemption prices
starting at 105% of the principal amount and declining to 100% of the principal
amount, plus any accrued and unpaid interest. The 11 1/8% Senior Discount
Notes may be redeemed at redemption prices starting at 105.562% of the principal
amount at maturity and declining to 100% of the principal amount at maturity,
plus any accrued and unpaid interest. The 11% Senior Discount Notes will be
redeemable, in whole or in part, at any time on or after July 1, 2003 at the
option of RCN. The 11% Senior Discount Notes may be redeemed at redemption
prices starting at 105.5% of the principal amount at maturity and declining

to 100% of the principal amount at maturity, plus accrued and unpaid interest.

RCN may, at its option, use the net proceeds of certain offerings of RCN
Common Stock to redeem up to an aggregate of 35% of the aggregate principal
amount at maturity of the debt securities issued under the Indentures at a
certain premium. Upon the occurrence of a change of control, RCN must make
an offer to purchase all of the debt securities issued under the Indentures
then outstanding at a premium.

The Indentures contain certain convenants that, among other things, limit the
ability of RCN and its subsidiaries to incur indebtedness, pay dividends,
prepay subordinated indebtedness, repurchase capital stock, engage in
transactions with stockholders and affiliates, create liens, sell assets and
engage in mergers and consolidations.

RCN Cable and certain of its subsidiaries ("Borrowers") have in place
collaterized credit facilities comprised of a five-year revolving credit
facility in the amount of $25,000 (the "Revolving Credit Facility®) and an
eight-year term credit facility in the amount of $10¢,000 (the "Term Credit
Facility"), both of which facilities are governed by a single credit agreement
dated as of July 1, 1997 {(the "Credit Agreement”}. As of December 31, 1998,
$100,000 of the Term Credit Facility was outstanding. The term loan must be
repaid over six years in quarterly installments, at the end of September,
December, March and June of each year from September 30, 1999 through June 30,
2005. As of December 31, 1998, no principal was outstanding under the Revolving
Credit Facility. Revolving loans may be repaid and reborrowed from time to time.
All borrowings under the Credit Agreement will be pari passu and will be
collaterized under a common collateral package.

The interest rate on the Credit Agreement is, at the election of the Borrowers,
based on either a LIBOR or a Base Rate option (each as defined in the Credit
Agreement). In the case of LIBOR option, the interest rate includes a spread
that varies, based on RCN Cable's Leverage Ratio (defined as the ratio of
Total Debt at the last day of the most recently ended fiscal gquarter to
Operating Cash Flow for the four fiscal quarters then ended), from 50

basis points to 125 basis points. In the case of the Revolving Credit
Facility, a fee of 20 basis points on the unused revolving commitment accrues
and is payable quarterly in arrears.

The Credit Agreement contains customary covenants for facilities of this
nature, including covenants limiting debt, liens, investments, conseclidations,
mergers, acquisitions and zales of assets, payment of dividends and other
distributions, capital expenditures and transactions with affiliates.

In addition, the Borrowers are subject to a prohibition on

granting negative pledges and the Borrowers must apply certain cash proceeds
realized from certain asset sales, certain payments under insurance policies and
certain incurrences of additional debt to repay the Revolwving Credit Facility.
The Credit Agreement requires the Borrowers to maintain the following financial
ratiocs: (i) the ratio of Total Debt at any fiscal gquarter end to Operating Cash
Flow for the trailing four fiscal quarters is not to exceed 5.0:1 initially,
adjusting over time to 4.0:1; (ii) the ratio of Operating Cash Flow to Interest




Expense for any lour consecutive fiscal quarters is not to fall below 2.75:1 for
periods ending during the first 3 years after the Closing Date, adjusting to
3.0:1 thereafter; and (iii) the ratio of Operating Cash Flow [minus certain
capical expenditures, cash taxes and cash dividends) to Fixed Charges {defined
as scheduled principal payments and incerest expense) for any four consecutive
quarters is not to fall below 1.0:1 for periods ending on or before December

31, 2000 and adjusting to 1.05:1 thersafter. The Credit Agreement alsa includes
customary events of defaultr.

The Company has indebtedness that is substantial in relation to its
shareholders' equity and cash flow. Ar December 31, 1998, the Company has an
sggregate of approximately 51,267,000 of indebtedness cutstanding, and the
ability to borrow up tc an additional $25,000 under the Credit Agreement. The
Company also has cash, temporary cash investments and short term investments
aggregating approximately $1.013,000 and a current ratio of approximately 6 to
1.

On March 18, 1999, the Company announced that Hicks, Muse, Tate & Furst, through
Hicks, Muse, Tate & Furst Bquity PFund IV, L.P., signed a commitment to purchase
up to $250 million of a new issue of Series A 7% Senior Convertible Preferred
Stock ("Series A Preferred Stock”) of the Company in a private placement
tranzaction. The Series A Preferred Stock will have an annhual dividend rate of
7% payable quarterly in cash or additional shares of Series A Preferred Stock at
the option of the Company and will have an initial conversion price of $3%.00
per share {which represents a 30% premium over the average five-day closing
price of the Common Stock of the Company). The Series A Preferred Stock is
convertible into Common Stock of the Company at any time. The issue has a final
maturity of 15 years, but may be called by the Company after four years.

The Company also announced on March 1B, 199% that it had entered into a
commitment lettexr with The Chase Manhattan Bank {("Chase"} pursuant to which
Chase hae agreed to provide an aggregate principal amount of 31 billion of
senior secured credit facilities to certain of the Company's wholly-owned
submidiaries. The facilities will ke comprised of a seven-yesar senior secured
revolving credit facility in an amount of $250 million, a seven-year aenior
secured multi-draw term loan facility in an amount of %350 million and an eight-
year senior secured single-draw term loan facility in an amount of 5400 million.
All borrowings urder the facilities will be pari passu and will be
collaterilized urder a ¢ommon collateral package covering substantially all of
the assets of the Company and its domestic subsidiaries.

As a result of the substancial indebtedness of the Company, the Company's
fixed charges are expected to exceed its earnings for the foreseeable future.
Baged on its current plans, the Company will require substantial additional
capital particularly in comnection with the puildout of the Company's networks
and the introduction of its telecommunicatciona services to new markets. The
leveraged pnature of the Company could limit its ability to effect future
financing or may otherwise restrict the Company's business activities.

The extent of the Company's leverage may have the following consequences: (i)
limit the ability of the Company to obtaln necessary financing in the future of
working capital, capital expenditures, debt service requirementa or other
purposes; (ii) require that a subsitantial portion of the Company's cash flows
from operations ke dedicated to the payment of principal and interest on its
indebtedness and therefore not be available for other purposes; {iii) limit the
Company's flexibility in planning for, or reacting to, changes in ite business;
{iv} place the Ccmpany at a competitive disadvantage as compared with less
leveraged competitors; and {v} render the Company more vulnerable in the event
of a downturn in itas business.

For the year ended December 31, 1998, the Company's net cash provided by
operating activities was $35,11C comprised primarily of a net loss of ($205,442)
adjusted by non-cash depreciation and amortization of $89,088, other non-cash
items totaling $95.569 and working capital changes of $58,133. Net cash used in
investing activities of $828,176 consisted primarily of additions to property,
plant and equipment of $285,867, purchase of short-term investments of $936,401,
investment in unconsolidated joint venture of $20,000 and acquisitions of
$47,361 {primarily the Erols, UltraNet and JavaNet acquisitions), partially
offset by net sales and maturities of short-term investments of $461,795. Net
cash provided by financing activities of 5650,282 included the issuance of long-
term debt of $502,587, proceeds from the issuance of stock of §112,856,
contribution from minority interest partner of 577,849 and decrsase in
investments restricted for debt service of $22,375, partially offset by the
repayment of long-term debt of $7,770, purchase of treasury stock of §9,301 and
payments made for debt financing costs of $10,185.

For the year ended Decembexr 31, 1997, the Company's net cash provided by
operating activities was $2,069, comprised primarily of a net loas of ($52,391)
adjusted by non-caesh depreciation and amortization of %53,205, other non-cash
items totaling ($5203), working capital changea of $377 and changes in other
deferred expenses of $1,081. Net cash used in lnvesting activities of $475,860
consisted primarily of purchases of short-term investments of 5445,137,
additicona to property, plant and equipment of $79,042 and acquiasitiona of
$30,490 (prisarily acquisition of the minority interest of Freedom) partially
offser by sales and maturiries of short-term investments of $76.923. Net cash
provided by financing activities of $634,858 conpisted primarily of issuance of
long-term debt of $688,000, change in affiliate notes of $97,624 and transfers
from C-TEC of $89,323 partially offset by repayment of long-term debt of
$141,250, transfers to C-TEC of $23,474, payments made for debt financing costs
of $20,151 and an increage related to cash restricted for debt service of
$61,250.




IMPACT OF THE YEAR 2000 ISSUE

Certain statements concerning Year 2000 issues, which contain more than
historical information, may be considered forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995 and are thus
subject to risks and uncertainties. Actual results may differ materially from
those expressed by any forwarxd-looking statements. The Company's Year 2000
discussion should be read in ceonjunction with the Company's statement on
forward-looking statements which appears at the beginning of this Management's
Discussion and Analysis of Financial Condition and Results of Operatiocns.

State of Readiness

The Company has certain information technology ("IT") systems (system used in
the management of the business) and non-information technology systems ("non-
IT") ({(System used to produce service to customers) which are subject to Year
2000 exposures and require remediation. The Company has established a Year 2000
Program Office which is staffed with personnel who address, on a full-time and
ongoing basis, the Year 2000 issue. This group is led by a full-time Director
who reports in the organization, on a daily basis, directly to the Senior Vice
Pregsident of IT, on a periodic basis, to a Year 2000 Steering Committee
comprised of the Chairman, President, Chief Financial Officer, Senior Vice
President of IT and General Counsel and President of Network Technology of the
Company. The Year 2000 FProgram Office personnel work with subject matter experts
consisting of current employees from various disciplines across the Company to
specifically identify these systems and implement a plan for remediation. This
plan, the Year 2000 Compliance Program, includes a S5-step process of remediation
as follows:

1. inventory
2. planning

3. assegsment
4. repair

5. integration

The Company has evaluated which systems are critical to its operations and has
prioritized its Year 2000 remediation efforts to address these systems first. As
a result, the Company is in different stages of thisg Program for its various
gystems.

For business reasons unrelated to Year 2000 issues, the Company is replacing its
financial, billing, operational support, and customer services systems. Thesge
systems are critical to the Company's operations. The financial system
replacement involved converting the legacy of financial systems to a state-of-
the-art Oracle system. The Oracle system, which went into production use on
November 1, 1998, is expected to ensure Year 2000 compliance in financial
applications. The replacement systems for the Company's billing, operational
support and customer services will also be Year 2000 compliant at installation.
The replacement of the killing, operational support and customer service systems
is in process and includes substantial risk of not progressing along the planned
time line due to the sccpe of the project. To manage this risk, the Company has
assumed that the replacement systems will not be availakle before the Year 2000.
To ensure business continuity, and as a contingency strategy, the Company is
renovating the current killing, operational support and customer service systems
which axre not already Year 2000 compliant. The Company's switches and head-ends
are also critical systems and are either currently Year 2000 compliant or are
expected to be compliant with the next vendor software upgrade. Such software
upgrades are expected tc be installed by June 30, 1999.

The Company expects most renovations to IT systems to be completed by May 31,
1999. The Company has begun testing of some of its critical systems and expects
thorough integration testing to be completed by June 30, 1999. The Company
completed an inventory of its non-IT systems which must be remediated and is in
the process of developing a specific remediation plan and timetable for those
systems.




The Year 2000 compliance atatus of interdependent third parties is not yet fully
known. The Company recognizes the importance of communication with third parties
to determine their plans for becoming Year 2000 compliant. The Company estimates
that it has approximately 200 critical vendors and has sent surveys regarding
the Year 2000 remediation to those vendors. The Company has received responses
from approximately 40% of these vendors. The Company is vigorously pursuing the
timely receipt of relevant information from the remaining vendors. The Company
will assess its remediation plans based on those responses. The Company is also
working with integrated providers and will be setting up testing, according to
their communications. The Company will be reviewing the process of risk and
contingency planning associated with noncompliant vendor responses. There can

be no assurance that third party systems will be made Year 2000 compliant in

a timely manner or that non-compliance of these systems would not have a
material adverse effect on the Company's operations and financial condition.

No other IT projects have been deferred due to the Year 2000 remediation
efforts.

Cost

Based upon its current assessment, the total cost associated with the Company's
Year 2000 Compliance Program is not expected to be material to the Company's
results of operations or financial position. The estimated total cost of the
Company's Year 2000 Compliance Program is approximately $5,%00. This is
comprised of approximately $3,300 for salaries, facilities and consulting
services; approximately $1,200 for program code remediation; approximately $500
for equipment replacement and approximately 5500 for testing. Approximately

$400 has pbeen incurred through December 31, 1998. The cost for replacing systems
which had been planned, and for which the timeline for replacement was not
accelerated due to Year 2000 issues, have not been included.

Risk Assessment and Contingencies

Through current and constant systems reassessment, the Company does not believe
it is exposed to any significant Year 2000 risk with respect to its critical
systems other than would be caused by substantial deviation from the plans and
time frames set forth above, in particular, with respect toc our ability to bill
customers, track collections of receivables and provide services for new orders.
The Company is currently in the process of identifying its other systems
requiring remediation and intends to apply its five-step program as ocutlined
above to these gystems based on each system's priority in operations. The
company is not currently able to assess the most significant risk associated
with vendor non-compliance.

Item 7a. Quantitative & gqualitative disclosures about market risk

The Company has adopted Item 305 of Regulation S-K "Quantitative & gqualitative
disclosures about market risk" which is effective in financial statements for
fiscal years ending after June 15, 1998. The Company currently has no items that
relate to "trading portfolios”. Under the "other than trading portfelios" the
Company does have four short-term investment portfolios categorized as available
for sale securities that are stated at cost, which approximates market, and
which are re-evaluated at each balance sheet date and one portfolio that is
categorized as held to maturity which is an escrow account against a defined
number of future interest payments related to the company's 10% Senior Discount
Notes. These portfolios consist of Federal Agency notes, Commercial Paper,
Corporate Debt Securities, Certificates of Deposit, U.S. Treasury notes, and
Agget Backed Securities {see note 5). The Company believes there is limited
exposure to market risk due primarily to the small amount of market sensitive
investments that have :“he potential to create material market risk. Furthermore,
the Company's internal investment policies have set maturity limits,
concentration limits, and credit gquality limits to minimize rigk and promote
liguidity. The Company did not include trade accounts payable and trade accounts
receivable in the "other than trading portfolio" because their carrying amounts
approximate fair value.

The cbjective of the Company's "other than trading portfolio" is to invest in
high guality securities and seeks to preserve principal, meet ligquidity needs,
and deliver a suitable return in relationship to these guidelines.




RCN CORPORATION AND SUBSIDIARIES
CONSOLIPATED STATEMENTS OF COPERATIONS
(THOUSANDS OF DOLLARS EXCEPT PER SHARE AMOUNTS)

Sales

Costg and expenses, excluding depreciation and amortization

Depreciation and amortization
Acquired in-process research and development
Nonrecurring charges

Operating (loss)
Interest income
Interest expense
Other {expense) income, net

{Loss) before income taxes
(Benefit) provision for income taxes

(Loss} before minority interest and

equity in unconsclidated entities
Minority interest in loss of consolidatad entities
Equity in {loss} of unconsolidated entities

(Loss) before extraordinary charge and cumulative
effect of change in accounting principle

Bxtraordinary charge - debt prepayment penalty,
net of tax of 51,728

Cumulative effect of change in accouating for
start-up costs, net of tax

Net {(loss)

Basic and diluted earnings per averaye common share:

{Loss) before extraordinary charge and

cumulative effect of change in accounting principle

Extraordinary charge - debt prepayment penalty
Cumulative sffect of change in accounting
for start-up costs
Net (loss)
Weighted average shares outstanding

For the Years Ended December 31,

1998 1957 1996
5 210,940 $ 127,297 % 104,510
262,352 134,987 79,107
89,088 53,205 38,881
18,291 - -
- 19,500 -
(158, 793) [70,875) {13,078)
58,67% 22,824 25,602
(112,2389) (25,602} {16,046)
(1,883) 131 (548)
(214,242) {73,522} {4,068)
{a,998) {20,8489) 979
(209, 244) {52,873} (5,047)
17,162 7,296 1,340
(12, 719) (3,804} (2,282)
(204,801) (49,181) (5,989)
- (3,210) -
{641) - -
$ (205,442) $(52,391) 51(5,989)

e T T T

$ (3.35) $ {0.89) $ (D.11)

= s {0.46) =
$ (0.01) - -
$ (3.38) $ (0.95) $ (0.11)
61,187,354 54,965,716 54,918,394

See accompanying notes to Consolidated Financial Statements.




RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(THOUSANDS OF DOLLARS EXCEPT SHARE DATA)

December 31,

1998 1597
ASSETS
Current assets
Cash and temporary cash investments $ 120,126 $ 222,910
Short-term investments 892,448 415,603
Accounts receivable from related parties 6,913 9,829
Accounts receivable, net of reserve for doubtful accounts
of $5,766 in 1998 and 52,134 in 19397 27,261 13,139
Unbilled revenues 2,727 1,695
Material and supply inventory, at average cost 3,870 2,745
Prepayments and other 15,368 9,890
Daferred income taxes 712 4,821
Investments restricted for debt service 23,437 22,500
Total current asseta 1,092,868 703,232
Property, plant and equipment, net of accumulated depreciation
of $153,304 in 1998 and $107,419% in 1997 448,375 200,340
Investments restricted for debt service 19,869 39,411
Investments 129,529 70,424
Intangible assets, net of accumulated amortization of
397,313 at December 31, 1998 and $53,388 at
December 31, 1997. 169,718 96,547
peferred charges and other asgets 47,256 41,038
Total asseta $1,907,615 $1,150,992
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Current maturities of long term debt and capital lease cbligations $ 4,087 S -
Accounts payable to related parties 7,153 3,748
Accounta payable 55,623 24,835
Advance billings and customer deposits 21,679 7,318
Accrued intereat 5,267 5,549
Accrued telephony cost of sales 12,000 2,739
Accrued expenses 62,250 25,516
Total current liabilities 178,069 69,705
Long-term debt 1,263,036 686,103
Deferred income taxes 3,281 19,612
Other deferred credits 14,667 2,596
Minority interest 77,116 16,392
Commitments and contingencies
Preferred stock: authorized 25,000,000 shares - -
Common shareholders* equity:
Common stock, par value 51 per share: Authorized 108,000,000 shares:
Isaued 65,477,493 and 54,989,870 shares at
December 31, 1998 and 1997, respectively 65,477 54,989
Additional paid-in capital 539,770 321,766
Cumulative translation adjustments (3,055) (3,055)
Unrealized appreciaticon on investments 1,113 -
Treagury gtock, 557,000 shares at cost at December 31, 1998 {9,301} =
Deficit {222,558} {17,118)
Total common shareholdera' equity 371,446 356,584
Tetal liabilities and shareholders' equity £1,907,615 51,150,992

SrsnsaslisssolonsaEIE=IS

See accompanying notes to Consolidated Financial Statements.




RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
{THOUSANDS OF DOLLARS)

For the Years Ended December 31,

1998 18397 1996
Cash flows from operating activities
Net (loss) & {205,442) $ {52,391) & {5,989)
Gain on pension curtailment/settlement - - {3,437)
Accretion of discounted debt 80,925 8,103 =
Amortization of financing costs 2,816 408 =
Acquired in-process research and development 18,293 - -
Gain on sale of partnership interest = (661) =
Extraordinary item - debt prepayment penalty - 3,210 =
Depreciation and amortization A9,088 53,205 33,881
Deferred income taxes and investment tax credits, net {6,147} (10,503) (6,477)
Provision for losses on accounts receivable 4,125 2,732 1,788
Equity in loss of unconsclidated entities 12,719 3,804 2,282
Minority interest (17,162} {7,296} (1,340)
Net change in certain assets and liabilities,
net of business acquisitions:
Accounts receivable and unbilled revenues 3,500 (14,979} (2,780)
Material and supply inventory {1,109} {1,605} {814}
Accounts payable 28,456 11,193 2,954
Accrued expenses 17,446 3,353 4,283
Accounts receivable from related parties 2,910 3,180 1,572
Accounts payable to related partiag 3,408 (1,132} (5,448}
Uneayned revenue (17,629} = =
Othexr, net 1,154 367 597
Other {2,238} 1,081 (1,241)
Net cash provided by coperating activities 35,110 2,069 23,831
Cagh flows from investing activities:
Additions to property, plant and equipment (285,867} (79,042) (38,548)
Purchase of short-term investmentsa (936,401} (445,137) (75,091}
Sales and maturities of short-texm investments 461,795 76,923 149,086
Acquisitions, net of cash acquired (47,361} (30,490) {30,090}
Investment in unconsolidated joint venture (20,000) = =
Purchase of loan receivable - = {13,088)
Proceeds from sale of partnership interest - 1,900 =
Other {(342) {1a) {1,646}

Net cash used in investing activities {B28,178) [475,860) {9,377)




RCN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(THOUSANDS OF DOLLARS)

Cash flowa from financing activities

Repayment of long-term debt and capital leases

Issuance of long-term debt

Proceeds from the issuance of stock

Purchase of treasury stock

Contribution to minority interest partner

Change in affiliate notes, het

Extracrdinary item - debt prepayment penalty

Payments made for debt financing costs

Cash contribution from minority interest partner

Decrease (increase) related to investments
restricted for debt service

Proceeds from the exercise of stock options

Transfers from C-TEC

Transfers (to}! C-TEC

Net cash provided by financing activities

Net increase (decrease) in cash and temporary cash investmentsa
Cash and temporary cash investments at beginning of year

Cash and tewpcorary cash investments at end of year
Supplemental disclosures of cash flow information
Cash paid during the periods for:

Income taxes

Interest (net of 51,636 capitalized in 1998)

See accompanying notes to Consolidated Financial Statements

{7,770)
502,587
112,866

{9,301)

{108)

(10,185)
77,849

22,375
1,969

{141,250)
688,000

87,624
(3,210)
{20,151)

9,016

{61,250)
230
89,323

{23,474)

(44,750)
19,000

32,802

78,550
(76,211}

(102,784)
222,910

161,067
61,843

$ 120,126

aamzzxxz==

$222,910

zaz=




RECN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(THOUSANDS OF DOLLARS)
Supplemental Schedule of Non-Cash Investing and Financing Activities

In February 1598, RCN completed the acquisition of Erols Internet, Inc.
The transaction was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired $ 147,000
Less:

Fair value of RCN stock issued {45,000)
Fair value of stock options exchanged {11,000)
Liakilities assumed {55,000)

Net cash paid {(including out of pocket expenses of
approximately $1,400 and repayment of debt
of approximately $5,100) $ 36,000

RCN expects to contribute to Starpower approximately 60% of
the subscribers and related unearned revenue acgquired in the acquisition
of Erols.

In February 1998, RCN completed the acguisition of UltraNet.
The transaction was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired $ 41,500
Less:

Fair value of RCN stock issued (26,200)
Fair value of stock options exchanged (1,900)
Liabilities assumed (5,700)
Net cash paid $ 7,700

In June 1998, RCN completed the acquisition of Interport Communications, Corp.
The transaction was acccounted for as a purchase

A summary of the transaction is as follows:

Fair value of assets acquired ] 11,000
Less:

Fair value of RCN stock issued (8,500)
Liabilities assumed (1,200)
Net cash paid s 1,300

In June 19%8, RCN completed the acquisition of Lancit Media Entertainment, Ltd.
The transaction was accounted for as a purchase,

A summary of the transaction is as follows:

Fair value of assets acquired s 14,800
Less:

Fair value of RCN stock issued {7.400)
Liabilities assumed (7,000)

Net cash paid s 400




In July 1998, RCN completed the acquisition of JavaNet, Inc. The transaction
was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired b3 21,800
Less

Fair value of RCN stock issued (13,400}
Liabilities assumed {4,700}
Net cash paid s 3,700

In March 1997, the Company acguired the portion of Freedom which it
did not already own. The transaction was accounted for as a purchase.

A summary of the transaction is as follows:

Fair value of assets acquired ] 26,188
Non-capitalizable costs 10,000
Reduction of minority interest 3,812
Net caszh paid 3 40,000

In 1996, C-TEC acquired an 80.1% interest in Freedom New York, L.L.C.
The acguisition was accounted for as a purchase.
A summary of the acquisition is as follows:

Falr value of assets acquired $ 42,548
Less:

Liabilities assumed (7,621)
Deferred tax asset recognized 167
Minority interest recognized {6,188)
Net cash paid $ 28,906

In 1997, certain intercompany accounts receivable and payable and intercompany
note balances were transferred to Shareholders' Net Investment in connection
with the bistribution.

BECO's contribution of the IRU to the RCN-BECOCOM joint wventure (Note 7)
is included in "Telecommunications Network" at its fair value.

See accompanying notes to Conscolidated Financial Statements




RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 19598, 1937 AND 1996
{THOUSANDS OF DOLLARS)

Unrealized
Additional Shareholder's Cuwmuilative appreciation Total
Common Paid Treasury Net Translation on Shareholders!'
stock in Capital Deficit Stock Investment Adjustment Investments Equity
Balance, December 31, 1595 3 18 - 5 -5 - 8 356,674 5 (2,606} § = % 394,069
Net Loss {5,939) (5,989)
Transfara from C-TEC 3,134 3,124
cumulative translation adjustment {449) (449)
Balance, Decewmber 31, 199§ 1 © o - 393,819 (3,055) - 33c, 765
Hetr loss from 1/1/97 through 3/30/37 135,275} 135,27%)
Net loss from 10/1/37 through 12/31/37 {17,116} (17,116}
Transfers from C-TEC 17,980 17, %80
common stock issued in comnection
with the distribution 54,968 321,556 (376,524} =
sctock plan rransactions 20 210 230
Balance, December 31, 1297 54,389 321,766 {17,116) = = {3,055) = 356,584
Net loss (205, 442) (205, 442)
common stock offering 6,099 106, 767 112,866
Stock plaa transactions 436 2,001 2,437
stock and stock optiocne issued
in connection with acquisitions 3,853 109,258 113,211
purchase of treasury stock {9,301} {9.301}
Unrealized appreciation on investments 1,113 1,113
Other {22} (z2)
Balance, Decewmber 31, 1998 $65,47T7 § 539,770 $(222,558)% {%.301) § = $ (1,055) § 1.113 311,446
eNEEAUS NASEdSmam EEEmEEEEE EEEESEEE  EmEsEmsEES = .

See accompanying notes to Consolidated Financial Statements




RCN CORPORATION AND SUBSIDIARIES
CONSQLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 1998, 1997 AND 1896

Common Treasury Shares
Shares Issued Stock Outstanding
Balance, December 31, 1995 1,400 - 1,400
Net Loss
Transfers from C-TEC
Cumulative translation adjustments
Balance, December 31, 199§ 1,490 = 1,400
Net loss from 1/1/%7 through 9/30/97
Net loss from 10/1/97 through 12/31/97
Tranafera from C-TEC
Common stock issued in connection with
the distribution 54,967,952 54,967,952
Stock plan transactions 20,518 20,518
Balance, December 31, 1998 54,589,870 = 54,989,870
Net loss
Common atock offering 6,098,355 6,098, 355
Stock plan transactions 436,342 436,342
Stock issued in connection with acquisitions 3,952,926 3,952,926
Purchase of treasury stock (557,000) (557,000}
Unrealized appreciation on investments
Balance, December 31, 1998 65,477,493 (55%,0090) 64,920,493

See accompanying notes to Consolidated Financial Statements




RCN CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(THOUSANDS OF DOLLARS EXCEPT PER SHARE DATA)

1. BACKGROUND AND BASIS OF PRESENTATION

RCN Corporation {the "Company" or "RCN"} provides a wide range of
telecommunications services through high speed, high capacity advanced fiber
optic networks. RCN currently offers local and long distance telephone, video
and data services, including high speed Internet access. We provide our services
primarily to residential customers in selected markets with high levels of
population density and favorable demographics. RCN'a initial advanced fiber
optic networks have been established in selected markets in the Boston to
Washington D.C. corridor and RCN has begun developing advanced fiber optic
networks in the San Francisco to San Diego corridor,

Prior to September 30, 1997, RCN Corporation was operated as part of C-TEC
Corporation {"C-TEC"). On September 30, 1997, C-TEC distributed 100 percent of
the outstanding shares of common stock of its wholly owned subsidiaries, RCN
and Cable Michigan, Inc. ("Cable Michigan") to holders of record of C-TEC's
Commen Stock and C-TEC's Class B Common Stock as of the close of business on
September 19, 1997 (the "Distribution") in accordance with the terms of a
Distribution Agreement cdated September 5, 1997 among C-TEC, RCN and Cable
Michigan. At the time of the distribution RCN consisted primarily of C-TEC's
bundled residential wvoice, video and Internet access operations in the Boston to
Washington, D.C. corridor, its existing New York, New Jersey and Pennsylvania
cable television operations, a portion of its long distance operations and its
international investment in Megacable, S.A. de C.V.{"Megacable"). C-TEC's
corporate services group and corporate financial services company both became
subsidiaries of RCN immediately coincident with the Distribution. Cable
Michigan, Inc. consisted of C-TEC's Michigan cable operations, including its 62%
ownership in Mercom, Inc. In connection with the Distribution, C-TEC changed its
name to Commonwealth Telephone Enterprises, Inc. {("CTE"}.

CTE, RCN and Cable Michigan have entered inte certain agreements providing for
the Distribution, and governing various ongoing relationships, including the
provision of support services, between the three companies, including a
distribution agreement and a tax-sharing agreement.

On November 6, 1998, Cable Michigan announced that its sale to Avalon Cable
of Michigan, Inc. was complete. As a result of the sale, Cable Michigan has
no ongeing support services relationship with RCN and CTE.

The consolidated financial statements have been prepared using the historical
basis of assets and liabilities and historical results of operations of all
wholly and majority owned subsidiaries. However, the historical financial
information presented herein reflects periods during which the Company did not
operate as an independent company and accordingly, certain assumptions were made
in preparing such financial information. Such information, therefore, may not
necesgsarily reflect the results of operations, financial condition or cash flows
of the Company in the future or what they would have been had the Company been
an independent, public company during the reporting periods.

C-TEC's corporate services group had historically provided substantial support
services such as finance, cash management, legal, human resources, insurance and
risk management and its financial statements are included in the consolidated
financial statements of the Company. Prior to the Distribution, the corporate
office allocated the cost for these services pro rata among the bhusiness units
supported primarily based on assets; contribution to consolidated earnings
before interest, depreciation, amortization, and income taxes; and number of
employees. In the opinion of management, the method of allocating these costs is
reasonable; however, the costs of these services remaining with the Company
after allocation to C-TEC's other business units are not necessarily indicative
of the costs that would have been incurred by the Company on a stand-alone
basis. It is not practicable to estimate the expenditures for allocated support




services that RCN would have incurred on a stand-alone basis. The historical
expense levels for these gervices after allocation to CTE and Cable Michigan
were approximately $8,000 for both 1996 and the nine months ending September
30,1997. The Company expects that its expense levels for these services on a
forward-looking basis will exceed the historical levels due to growth and
increasing complexity of the business. Alsc included in the Company's
consolidated financial statements are the financial statements of the corporate
financial services company which invests excess cash of, and advances funds to,
the Company and prior to the Distribution, C-TEC. The financial services company
charges interest expense on outstanding advances and pays interest income on
excess cash invested for affiliates.

The congsolidated financial statements include the accounts ¢of all wholly-owned
subsidiaries. All material intercompany transactions and balances have been
eliminated. The Company has a 40% interest in Megacable, a Mexican cable
television system operator and accounts for its investment by the equity method.
The RCN-BECOCOM joint venture which the Company controls and in which the
minority investors do not possess significant veto rights is consolidated. The
Starpower joint wventure is accounted for by the equity method.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates -

The preparation of financial statements in conformity with generally accepted
accounting principles regquires 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 financial statements and
the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Cagh and Temporary Cash Investments -

For purposes of reporting cash flows, the Company ccnsiders all highly liquid
investments purchased with an original maturity of three months or less to be
temporary cash investments. Temporary cash investments are stated at cost
which approximates market.

Short Term Investments and Investments Restricted for Debt Service -

Management determines the appropriate classification of its investments in debt
and equity securities at the time of purchase and reevaluates such determination
at each balance sheet date in accordance with Statement of Financial Accounting
Standards No. 115 - "Accounting for Certain Investments in Debt and Equity
Securities." At December 31, 1998 and 1997, marketable debt and equity
securities have been categorized as available for sale. The Company states its
short term investments at cost, which approximates market. Investments
restricted for debt service have been categorized as held to maturity since
management has the positive intent and ability to hold such securities to
maturity. At December 31, 1998, investments restricted for debt service are
comprised of U.S. Treasury notes and Federal Agency notes and are stated at
cost, which approximates market.

Property, Plant and Equipment and Depreciation -

Property, plant and equipment reflects the original cost of acquisition or
construction, including related payroll and costs such as taxes, fringe
benefits, and certain general administrative costs.




Depreciation is provided on the straight-line method based on the useful lives
of the various classes of depreciable property. The average estimated lives of
depreciable property, plant and equipment are:

Lives
Telecommunications Network 5-22.5 years
Computer Equipment 3-10 years
Buildings and leasehold improvements 5-45 years
Furniture, fixtures and vehicles 3-10 years
Other 5-10 vyears

Repairs of all property, plant and egquipment and minor replacements and renewals
are charged to expense as incurred. Major replacements and betterments are
capitalized. Gain or loss is recognized on major retirements and dispositions.

Intangible Assets -
Intangible assets are amortized on a straight-line basis over the expected
period of benefit ranging from 1 to 15 years.

Accounting for Impairments -

The Company follows the provisions of Statement of Financial Accounting
Standards No. 121 - "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of" ("SFAS 121"). No impairment losses

have been recognized by the Company pursuant to SFAS 121.

Revenue Recognition -

Local telephone service revenue is recorded as earned based on tariffed rates.
Long distance telephone gervice revenue is recorded based on minutes of traffic
processed and tariffed rates or contracted fees. Revenues from cable
programming services are recorded in the month the service is provided.
Internet access service revenues are recorded based on contracted fees.

Advertising Expense -
Advertising costs are expensed as incurred. Advertising expense charged to
operations was $28,841, $12,203 and $1,441 in 1998, 19957 and 1996, respectively.

Debt Issuance Costs -

Debt Issuance Costs are amortized over the life of the note. Debt Issuance
costs charged to operations were $2,816 and 5408 in 1998 and 1997,
regpectively.

Stock Based Compensation -

The Company applies Accounting Principles Beoard Opinion No. 25 - "Accounting
for Stock Issued to Employees"™ ("APB 25") in accounting for its stock plans.
The Company has adopted the disclosure - only provisions of Statement of
Financial Accounting Standards No. 123 - "Accounting for Stock-Based

Compensation" ("SFAS 123").

Income Taxes -

The Company and its subsidiaries report income for federal tax purposes on

a consolidated basis. Prior to the Distribution, the Company and its
subsidiaries were included in the consolidated federal income tax return of
C-TEC. Income tax expense is allocated to subsidiaries on a separate return
basis except that the Company's subsidiaries receive benefit for the utilization
of net operating losses and investment tax credits included in the consolidated
return even if such leosses and credits could not have been used on a separate
return basis.




The Company accounts for income taxes using Statement of Fipancial Accounting
Standards No. 109 - "Accounting for Income Taxes."

Foreign Currency Translation -

The Company has a 40% interest in Megacable. For purposes of determining its
equity in the earnings of Megacable, the Company translates the revenues and
expenses of Megacable into U.$. dollars at the average exchange rates that
prevailed during the period. Assets and liabilities are translated into U.S.
dollars at the rates in effect at the end of the fiscal period. Prior to 1997,
the Company's share of the gains or losses that result from this process are
shown in the cumulative translation adjustment account in the common
shareholders' equity section of the balance sheet. Effective January 1, 1997,
since the three-year cumulative rate of inflation at December 31, 1996 exceeded
100%, Mexico is treated for accounting purposes as having a highly inflationary
econcmy through December 31, 1998 since the three-year cumulative rate of
inflation at December 31, 1996 exceeded 100%, Mexico is treated for accounting
purposes as having a hgihly inflationary economy. As a result, the financial
statements of Megacable are remeasured as if the functional currency were the
U.S. dollar. The remeasurement of the Mexican peso into U.S. dollars creates
translation adjustments which are included in net income. The Company's
proportionate share of gains and losses resulting from transactions of
Megacable, which are made in currencies different from its own, are inecluded in
income as they occur.

Earnings Per Share -

The Company has adopted Statement of Financial Accounting Standards No. 128 -

Earnings Per Share ("SFAS 128"). Basic earnings (loss) per share is computed

based on net income {loss) divided by the weighted average number of shares of
common stock outstanding during the peried.

Diluted earnings (loss) per share is computed based on net income (loss) divided
by the weighted average number of shares of common stock outstanding during the
period after giving effect to convertible securities considered to be dilutive
common stock equivalents. The conversion of gtock options during perieds in
which the Company incurs a loss from continuing operations is not included since
the effect is anti-dilutive.

Comprehensive Income -

In June 1997, the Financial Accounting Standards Board ("FASB") issued Statement
of Financial Accounting Standard No. 130 - "Reporting Comprehensive Income"
("SFAS 130"). This statement, which establishes standards for reporting and
disclosure of comprehensive income, is effective for interim and annual pericds
beginning after December 15, 19%7. The Company primarily has two components of
comprehensive income, cumulative translation adjustments and unrealized
appreciation on investments: Since the cumulative foreign currency translation
adjustment was unchanged during 1998 the only applicable adjustment required to
determine comprehensive income was the unrealized appreciation on investments
which approximates $1,113 at December 31, 1998. The amount of other
comprehensive loss for the year ended December 31, 1998 was (5204,329).

3. EARNINGS PER SHARE

The number of stock options which would have been converted in 1998 and have
a dilutive effect if the Company had income from continuing operations is
3,198,493,

For periods prior to October 1, 1997, during which the Company was a wholly-
owned subsidiary of C-TEC, earnings (loss) per share was calculated by dividing
net income (loss) by the number of average common shares of C-TEC outstanding,
based upon a distribution ratio of one share of Company common equity for each
share of C-TEC common equity owned.




The following table is a reconciliation of the numerators and denominators of
the basic and diluted per share computations:

Years Ended December 31, 1998 1997 1996

{Loss) income before extraordinary charge and
cumulative effect of change in accounting

principle $ (204,801) $ (5,589)
Basic (losz) earnings per average common share:
Weighted average shares oufstanding 61,187,354 54,965,716 54,918,394
(Loss) income per average common share before

extraordinary charge and cumulative effect of

¢hange in accounting principle $ (3.35) 3§ (0.83) $ {0.11)
Diluted {(logs) earnings per average common share:
Weighted average shares outstanding 61,187,354 54,965,716 54,918,394
Dilutive shares resulting from stock opticns = = -

61,187,354 54,965,716 54,918,394

(Loss) per average common share before

extraordinary charge and cumulative effect

of change in accounting principle 3 {(3.35}) $ (0.8%) s (0.11)
4. BUSINESS COMBINATIONS
In February 1998, the Company acquired Erols Internet, Inc. ("Erols"). The

total approximate consideration was $36,000 in cash including out of pocket
costs of approximately 51,400 and the assumption and repayment of debt of
approximately $5,100 and RCN Common Stock with a fair value of approximately
$45,000 at the time of issuance. Additionally, the purchase price includes
approximately $11,000 representing the fair value of Erols stock options which
were converted to RCN stock options in connection with the acquisition.The
transaction was accounted for by the purchase method of accounting.

RCN contributed to Starpower approximately 60% of the subscribers and related
unearned revenue acquirasd in the acquisition of Erols. (Note 7). RCN contributed
to RCN-BECOCOM approximately 1% of the subscribers and related unearned revenue
acquired in the acguisition of Erols.

Goodwill of approximately $ 35,000 was recorded in connection with the
acquisition of Ercls and contribution to Starpower. Such goodwill includes
the value assigned to certain current products and technoleogies, primarily
residential dial-up and dedicated Internet access, and Internet advertising.
Such goodwill is being amortized over approximately four years.

In February 1998, the Company acquired Ultranet Communications, Inc.
("Ultranet"}). The total approximate consideration was $7,700 in cash including
cash payments aggregating approximately $503 to certain holders of Ultranet
stock options and RCN Common Stock with a fair value of approximately $26,200 at
the time of issuvance. Additionally, the purchase price includes approximately
$1,900 representing the fair value of UltraNet stock options which were
converted to RCN stock options in connection with the acquisition.The
transaction was accounted for by the purchase method of accounting.

RCN contributed to RCN-BECOCOM approximately 30% of the subscribers acquired
in the acquigition of Ultranet.

Goodwill of approximately $31,100 was recorded in connection with the
acquisition of Ultranet and contribution to RCN-BECOCOM. Such goodwill includes
the value assigned to certain current products and technologies, primarily
residential dial-up and high speed Internet access. Such goodwill is being
amortized over approximately four years.




In connection with the acquisitions of Erocls and UltraNet, RCN has allocated
$13,228 for Erols and $5,065 for UltraNet to in-process research and development
("IPR&D") . Specifically, four projects were identified which qualified as IPR&D
by definition of not having achieved technological feasibility and representing
technology which at the point of acquisition offered no alternative use than the
defined project. The fair value of the IPR&D projects associated with these
acquisitions is based upon a discounted cash flow analygis modified to represgent
only that portion of the project associated with completed research and
developments efforts at the date of acquisition. The IPR&D valuation charge was
measured by the stage of completion method. The expected completion percentages
are estimated based on the latest available financial information at the date of
acquisition and were established on a project by project basis primarily
calculated by dividing the costs incurred to date by the total expected R&D
expenses specific to the project. The significant assumptions utilized by
management were as follows:

Cash flow projections, utilizing risk adjusted discount rates of between 35% and
40% for Erols projects, commenced in 1998, and were expected to grow
significantly in 1999 and 2000. Cash flow projections, utilizing risk adjusted
discount rates of betwesn 30% and 33% for UltraNet projects, were expected to
commence in 1999, growing significantly in 2000 and 2001. The IPR&D projections
are founded on significant assumptions with regard to timing of market entrance,
levels of penetration, and costs of provisioning.

RCN is constructing new telecommunications networks. The margins on products
expected to result from acquired in-process technologies in some cases represent
higher margins than RCN's margins on existing products primarily due to the
efficiencies in delivering multiple products, including bundled-service
offerings, over a single state of the art high capacity fiber optic network.

For both the Erols and the UltraNet acguisitions, RCN identified the R&D
development projects to include -

- Cable Mcdem Intermet access For subscribers, consisting of projects to
develop the hardware, gystems and software to permit subscribers to be offered
high-speed Internet access through direct cable connection. The remaining
development effort is concerned with techmnical standards for this service and
with the design and integration of this product into RCN's cable and fiber
cptic network. RCN management estimated that this project for both
acquisitions was approximately 70% complete and that each had approximately
5250 of direct development expense remaining to be spent in 1998 and 1999,
with planned revenues from this service expected to begin thersafter.

-Internet Telephony, representing projects to develop the potential for dial-
up telephone service through the Internet. This service area presented
gignificant technical challenges as well as political, commercial and market
challenges to be faced before service could be offered to subscribers. Since
at the acquisition date neither hardware nor systems have been acquired or
developed in support of this new product, a high degree of development
activity remains. RCN management estimated that this project for both
acquisitions was only approximately 20% complete and that the remaining
development cost at the date of acquisition was approximately $1,000 in 1998,
$2,000 in 1999 and $5,000 in 2000 with revenues from this service expected to
begin thereafter.

- E-Commerce Systems, consisted of the companies' efforts to develop a
suitable system that would permit subscribers to c¢onduct commercial activities
over the Internet. Following evaluation of commercially-available packages,
none were capable of meeting subscriber needs and development of the suitable
system was undertaken. RCN management estimated that the project for both
acquisitions was approximately 90% complete and that each had about $25 of
development expense remaining to be spent in 1998 with revenues from this
service expected to begin thereafter.

-High-speed shared office Internet access, representing a blending of fibey
optic and Internet networking technologies, was under development as a
package to be offered to commercial clients. Wwhile the technical challenges




were still being addressed at the acquisition date, there was no certainty
that this system would result in a competitive product offering in the market.
The management of RCN estimated that the project for both acguisitions was
approximately 75% complete and that each had less that $25 of development
expense remaining to be spent in 1998 with revenues from this service
expected to begin thereafter.

Relative to the gqualifiation of chese projects as IPR&D projects under

the meaning within Statement of Financial Accounting Standards No. 2

("SFAS 2"), each represented at the date of acquisition a development
project associated with mew and uncertain technology that was incomplete and
had not reached technical feasibility. Further, the techmnology under
development in each of these areas was not seen to present opportunicies
for alternative future use should the comtemplated development project

fail to achieve completion. In each of the above projects, the uncertainty
associated with each, in the absence of a successful product introduction,
may result in the possible abandonment of the project and the loss of both
invested development funds and the profit contributions that such projects
were expected to bring to the business as a whole.

In June 1998, the Company acquired Interport Communications Corp. ("Interport").
The total approximate consideration for the transaction was $1,300 in cash and
RCN Common Stock with a fair value of approximately $8,500 at the time of
issuance. The transaction was accounted for by the purchase method of
acecounting. Approximately 57,200 has been allocated to goodwill. Such goodwill
is being amortized over approximately four years.

In June 1998, the Company acquired Lancit Media Entertainment, Ltd. ("Lancit®),
a producer of high quality children's programming. The total approximate
consideration for the transaction was $400 in cash and RCN Common Stock with a
fair value of approximately 37,400 at the time of issuance. The transaction was
accounted for by the purchase method of accounting. Approximately $9,500 has
been allocated to goodwill. Such goodwill is being amertized over approximately
five years.

In July 1998, the Company acquired Javanet, Inc. ("Javanet"}. The total
approximate consideration for the transaction was $3,700 in cash and RCN Common
Stock with a fair value of approximately 513,400 at the time of issuance. The
transaction was accounted for by the purchase method of accounting.
Approximately 514,800 has been allccated to goodwill., Such goodwill is being
amortized over approximately three years.

RCN contributed to RCH-BECOCCOM approximately 6% of the subscribers acquired in
the acgquisition of Javanet.

In August 1996, PFNY Holding Company, Inc., formerly a wholly-owned

subgidiary of C-TEC ("FNY") acquired from Kiewit Telecom Holdings, C-TEC's
controlling shareholder at the time, an B0.1% interest in Freedom New York, LLC
and all related rights and liabilities {"Freedom") for cash consideration of
approximately $29,000. In addition, FNY assumed liabilities of approximately
$7,600, (In March 19%%6, Freedom had acquired the wireless cable television
buginess of Liberty Cable Television). The acquisition was accounted for as a
purchase, and accordingly, Freedom is included in the Company's congolidated
financial gratements since September 1996. The full fair value of assets
acquired and liabilities assumed has been reflected in the Company's financial
statements with minority interest reflecting the separate 19.9%% ownership.

FNY allocated the purchase price paid on the basis of the fair value of
property, plant and equipment and identifiable intangible assets acquired and
liabilities agssumed. There was no excess c¢ost over fair value of net assets
acquired.

Contingent consideration of $15,000 was payable in cash and was to be based upon
the number of net eligible subscribers, as defined in the Acquisition Agreement,
in excessg of 16,563 delivered to the Company. The contingent consideration is
not included in the acquisition cost total above but was to have been recorded
when and if the future delivery of subscribers occurred. In addition, FNY paid
$922 to Kiewit Telecom Holdings which represents compensation for foregone
interest on the amouni invested by Kiewit Telecom Heldings in Freedom. This
amount has been charged to operatiocns.




In March 1997, the Company paid $15,000 in full satisfaction of contingent
consideration payable for the original acquisition of Freedom. Additionally,
pursuant to the terms of the Freedom Operating Agreement, the assets of RCN
Telecom Servicez of New York, Inc., a wholly-owned subsidiary of RCN, were
contributed to Preedom, in which the Company had an 80.1% ownership interest
prior to such contribution. Subsequent to this contribution, the Company paid
$15,000 to acquire the minority ownership of Freedom. These amounts were
primarily allocated to excess cost over fair value of net assets acquired and
are being amortized over a period of approximately six years. The Company also
paid $10,000 to terminate a marketing services agreement between Freedom and an
entity controlled by Freedom's former minority owners. The Company charged this
amount to operations for the quarter ended March 31, 19297.

The following unaudited pro forma summary presents information as if the
acquisitions of Erols, Ultranet, Interport, Javanet and Lancit had occurred at
the beginning of 1997 and as if the acquisition of Freedom had occurred at the
beginning of 1996. The pro forma information is provided for information
purposes only. It is based on historical information and does not necessarily
reflect the actual results that would have occurred nor is it necessarily
indicative of future results of operations of the consclidated entities.

Years Ended

December 31, 1998 1997 1996
{Unaudited)
Proforma Data:
Sales $ 226,272 $ 159,611 $110,116
{(Losgs) from continuing operations before

extraordinary items 5{220,271) %$(106,338) ${20,189)
Net (loss) %(220,912) $(209,548) 5{16,807)

Earnings Per Share:
{Logss) from continuing operations before

extraordinary items 5 (3.53) = {1.80) E (.37
Net (loss) 5 {3.54) 5 {1.86) S (.31)

S. SHORT-TERM INVESTMENTS

Short-term investments, stated at cost, include the following at December 31,
1998 and 1997:

1998 1997
Federal Agency noctes $126,580 $110,966
Commercial Paper 85,234 43,859
Corporate debt securities 417,378 222,785
Certificates of deposit 14,997 37,993
U.S. Treasury notes B4,399 =
Asset backed securities 163,860 =
Total 5892,448 $415,603

S =] ========

At December 31, 1998, short term investments with an amortized cost of $606,493
have contractual maturities of one to three years. All remaining short term
investments have contractual maturities under one year.




6. PROPERTY, PLANT AND EQUIPMENT

property, plant and equipment consists of the following at December 31,

1998 1997
Telecommunications plant $398, 748 $234,628
Computer equipment 43,439 3,841
Buildings, leasehold improvements and land 22,653 16,607
Furniture, fixtures and vehicles 31,430 24,077
Construction in process 104,161 28,195
Other 1,250 411
Total property, plant and equipment 601,679 307,759
Less accumulated depreciation (153,304) {107,419}
Property, plant and equipment, net 5 448,375 $200,340

Depreciation expense was $39,000, $24,257 and $19,372 for the years ended
December 31, 1998, 1997 and 1996, respectively.

7. INVESTMENTS AND JOINT VENTURES

Investments at December 31, are as follows:

1958 1997
Megacable 5 67,978 $ 70,363
Starpower Communicatiomns, LLC 61,495 =
Other 56 61
Total Investments $129,52¢9 5 70,424

At December 31, 1998 and 1997, the Company has a 50% interest in Starpower
and a 40% interest in Megacable. The Company accounts for these investments
on the eguity method.

a. RCN-BECOCOM

The Company and Boston Edison Company ("BECO"), through wholly-owned
subsidiaries, are 51% and 49% partners (see Note 20}, respectively, in RCN-
BECOCOM, a joint venture with a term expiring in the year 2060. RCN-BECOCOM was
organized to own and operate an advanced fiber optic telecommunications network
and to provide, in the market in and around Boston, Massachusetts, voice, video
and data services, as well as the communications support component of energy
related customer services offered by BECO.

RCN manages the business of RCN-BECOCOM pursuant to the terms of a management
agreement with an initial term expiring on December 31, 2001.

BECO has transferred to RCN-BECOCOM, an indefeasible right of use of certain
of its network facilities through the year 2060.

During 1998, the Company contributed to RCN-BECOCOM the Internet business in the
RCN-BECOCOM market, acquired in acgquisitions, including approximately 30% of the
subscribers acquired from UltraNet, 1% of the subscribers acquired from Erols
and 6% of the subscribers acquired from Javanet. The total value of the Internet
businesses contributed to the joint venture was agreed to in arms-length
negotiations between the joint venture partners, based on the proportion of
subscribers contributed to RCN-BECOCOM to total subscribers acquired from
UltraNet, Erols and Javanet, respectively.

BECO has the right to convert its ownership interest in RCN-BECOCOM into RCN
Common stock pursuant to specific terms and conditions.




b. Starpower
The Company and PEPCO, through wholly-owned subsidiaries, are each 50% partners
in Starpower, a joint venture with a perpetual term.

Starpower was formed te ¢onstruct, own, lease, operate and market a network
for the szelling of voice, videc, data and other telecommunications services
to all potential commercial and residential customers in the Washington, D.C.
Market.

A subsidiary of RCN provides support services including customer service,
billing, marketing and certain administrative, accounting and technical support
services, each of which are provided at cost.

During 1998, the Company contributed to Starpower the Internet business in the
Starpower market, acquired in the acquisition of Ercls, including approximately
60% of the subscribers acquired from Erols, and related unearned revenue. The
total value of the Internet business contributed to the joint wventure was agreed
to in arms-length negotiations between the joint venture partners, baged on the
proportion of subscribers contributed to Starpower to total subscribers acquired
from Erols.

¢. Megacable

The basis of the Company's investment in Megacable exceeded its underlying
equity in the net assets of Megacable when acquired in 1995 by approximately
$94,000 which excess is being amortized on a straight-line basis over 15 years.
At December 31, 1998, the unamortized excess over the underlying equity in the
net assets was $69,605. The Company recorded its proportionate share of (losses)
and amortization of excess cost over net assets of {%$2,385), (3$3,869) and
(42,190} in 1998, 1997 and 1996, respectively.

Effective January 1, 1997 since the three-year cumulative rate of inflation at
December 31, 1996 exceeded 100%, Mexico is being treated for accounting purposes
under Statement of Financial Accounting Standards No. 52 - "Foreign Currency
Translation", as having a highly inflationary economy through December 31, 1998.
As a result, the financial statements of Megacable are remeasured as if the
functicnal currency were the U.S. dollar. The remeasurement of the Mexican peso
into U.8. dollars creates translation adjustments which are included in net
income. Exchange gains (losses) of $(768), $(12), and %247 in 1998, 1997, and
1996, respectively, including translation losses in 1998 and 1997, are included
in the respective statements of operations through the Company's proportionate
share of losses of Megacable.

The following table reflects the summarized financial position and results of
operations of Megacable as of and for the years ended December 31, 1998 and
1897:

(U.S. Dollars}

1998 1597
Assets 96,410 76,323
Liabilities 18,629 8,347

5 5

3 5
Stockholders' equity $ s
Sales $ 37,480 $ 30,441
Costs and expenses s $
Foreign currency transaction gains (losses) $ s
Net income $ $




8. INTANGIBLE ASSETS

Intangible assets consist of the following at December 31,

Amortization period 1998 1997
Franchises and zubacriber lista 2-10 vears % 85,984 $ 79,273
Acquired current producta/technologies 4 years 72,629 =
Noncompete agreements 5-8 years 11,100 11,209
Goodwill 3-10 years 57,447 42,787
Building access rights 3-4 years 15,295 15,197
Other intangible assets 1-15 years 24,576 1,469
Total intangible agaets 267,031 149,935
Less accumilated amortization (97,313} (53,388)
Intangible assets, net $169, 718 5 96,547

Amortization expense charged to operations in 1998, 1997 and 1996 was $50,088,
$28,948 and $19,509, respectively.

9. DEFERRED CHARGES AND) QOTHER ASSETS

Deferred charges and other assets cconsist of the following at December 31:

1998 1897
Note and interest receivable - Mazon Corporativo, S.A. de C.V. $18,373
Debt issuance costs 27,112
Prepaid professional services -
Other 1,771
Total $47,256
10. DEBT

a. Long-term debt

Long-term debt outstanding at December 31 is as follows:

1258 1897
Revolving Credit Agreement g - 8 3,000
Term Credit Agreement 106,000 100,000
Senior Notes 10% due 2007 225,000 225,000
Senior Discount Notes 11 1/8% due 2007 398,827 358,103
Senior Discount Notes 9.8% due 2008 382,216 =
Senior Discount Notes 11% due 2008 158,573 -
Capital Leases 2,517 -
Total 1,267,133 686,102
Due within one year 4,097 =
Total Long-Term Debt 51,263,036 $ 686,103

The 11% Senioxr Discount Notes were issued under an indenture dated June 24,
1998 (the "11% Indenture") between the Company and The Chase Manhattan Bank,
ag Trustee. The 11% Senior Discount Notes are general senior obligations of
the Company, limited to $256,755 aggregate principal amount at maturity and
will mature on July 1, 2008. The 11% Senior Discount Notes were issued at a




discount to yield gross proceeds of $150,000. The 11% Senior Discount Notes
will not bear cash interest prior to January 1, 2003.

The 11% Senicr Discount Notes are redeemable, in whole or in part, at any time
on or after July 1, 2003, at the option of the Company. The 11% Senior
Discount Notes have redemption prices starting at 105.5% of the principal
amount at maturity and declining to 100% of the principal amount at maturity,
plus any accrued interest.

The 9.8% Senior Discount: Notes were issued under an indenture dated February
6, 1998 (the "9.8% Indenture") between the Company and The Chase Manhattan
Bank, as Trustee. The 9.8% Senior Discount Notes are general senior
obligations of the Company, limited to $567,000 aggregate principal amount at
maturity and will mature on February 15, 2008. The 9.8% Senior Discount Notes
were issued at a discount to yield gross proceeds of $350,588. The 9.8%
Senior Discount Notes will not bear cash interest prior to February 15, 2003.

The 9.8% Senior Discounft Notes are redeemable, in whole or in part, at any time
on or after February 15, 2003 at the option of the Company. The 9.8% Senior
Discount Notes have redemption prices starting at 104.9% of the principal
amount at maturity and declining to 100% of the principal amount at maturity,
plus any accrued interest.

In October 1997, pursuant to Rule 144A of the Securities Exchange Act of 1933,
the Company completed an offering of 10% Senior Notes with an aggregate
principal amount of $225,000 and 11 1/8% Senior Discount Notes with an aggregate
principal amount at maturity of $601,045, both due 2007, to qualified
institutional buyers as defined in Rule 144A. The Senior Discount Notes were
issued at a discount and generated gross proceeds to the Company of $350,000. In
December 1997, the Company commenced an SEC registered Exchange Offer of its 10%
Senior Notes due 2007, 3Series B for any and all outstanding 10% Senior Notes due
2007, Series A and its 11 1/8% Senior Discount Notes due 2007, Series B for any
and all ocutstanding 11 1/8% Senior Discount Notes due 2007 Series A. The
Exchange Offer closed in January of 1998. All outstanding notes were exchanged.

The 10% Senior Notes were issued under an indenture dated October 17, 1997 (the
"10% Indenture”) between the Company and The Chase Manhattan Bank, as Trustee.
The 10% Senior Notes are general senior cbligations of the Company which mature
on October 15, 2007 and are collateralized by a pledge of the Escrow Account
representing funds that, together with the future proceeds from the investment
thereof, will be sufficient to pay interest on the 10% Senior Notes for six
scheduled interest payments. Interest on the 10% Senior Notes is payable in
cash semi-annually in arrears on each April 15 and October 15, commencing
April 15, 1998.

The 10% Senior Notes ars redeemable, in whole or in part, at any time on or
after October 15, 2002 at the option of the Company. The 10% Senioxr Notes have
redemption prices starting at 105% of the principal amount and declining to 100%
of the prinecipal amount, plus any accrued interest.

The 11 1/8% Senior Discount Notes were issued under an indenture dated October
17, 1997 (the "11 1/8% Indenture") between the Company and The Chase Manhattan
Bank, as Trustee. The 11 1/8% Senior Discount Notes are general senior
obligations of the Company, limited to $601,045 aggregate principal amount at
maturity and will mature on October 15, 2007. The 11 1/8% Senior Discount Notes
were issued at a discount to yield gross proceeds of $350,000. The 11 1/8%
Senior Discount Notes will not bear cash interest prior to October 15, 2002.

The 11 1/8% Senior Discount Notes are redeemable, in whole or in part, at any
time on or after October 15, 2002 at the option of the Company. The 11 1/8%
Senior Discount Notes have redemption prices starting at 105.562% of the
principal amount at maturity and declining to 100% of the principal amount at
maturity, plus any accrued interest.

The 9.8% Senior Discount Notes, the 11% Senior Discount Notes, the 10% Senior
Notes and the 11 1/8% Senior Discount Notes contain certain covenants that,




among other things, limit the ability of the Company and its subsidiaries to
incur indebtedness, pay dividends, prepay subordinated indebtedness, repurchase
capital stock, engage in transactions with stockholders and affiliates, create
liens, sell assets and engage in mergers and consolidations. At December 31, the
Company was restricted from making any dividend payments under the terms of the
Indentures.

Certain subsidiaries of the Company, including RCN Cable, have in place a

5125, 000 credit agreement comprised of two credit facilities. The first is a
five year revolving credit facility in the amount of $25,000 which provides
credit availability through June 30, 2002. Revolving loans may be repaid and
reborrowed from time to time. The second is a term credit facility in the amount
of 5100,000 which is to be repaid over six years in guarterly installments from
September 30, 1999 through June 30, 2005. Interest only is due through September
29, 1999. The interest rate is based on either a LIBOR or Base Rate option, at
the election of the Company (6.55% at December 31, 1998). The credit agreement
is collateralized by a pledge by the Company of its stock in RCN Cable and may,
in the future, be collateralized by pledges of stock of subsidiaries of the
Company. At December 31, 1998, the entire $5100,000 term credit facility is
outstanding and none of the revolving credit facility is outstanding. RCN Cable
used a portion of its initial borrowings under the credit facilities to prepay
higher priced Senior Secured Notes. This early extinguishment of the Senior
Secured Noteg in 1997 resulted in an extraordinary charge of $3,210, net of
taxes of $1,728. The credit agreement contains restrictive covenants which,
among other things, require the Company to maintain certain debt to cash flow
and interest coverage ratios and place certain limitations on additional debt
and investments. The Company dees not believe that these covenants materially
restrict its activities.

Contractual maturities of long-term debt are as follows:

Year Ending December 31, Aggregate Amounts
1999 $ 3,750
2000 $11,250
2001 $16,250
2002 $17,500
2003 $19,374

b. Short-term debt

At December 31, 1998, the Company had a line of credit for §10,000 at

Libor plus 1% (6.07% at December 31, 1998). Shert-term unsecured borrowings may
be made under this line of credit. The amounts available under this line of
credit are reduced by outstanding letters of credit ($3,810 at December
31,1998) . Therefore, at December 31, 1998, the amount available under this line
of credit was 3$6,190. This line of credit is cancelable at the option of the
banks or the Company. There are no commitment or facility fees associated with
maintaining availability of the above-mentioned line of credit.




11, INCOME TAXES

The (benefit) provision for income taxes is reflected in the Consclidated

Statements of Operations as follows:

Current:
Federal
State

Total Current

Deferred:
Federal
State

Total Deferred

Amcortization of ITC

Provision (benefit) for income taxes:
Before extraordinary item
Extraordinary item
Cumulative effect of change in

accounting principle

Total (benefit) provision for income taxes

1998 1997
- & (11,795)
1,149 1,449
1,149 {10, 346)

{1,737) (342}

(4,998} (20,849)
= (1,728)

{4,751}

At December 31, 1998 and 1996, the Company had tax related balances due to

affiliates of $150 and 3817 respectively.

At December 31, 1997 the Company had tax related balances due from affiliates

of 53,186,

Temporary differences that give rise to a significant portion of deferred tax
assets and liabilities at December 31, are as follows:

Net operating loss carryforwards

Alternative minimum tax credits

Employee benefit plans

Reserve for bad debt

Start-up costs

Investment in unconsolidated entity

Accruals for nonrecurring charges and
contract settlements

Deferred revenue

Other, net

Total deferred tax assets
Property, plant and equipment
Intangible assets

All other

Total deferred liabilities

Subtotal
Valuation allowance

Total deferred taxes

$ 78,963
B85

746

1,794

825

6,265

909
10,401
6,734

(18,177)
(6,618)
(2,428)

79,4998

(14,7589)
(11,253)
(1,257)

(8,404)




During 1998, the Company generated federal net operating losses in the amount
of $127,523 and acquired separate return limitation year (SRLY) net operating
losses from the 1998 acquisitions of $24,052, which results in a deferred tax

asset totaling 553, 051.

In the opinion of management, the Company is not

certain of the realization of all of its deferred tax assets. Thus, a valuation
allowance has been provided against the net federal deferred tax asset. A

valuation allowance has also been provided, as in past years, against the state
net operating losses which, in the cpinion of management, are also uncertain as

to their realization.

The net change in the valuation allowance for deferred tax assets during 1998

was an increase of $73,664.

Net operating losses will expire as follows:

Federal
1999-2013 $ 23,756
2017-2018 136,037
Total $ 159,793

State

$ 251,868
4,897

The provision {benefit) for income taxes is different from the amounts computed

by applying the U.S. statutory federal tax rate of 35%.

follows:

{Logs} before (benefit) provision for
income taxes and extracrdinary item

Federal income tax benefit at statutory rate

State income taxes net of federal income tax benefit
Investment tax credits amortized

Federal valuation allowance

Write down of acquired R&D cos:ts

Amortization of goodwill

Contribucion to subsidiary - Goodwill

Estimated nondeductible expenses

Adjustment to prior year accrual

Other, net

Total (benefit) provision for income taxes

12. STOCKHOLDERS' EQUITY AND STOCK PLANS

The differences are as

For the Years Ended
December 31,

1998 1997 1896
$(210,440) $1(5,010)
e e
$ (73,654) $1{1,753)

{282) 66

= - (102)
45,035 = -
6,403 = =
5,580 830 779
3,744 = -
10,472 1,913 1,564
(25) {197} 421
(2,171) 397 [

$ (4,998) 5(20,849) § 879

The Company has authorized 100,000,000 shares of $1 par value common stock and
200,000,000 shares of $1 par value Class B nonvoting common stock. The Company
also has authorized 25,000,000 shares of $1 par value preferred stock. At

December 31, 1998, 65,477,493 shares of common stock are issued and 64,920,493

shares of common stock are outstanding.

At December 31, 1997, 54,989,870

shares of common stock are issued and outstanding.

In June 1998, the Company completed a public offering of 6,794,500 shares of RCN
Common Stock, par value 51.00 per share, with a price to the Public of $19.50

per share.

Company and 696,145 shares were offered by a Selling Stockholder.

Of the 6,724,500 shares offered, 6,098,355 were offered by the

The net

proceeds to the Company were approximately $112,866 after deducting issuance

costs.

In March 1998, the Company's Board of Directors approved a two-for-one stock
split, payable in the form of a 100% stock dividend. The record date for the
stock dividend was March 20, 1998. Stockholders of record at the market close on




that date received an additional share of RCN common stock for each share

held. The distribution date for the stock dividend was April 3, 1998. All

share and per share data, stock option data, and market prices of the Company's
common stock have been restated to reflect this stock dividend.

In connection with the Distribution, the Company Board adopted the 1997 RCN
Corporation Stock Opticon Plan ("the 1997 Plan"), designed to provide equity
based compensation opportunities to key employees when shareholders of the
Company have received a corresponding benefit through appreciation in the value
of RCN Common Stock.

The 1997 Plan contemplates the issuance of incentive stock options, as well as
stock options that are not designated as incentive stock options, performance-
based stock options, stock appreciation rights, performance share units,
restricted stock, phantom stock units and other stock-based awards
(collectively, "Awards"). Up to 5,000,000 shares of Common Stock, plus 3,040,100
shares of Common Stock issuable in connection with the Distribution related
option adjustments, may be issued pursuant to Awards granted under the 1997
Plan.

Unless earlier terminated by the Company Board, the 1997 Plan will expire on the
tenth anniversary of the Distribution. The Company Board or the Compensation
Committee may, at any time, or from time to time, amend or suspend and, if
suspended, reinstate, the 1997 Plan in whole or in part.

Prior to the Distribution, certain employees of RCN were granted stock option
awards under C-TEC's stock option plans. In connection with the Distribution,
3,040,100 options covering Common Stock were issued. Each C-TEC option was
adjusted so that each holder would currently hold options to purchase shares of
CTE Common Stock, RCN Common Stock and Cable Michigan Common Stock. The number
of shares subject to, and the exercise price of, such options were adjusted to
take into account the Distribution and to ensure that the aggregate intrinsic
value of the resulting RCN, Cable Michigan and CTE options immediately after the
Distribution was equal to the aggregate intrinsic value of the C-TEC options
immediately prior to the Distribution.

Information relating to stock options is as follows:

Weighted
Average
Number of Exercise
Shares Price
Outstanding December 31, 1995 $ 2,408,000
Granted 120, 000
Exercised 58,000
Canceled 272,000
Outstanding Decembexr 31, 1996 2,268,000 $ 7.10
Granted 4,862,100 $14.31
Exercised 20,000 3 B.07
Canceled 3,000 $ 8.36
Outstanding December 31, 1997 7,107,100 $11.95
Granted 2,527,424 $14.81
Exercised 408,389 S 4.82
Canceled 373,993 515.22
Outstanding December 31, 1998 $ 8,852,142 $12.96

Shares exercisable December 31, 1998 § 2,886,222 S B.87




The following table summarizes stock options ocutstanding and exercisable at
December 31, 1998:

stock Cptions

gtock Opticnm Outatanding Exercisable
Waighted Averaga .
Range of Exercise Remaining weighted Average Weightad Rverage
Prices Sharas Contractual Lite Exercise Price Shares Exerciee Price
1.30-6.50 665,717 8.3 5 31.42 461,102 3 3.24
6.58-9.40 4,744,800 6.4 5 T.35 1,596, %2¢ K 7.13
12.00-1%.25 4,466,125 5.0 $ 15.36 772,100 ] 15.33
20.13-233.81 515,500 9.3 & 24.44 16,000 3 22.75
8,852, 142 8.2 2,886,222

No compensation expense related to employee stock option grants was recorded in
1998 as the option exercise prices were equal to fair market value on the date
granted,

Pro forma information regarding net income and earnings per share is required by
SFAS 123, and has been determined as if the Company had accounted for its stock
options under the fair value method of SFAS 123. The fair value for these
options was estimated at the date of grant using a Black Scholes option pricing
model with weighted average assumptions for dividend yield of 0% for 1998, 1397
and 1996; expected volatility of 78.9% for 1938, 38.6% prior to the Distribution
and 49.8% subseguent to the Distribution for 1997 and 35.5% for 199%6; risk-free
interest rate of 4.72%, 6.52% and 5.95% for 1998, 1997 and 1996, respectively;
and expected lives of 5 years for 1998, 1997 and 1996.

The weighted-average fair value of options granted during 1998 was $517.53.
For purpoges of pro forma disclosures, the estimated fair value of the options

is amortized to expense over the options' vesting period. The Company's pro
forma net earnings and earnings per share were as follows:

1958 1997 1996
Net earnings - as reported $(205,442) $(52,391) 3(5,989)
Net earnings - pro forma $(214,586) 5(54,419) $(6,612)
Basic and diluted earnings per share - as reported 3 {(3.36) % {0.95) § {0.1il)
Basic and diluted earnings per share - pro forma $ (3.51) s {0.99) 5 {(0.12)
The Company has an Executive Stock Purchase Plan {"ESPP"). Under the ESPP,

participants may purchase shares of RCN Common Stock in an amount of between 1%
and 20% of their annual base compensation and between 1% and 100% of their
annual bonus compensation provided, however, that in no event shall the
participant's total contribution exceed 20% of the sum of their annual
compensation, as defined by the ESPP. Participant's accounts are credited

with the number of ghare units derived by dividing the amount of the
participant's contribution by the average price of a share of RCN Common

Stock at approximately the time such contribution is made. The share units
credited to a participant's account do not give such participant any rights as a
shareholder with respect to, or any rights as a holder or record owner of, any
shares of RCN Common $Stock. Amounta representing share units that have been
credited to a participant's account will be distributed, either in a lump sum or
in installments, as elected by the participant, following the earlier of the
participant's termination of employment or three calendar years following the
date on which the share units were initially credited to the participant's
account. It is anticipated that, at the time of distribution, a participant will
receive one share of RCN Common Stock for each share unit being distributed.

Following the crediting of each share unit to a participant's account, a
matching share of Common Stock is issued in the participant's name. Each
matching share is subject to forfeiture as provided in the ESPP. The

issuance of matching shares will be subject to the participant's execution of an
escrow agreement. A participant will be deemed to be the holder of, and may
exercise all the rights of a record owner of, the matching shares issued to such
participant while such matching shares are held in escrow.




Prior to the Pistribution, c¢ertain participants in the ESPP were participants
in a C-TEC ESPP, with terms substantially similar to the RCN HESPP. Shares of
restricted C-TEC Common Stock awarded under the C-TEC ESPP and share units
awarded under the C-TEC ESPP that relate to C-TEC Common Stock were adjusted
so that following the Distribution, each such participant was credited with
an aggregate equivalent value of restricted shares of common stock of
Commonwealth Telephone Enterprises, the Company and Cable Michigan.

Amounts contributed under the ESPP will be subject to the claims of the
Company's creditors and c¢reditors of certain affiliates of the Company.

The number of shares which may be distributed under the RCN ESPP as matching
shares or in payment of share units is 500,000. At December 31, 1998, there
were 147,446 RCN ESPP shares arising from participants' contributions and
147,452 matching shares. The Company recognizes the cost of the matching shares
over the vesting period. At December 31, 1998, deferred compensation cost
relating to matching shares was $1,027. Expense recognized in 1998 and 1897 was
$615 and $80, respectively. Matching shares are included in weighted average
shares cutstanding for purposes of computing earnings per share,

13. PENSIONS AND EMPLOYEE BENEFITS

Prior to the Distribution, the Company's financial statements reflect the costs
experienced for its employees and retirees while included in the C-TEC plans.

Through December 31, 1996, substantially all employees of the Company were
included in a trusteed noncontributory defined benefit pension plan, maintained
by C-TEC. Upon retirement, employees are provided a monthly pension based on
length of service and compensation. C-TEC funds pension costs to the extent
necessary to meet the minimum funding requirements of ERISA. Substantially, all
employees of C-TEC's Pennsylvania cable television operations (formerly Twin
County Trans Video, Inc.) were covered by an underfunded plan which was merged
into C-TEC's overfunded plan on February 28, 1996.

The information that follows relates to the entire C-TEC noncontributory defined
benefit plan. The components of C-TEC's pension cost are as follows:

1556
Benefits earned during the year (service cost) 3 2,365
Interest cost on projected benefit obligation 3,412
Actual return on plan assets (3,880)
Other components - net (1,456)
Net periodic pension cost s 441

The following assumptions were used in the determination of the consolidated
projected benefit obligation and net periodic pension cost:
December 31,

1596
Discount rate 7.5%
Expected long-term rate of return on plan assets 8.0%
Weighted average long-term rate of compensation increases 6.0%

The Company's allocable share of the consolidated net periodic pension costs,
based on the Company's proportionate share of consolidated annualized salaries
as of the valuation date, was approximately 3158 for 1996, This amount is
reflected in operating expenses. As discussed below, no pension cost (credit)
wag recognized in 1997 oxr 1998.

In connection with the restructuring, C-TEC completed a comprehensive study of
its employee benefit plans in 1996. As a result of this study, effective




December 31, 1996, in general, employees of the Company no longer accrue
benefits under the defined benefit pension plans and became fully vested in
their benefit accrued through that date. C-TEC notified affected participantsg in
December 1596. In December 1996, C-TEC allocated pensiocn plan assets of $6,984
and the related liabilities to a separate plan for employees who no longer
accrue benefits after lump sum distributions. The allocation of assets and
liabilities resulted in a curtailment/settlement gain of $4,292. The Company's
allocable share of this gain wag $3,437. This gain results primarily from the
reduction of the related projected benefit obligation. The curtailed plan has
assets in excess of the projected benefit obligation. Such excess amounts to
$3,917 which, along with unrecognized items of 31,148 results in prepaid pension
cost of $2,769, which is included in "Prepayments and other" in the accompanying
1997 consolidated balance sheet. The net assets from the curtailed plan were
distributed to the Company in 1998.

C-TEC sponsors a 401(k) savings plan which, prier te the Distribution, covered
substantially all employees of the Company whe were not covered by collective
bargaining agreements. Contributicng made by the Company to the 401 (k) plan were
based on a specific percentage of employees contributions. Contributions charged
to expense were $354 in 1996. Contributions charged to expense in 1997 prior to
the Distribution were $515.

In connecticn with the Distribution, RCN established a 401(k) savings plan that
will also qualify as an ESOP {(the "ESOP"). Contributions charged to expense were
$1,255 and $306 in 1998 and 1997, respectively. Additionally, expense related to
contributions accrued under the ESOP for 1998 was approximately $1,000.

The Company provides certain postemployment benefits to former or inactive
employees of the Company who are not retirees. These benefits are primarily
short-term disability salary continuance. The Company accrues the cost of
postemployment benefits over employees' service lives. The Company uses the
services of an enrclled actuary to calculate the expense. Prior to the
Distribution, C-TEC allocated the cost of these benefits to the Company based on
the Company's proportionate share of consclidated annualized salaries. The
Company reimbursed C-TEC for its allocable share of the consolidated
postemployment benefit cost. The net periodic postemployment benefit cost

was approximately $543, $458 and $539 in 1998, 1997 and 1996, respectively.

l4. COMMITMENTS AND CONTINGENCIES

a. The Company had variocus purchase commitmentg at December 31, 1998 related to
its 1999 construction budget.

L. Total rental expense, primarily for office space and equipment, was
$10,475, %3,505 and $3,632 for 1998, 1997 and 1996, respectively. At
December 31, 1998, rental commitments under noncancelable leases, excluding
annual pole rental commitments of approximately $807 that are expected to
continue indefinitely, are ag follows:

Year Aggregate Amounts
1999 $ 8,104
2000 $ 6,667
2001 $ 7,805
2002 5 5,304
2003 $ 4,976
Thereafter $16,978

¢. The Company has outstanding letters of credit aggregating $3,810 at December
31, 1998.




d. The Company has entered into various noncancelable contracts for network
services. Future obligations under these agreements are as follows:

Year Network Services
1999 $3,410
2000 $3,000
2001 $2,750

e. In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the financial position or results of operations or
ligquidity of the Company.

f. The Company has agreed to indemnify Cable Michigan and CTE and their
respective subsidiaries against any and all liabilities which arise primarily
from or relate primarily to the management or conduct of the buginess of the
Company prior to the effective time of the Distribution, The Company has also
agreed to indemnify Cable Michigan and CTE and their respective subsidiaries
against 30% of any liability which arises from or relates to the management or
conduct prior to the effective time of the Distribution of the businesses of
C-TEC and its sgubsidiaries and which is not a true CTE liability, a true Cable
Michigan liability or a true Company liability.

The Tax Sharing Agreement, by and among the Company, Cable Michigan and CTE {the
"Tax Sharing Agreement")}, governs contingent tax liabilities and benefits, tax
contests and other tax matters with respect to tax returns filed with respect to
tax periods, in the case of the Company, ending or deemed to end on or before
the Distribution Date. TUnder the Tax Sharing Agreement, Adjustments (as defined
in the Tax Sharing Agreement) to taxes that are clearly attributable to the
Company Group, the Cable Michigan Group, or the CTE Group will be borne solely
by such group. Adjustments to all other tax liabilities will be borne 50% by
CTE, 30% by the Company and 20% by Cable Michigan.

Notwithstanding the above, if as a result of the acquisition of all or a portion
of the Capital stock or assets of the Company, the Distribution fails to qualify
as a tax-free distribution under Section 355 of the Code, then the Company will
be liable for any and all increases in tax attributable thereto.

g. Under the Starpower Amended and Restated Operating Agreement, the Company is
committed to make quarterly capital contributions aggregating the following in
the years ended December 31:

1999 $33,028
2000 $36,030
2001 $ 92,005

h. If, within five years after the Distribution, the ESOP portion of the 401 (k)
Plan does not hold shares representing at least 3% of the number of shares of
Company Common Stock outstanding immediately after the Distribution as increased
by the number of shares issuable to BECO pursuant to the Exchange Agreement
{collectively, "Outstanding Company Common Stock") with a market wvalue at such
time of not less than $24,000, RCN will issue to the ESOP, in exchange for a
note from the ESOP (the "ESOP Note"), the amount of Company Common Stock
necessary to increase the ESOP's holdings of Company Common Stock to that level,
provided, however, that RCN is not obligated to issue sharesg to the ESOP in
excess of 5% of the number of shares of Outstanding Company Common Stock.

As of December 31, 1998, the ESOP does not hold any shares of outstanding
Company Common Stock; however, the Company has accrued a ¢ontribution to the
ESOP of approximately $1,000 relative to 1998.




15. AFFILIATE AND RELATED PARTY TRANSACTIONS

The Company had the following transactions with affiliates during the years
ended December 31, 1998, 1997 and 1996:

1998 1997
Corporate office costs allocated to affiliates 5 9,946 512,091 S
Cable staff and customer service costs allocated to
Cable Michigan 3,137 3,489
Interest income on affiliate notes = 8,688
Interept expense on affiliate notes - 537
Long-distance terminating access charge expense from CTE 1,556 1,312
Royalty fees chargec by CTE = 669

Revenue from engineering services o ©
Expenses allocated to unconsclidated joint venture partner 14,681 =
Terminating revenues from CTE 13,322 1,576
Cther affiliate expenses 1,598 2,199

At December 31, 1998 and 1997, the Company has accounts receivable from related
parties of $6,919 and 59,829, respectively, for these transactions. At
December 31, 1998 and 1997, the Company has accounts payable to related parties
of $7,153 and 53,748, respectively, for these transactions.

16. OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

Certain financial instruments potentially subject the Company to concentraticns
of credit rigk. These financial instruments consist primarily of trade
receivables, cagh and temporary cash investments, and short-term investwments.

The Company places ite cagh, temporary caah investments and short-term
investments with high credit quality financial imstituwtions and limits the
amount of credit exposure to any one financial institution, The Company
also periodically evaluates the creditworthiness of the inatitutiona with
which it invests. The Company does, however, maintain invested balances
in excess of federally insured limits.

The Company's trade receivables reflect a customer bage primarily centered in
the Boston to Washington, D.C. corrider of the United States. The Company
routinely aasegses the financial atrength of its customers. As a consequence,
concentrations of credit risk are limited.

The Company is a SO% partner in the Starpower joint venture, which is not
consolidated in the Company's financial statements under generally accepted
accounting principles.

17. DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

a. Cash and temporary cash investments

The carrying amount approximates fair value because of the short maturity of
these instruments.

b. Short-term investwments

Short-term investments consist of commercial paper, U.S. Treasury Notes,
asset-backed securities, corporate debt securities, certificates of deposgit
and federal agency notes. 5hort-term investmenta are carried at amoxtized
cost which approximates fair value.

c. Long-term investments

Long-term inveatments consist of investments accounted for under the eguity
method for which disclosure of fair value is not required. The note and
interest recelivable are carried at cost plus accrued interest which management
believes approximates fair value.

d, Investments restricted for debt service

Investments restricted for debt service consist of funds placed in escrow

12,362

3,577
15,1139
3154
728
859
236

1,580

from the proceeds of the 10¥ Senior Notes which, together with the proceeds from

the investment thereof, will be sufficient to pay interest on the 10% Senior
Notes for six scheduled interest payments. Investments restricted for debt

service are carried at amortized cost. The fair value of investments restricted

for debt service is based on quoted market prices.




e. Long-term debt

The fair value of fixed rate long-term debt was estimated based on the Company’'s
current incremental borrowing rate for debt of the same remaining maturities.
The fair value of floating rate debt is considered to be egual to the carrying
value since the debt reprices at least every six months and the Company believes
that its credit risk has not changed from the time the floating rate debt was
borrowed and therefore, it would obtain similar rates in the current market.

f. Letter of credit

The contract amount of letters of credit represents a reasonable estimate of
their value since such instruments reflect fair value as a condition of their
underlying purpose and are subject to fees competitively determined in the
marketplace.

The estimated carrying fair value of the Company's financial instruments is ag
follows at December 31:

1998 1997
Carrying Carrying
Amount Fair value Amount Fair Value
Financial Assets:
Cash and temporary c¢ash investments $120,128 $120,126 $222,910 $222,910
Short-term investmenta $892, 448 $892, 448 5415,603 $415,603
Note and interest receivable % 18,373 $ 18,373 5 17,682 $ 17,682
Investments restricted for debt service $ 43,306 $ 43,072 $ 61,9011 $ 61,983
Financial Liabilities:
Fixed rate long-term debt:
Senior Notes 10% 5225,000 $216, 000 $225,000 $233,438
Senior Discount Noteas 11.125% $398,827 $351,611 $358,103 5377,156
Senior Discount Notes 9.8% $382,218 $306,180 = =
Senior Discount Notes 11.0% 5158,573 5128,750 - -

Floating rate long-term debt:

Revolving Credit Agreement $ 3,000 5 3,000

Term Credit Agreement 5100, 000 5100, 000 $100,000 5100, 000
Unrecognized financial instruments:
Letters of credit S 3,810 $ 3,810 $ 3,060 $ 3,060

18. SEGMENT INFORMATION

In June 1997 the Financial Accounting Standards Board (FASB) issued Statement of
Financial Accounting Standard No. 131 - "Disclosure about Segments of an
Enterprise and Related Information" ("SFAS 131"). This statement, which
establishes standards for the reporting of information about operating segments
and requires the reporting of selected information about operating segments in
interim and year end financial statements, is effective for fiscal years
beginning after December 15, 1997. If applicable, this statement would only
require additional disclosures in the Company's consolidated financial
statements and as such, its adoption will not have any impact on the Company's
consolidated financial position or results of operations. The Company's
operations involve developing an advanced fiber network to provide a bundled
service package of voice, video and data services to new customers in high
density markets and migrating as many customers as is economically justified
which were served by the Company's previously separate lines of business, for
which profitability was separately measurable and monitored, to the single
source network. While the Company's chief decision makers monitor the revenue
streamgs of the various products, operations are managed and financial
performance is evaluated based upon the delivery of multiple services to
customers over a single network. This allows the Company to leverage its network
costs to maximum profitability. It is management's belief that the Company
operates as one reportable operating segment which contains many shared expenses
generated by the Company's various revenue streams and that any segment




allocation of shared expenses incurred on a single network to miltiple revenue
streams would be impractical and arbitrary; furthermore, the Company currently
does not make such allocations internally. The Company's chief decision makers
do, hawever, monitor financial performance in a way which is different from that
depicted in the historical general purpose financial statements in that such
measurement includes the consolidation of all joint ventures, including
Starpower which is not consolidated under generally accepted accounting
principles. Such information, however, does not repregent a separate segment
under generally accepted accounting principles and therefore it is not
separately disclosed.

1%. QUARTERLY INFOFMATION (Unaudited)

1338 lat Quartar 2nd Quarter 3rd Quartar 4th Quarter
Sales 5 40,138 5 49,808 $ 59,172 § £2,822
Cparacing (lnas) before dapreciation,

amortization and nonrecurring charges $ (8,317} 5 {9,6139) ${16,574) 5{16, 833}
Operating (losa) Sla4,741) %${28,319) ${40,724) $ {45,008}
Loss bafore cumulative effect of change

in accounting principle 541,785} $1{43,795) $i{54,430) &(64,731}
Loss bafore cumulative affect of change

in acecounting principls psr average

common share §  (0.74) 3 (a.75) $ (0,84} & (1.00)
Common Stock

High $ 30.61 § 29.33 § 28,31 5 25.00

Low 5 15.88 $ 19.25 § 12.38 $ 8.75
1997 ist ath Qua
Sales $ 29,677 $ 31,029 § 31,148 S 15,442
Operating income {loss) befare depraciation,

amortization and nonrecurring charges 5 4,153 5 asp ($4,1332} ($9,341)
Operating (loass) $(18,028) $(12,415) 5(18,012) §l22,410)
Lous before sxtracrdinary charge ${11, 844} % (8,9086) $(11,915} $(17,116)
Losa before sxtracrdinary charge per

average common share §$ (0.21} 5 10.14) 5 (0.21) § {eoan
Common 8took

High NfRA B/ 4 16.83 5 21.43

Low H/A 728 5 12,44 § 12.50

The quarterly financial information for the respective quarters presented above
has been restated for the effects of a revision in the acquired in-process
research and development expenaes arising from the acquisition of Erol's and
Ultranet.

20. SUBSEQUENT EVENTS

In February 1993, BECO and the Company entered into an Exchange Agreement
relative to BECO's exercise of its right to convert approximately one-half of
its ownership interest in RCN-BECOCOM into RCN common stack (Note 7). The
transaction was valued ap of January 20, 1998, the date on which BECO gave
notice ta us of its intent to convert this ownership interest. The Exchange
Agreement provided for the conversion of such ownership intereat inte 1,107,539
shares of RCN common stock. In accordance with the terms of the Operating
Agreement, BECO has continued to invest in RCHN-BECOCOM as if retaining a 49%
interest and will continue to do 5o as long as BECOCOM does not dispose of the
Exchange Shareas.

On March 18, 1999, the Company announced that Hicks, Muse, Tate & Furst, through
Hicks, Mume, Tate & Furst Equity Fund IV, L.P., signed a commitment to purchase
up to $250 million of a new issue of Series A 7% Senior Convertible Preferred
Stock ("Series A Preferred Stock") of the Company in a private placement
transaction. The Series h Preferred Stock will have an annual dividend rate of
7% payable quarterly in cash or additional shares of Series A Preferred Stock at
the option of the Company and will have an initial ecnversion price of 5$39.00
per share (which represents a 30% premium over the average five-day closing
price of the Common Stock of the Company). The Series A Preferred Stock is
convertible into Common Stock of the Company at any time. The issue has a final
maturity of 15 years, but may be called by the Company aftar four years. In
connaction with the placement of Series A Preferred Stock, the Company agreed to
provide Hicks Muse Fund IV with the right to appoint one director to the
Company's Board of Directors so long ag Hicks Muse Fund IV owns at least 50%

of ita initial investment and agreed to provide Hicks Muse Fund IV with gertain
registration rights.

The Company also announced on March 18, 1999 that it had entered into a
commitment letter with The Chase Manhattan Bank ("Chase"} pursuant to which
Chase has agreed to provide an aggregate principal amount of $1 billion of
senior secured credit facilities to certain of the Company's wholly-owned
subsidiaries. The facilities will he comprised of a seven-year senior secured
revolving credit facility in an amount of $250 million, a peven-year senior
secured multi-draw term loan facility in an amount of $350 million and an eight-
year genior secured single-draw term loan facility in an amount of 5400 million,
All borrowings under the facilities will be pari passu and will be collaterized
under a common collateral package covering substantially all of the assets of
the Company and its domestic subsidiaries.




RCN has also received a commitment for $1,000,000 of senior collaterized credit
facilities from The Chase Manhattan Bank. The facilities will be structured to

provide significant long-term capital and upon closing will be available to RCN
in its entirety.

21. CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING PRINCIPLE

In December 1998 the American Institute of Certified Public Accountants

issued Statement of Position 98-8 - "Reporting on the Costs of Start-up
Activities" ("SOP 98-5"). SOP 98-5 requires that all start-up costs, including
amounts previously capitalized as start-up and organization costs, be

expensed. The Company adopted SOP 98-S in 1998 and expensed the amount

of unamortized organization costs previously capitalized. The resulting

charge of 5641 is reflected in the 1998 Statement of Operations as the
cumulative effect of a change in accounting principle.

REPORT OF MANAGEMENT

The integrity and objectiwvity of the financial information presented in these
financial statements is the responsibility of the management of RCN Corporation.

The financial statements report on management's accountability for Company
operations and assets. To this end, management maintains a system of internal
controls and procedures designed to provide reasonable assurance that the
Company's assets are protected and that all transactions are accounted for in
conformity with generally accepted accounting principles. The system includes
documented policies and guidelines, augmented by a comprehensgive program of
internal and independent audits conducted to monitor overall accuracy of
financial information and compliance with established procedures.

PRICEWATERHOUSECQOOPERS LLP, independent accountants, conducts a review of
internal accounting controls to the extent required by generally accepted
auditing standards and perform such tests and procedures as they deem necessary
to arrive at an opinion on the fairness of the financial statements presented
herein.

The Board of Directors meets its responsibility for the Company's finangial
statements through its Audit Committee which is comprised exclusively of
directors who are not officers or employees of the Company. The Audit Committee
recommends to the Board of Directors the independent auditors for election by
the shareholders. The Committee also meets periodically with management and the
independent and internal auditors to review accounting, auditing, internal
accounting controls and financial reporting matters. As a matter of policy, the
internal auditors and the independent auditors periodically meet alone with, and
have access to, the Audit Committee.

\s\ Bruce C. Godfrey
Bruce C. Godfrey
Executive Vice President
Chief Financial Officer




REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareholders and Board of Directors of
RCN Corporation

In our opinion, the consolidated financial statements listed in the index
appearing under Item 14 (a) (1) on page 34 present fairly, in all

material respects, the financial position of RCN Corporation and Subsidiaries
at December 31, 1998 and 1997, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 1998,
in conformity with generally accepted accounting principles. In addition, in
our opinion, the financial statement schedules listed in the index appearing
under Item 14 (a) (2) on page 34, respectively present fairly, in all material
respects, the information set forth therein when read in conjunction with the
related consolidated financial statements. These financial statements and
financial statement schedules are the responsibility of the Company's
management; our responsibility ig to express an opinion on these financial
statements and financial statement schedules based on our audits. We
conducted our audits of these statements in accordance with generally accepted
auditing standards which require that we plan and perform the audit to obtain
reasonable assurance aboul: whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for the opinion expregsed above.

\s\ PRICEWATERHOUSECOOPERS LLP

PRICEWATERHOUSECOOPERS LLP

Philadelphia, Pennsylvania

March 8, 1999

except Note 20, as to which the date is March 18, 1999




RCN CORPORATION
LIST OF SUBSIDIARIES

RCN Corporation

RCN Services, Inc

TEC Air, Inc.

RCN Financial Management, Inc.
ENET Holding, Inec.

UNET Holding, Inc.

Interport Communications Corp
Port Telecom Corporation

Erde Network Systems Corporation
JMP Communications Corporation
Lancit Media Entertainment, Ltd.
Frame Accurate, Inc.

Lancit Copyright Corporation

The Strategy Licensing Cempany, Inc.
JavaNet, Inc.

North America Internet, Inc.
C-TEC Financial Services, Inc.
RCN Cable Systemg, Inc.

C-TEC Cable System Services, Inc.
RCN of New Jersey, Inc.

RCN of Southeast New York, Inc.
RCN Telecom Services of Pennsylvania, Inc.

RCN Telecom Sexrvices of Southeast New York, Inc.

Fiberfone of Pennsylvania, Inc

Fiberfone of New Jersey, Inc.

Fiberfone of Michigan, Inc.

C-TEC Fiber Systems of New Jersey, Inc.
RCN Long Distance Company

RCN Internatiomal Holdings, Inc.

RCN Telecom Services, Inc.

RCN Operating Services, Inc.

RCN Telecom Services of Illincis, Inc.

RCN Telecom Services of Maryland, Inc.

RCN Telecom Services of Massachusetts, Inc.
RCN Telecom Services of Michigan, Inc.

RCN Telecom Services of New York, Inc.

RCN Telecom Services of Washington, Inc.
RCN Telecom Servicezs of Delaware, Inc.

RCN Telecom Services of California, Inc.
RCN Telecom Services of Philadelphia, Inc.
RCN Telecom Services of New Jersey, Inc,
RCN Telecom Services of Virginia, Inc.
RCN Telecom Services of Washington, D.C., Inc.
RCN Telecom Services of Maine, Inc.

RCN Telecom Services of New Hampshire, Inc.
RCN Telecom Services of Vermont, Inc.

RCN Telecom Services of Rhode Island, Inc.
RCN Telecom Services of Connecticut, Inc.
RCN Telecom Service of Nevada, Inc.

RCN Telecom Services of Arizona, Inc.

FNY Holding Company, Inc.

RCN Corporate Services, Inc.

RCN Financial Services, Inc.

Freedom New York L.L.C.

RCN-BecoCom, LLC

Starpower Communications, LLC

Exhibit 21
State of PERCENTAGE
Incorporation OWNED
DE 100%
PA 100%
DE 100%
DE 100%
DE 100%
DE 100%
NY 100%
DE 100%
DE 100%
DE 100%
NY 100%
NY 100%
DE 100%
cT 100%
DE 100%
cT 100%
NV 100%
DE 100%
b3, 100%
Pa, 100%
PA 100%
PA 100%
NY 100%
DA 100%
NJ 100%
MI 100%
NJ 100%
PA 100%
DE 100%
DE 100%
N 100%
iL 100%
MD 100%
Ma, 100%
MI 140%
NY 100%
WA 100%
DE 100%
CA 100%
PA 100%
NJ 100%
VA 100%
DC 100%
ME 100%
NH 100%
vT 100%
RI 100%
CT 100%
NV 100%
AZ 100%
NY 100%
NJ 100%
DE 100%
DE 100%
MA S51%
DE 50%




EXHIBIT 23

CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference in the registration statements of
RCN Corporation on Form S-3 (File Nog. 333-71525, 333-61223 and 333-63889) and
on Form S-8 (File Nos. 333-37959 and 333-38137) of our report dated March 8,
1999, except Note 20, as t:0 which the date is March 18, 1999, on our auditg of
the congolidated financial statements and financial statement schedules of RCN
Corporation and Subsidiaries as of December 31, 1998 and 1997, and for the years
ended December 31, 1998, 1997, and 1996, which report is included in this Annual
Report on Form 10-K.

/s/ PricewaterhcuseCoopers LLP

PRICEWATERHOUSECOCPERS LLP
Philadelphia, Pennsylvania
March 31, 19%%




Exhibit 24

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas P. O'Neill, III do make,
constitute and appoint Bruce €. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I autherize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998.

/8/ Thomas P. Q'Neill, III (SEAL)

Thomas P. O'Neill, III

Witness:

/8/ Chrigtine M. Walsh

Christine M. Walsh




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, James Q. Crowe do make, constitute
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial oOfficer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and teo file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presentg, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1398, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3, I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revocke such appointment of
substitute at pleasure.

IN WITNESS WHEREOQF, I hereunto set my hand and seal this 26th day of March,
1998

James Q. Crowe

Witness:

/s/ Dinah Sink

Dinah Sink




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, David C. McCourt do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that s2aid attorney in fact is by this
instrument authorized to perform, with the right to revcoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998.

/s/ David C. McCourt (SEAL)

David C. McCourt

Witness:

/8/ Blair Turner

Blair Turner




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael B. Yanney do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.{. 20542, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if persconally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall c¢ommence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appeint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQF, I hereunto set my hand and seal this 27th day of March,
19398.
/s/ Michael B. Yanney (SEAL)
Michael B. Yanney
Witness:

/s/ C.L. Buckingham

C.L. Buckingham




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Richard R. Jaros do make,
constitute and appoint Bruce €. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my sald attorney as [ may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revcoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 27th day of March,
1998.
/s/ Richard R. Jaros (SEAL)
Richard R. Jares
Witness:

/8/ Lori Jaros

Lori Jaros




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Alfred Fasola do make, constitute
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOCF, I hereunto set my hand and seal this 26th of
March, 1998.

/s/ Alfred Fasola {SEAL)

Alfred Fasola

Witness:

/s/ Sugan Fasola

Susan Fasocla




SPECIFIC POWER OF ATTORNEY

KNOW ALI, MEN BY THESE PRESENTS, that I, Stuart E. Graham do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the figeal year ended
December 31, 1557, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem reguisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by wvirtue of these
presents, herein set forth by me.

2. All rights, powers and auvthority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998 and such spe cific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQOF, I hereunto set my hand and seal this 26th day of March,
1998.

/s/ Stuart E. Graham (SEAL)

Stuart E. Graham

Witnessg:

/s/ Camille D'Alessandro

Camille D'Alessandro




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESHZ PRESENTS, that I, Eugene Roth do make, constitute and
appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Cfficer, as my true
and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Streei:, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 24th day of March,
1998.

/s/ Bugene Roth (SEAL)

Eugene Roth

Witness:

/s/ Janet Kaye

Janet Kaye




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas J. May do make, constitute
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1957, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by wvirtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority toc appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 27th day of March,
1898.

/8/ Thomas J. May (SEAL)

Thomas J. May

Witness:

/8/ Carol O'Rourke

Carol O'Rourke




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Walter Scott, Jr. do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 19927, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem regquisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
ingtrument authorized to perform, with the right to revocke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998.
/s/ Walter Scott, Jr. (SEAL)
Walter scott, gr.
Witness:

/g/ Julie Haack

Julie Haack




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael J. Mahoney do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Streeiz, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as [ may deem to act for me, shall do, by wvirtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give teo saild attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereuntc set my hand and seal this 23rd day of March,
1998.
/s/ Michael J. Mahoney (SEAL)
Michael J. Mahomey
Witness:

/s/ Kathleen Sparrowe

Kathleen Sparrowe
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PART I .
ITEM 1. BUSINESS
THE COMPANY

Prior to September 30, 1397, the Company was operated as part of C-TEC
Corporation ("C-TEC"). On September 30, 1997, C-TEC distributed 100 percent of
the outstanding shares of common stock of its wholly owned subsidiaries, RCN
Corporation (*RCN" or the "Company®) and Cable Michigan, Inc. ("Cable Michigan"}
to holders of record cf C-TEC's Common Stock and C-TEC's Class B Common Stock as
of the close of business on September 19, 1997 {(the "Distribution®"} in
accordance with the terms of a Distribution Agreement dated September 5, 1937
among C-TEC, RCN and Cable Michigan (the "Distribution Agreement"). See
*Relationship Among RCN, CTE and Cable Michigan."® RCN consists primarily of C-
TEC's high growth, bundled residential voice, video and Internet access
operations in the Boston to Washington, D.C. corridor, itg existing New York,
New Jersey and Pennsylvania cable television operationg, a portion of its long
distance operations and its international investment in Megacable, S.A. de C.V.
("Megacable"). Cable Michigan, Inc. consists of C-TEC's Michigan cable
televigion operations, including its 2% ownership in Mercom, Inc. As part of
C-TEC's restructuring, C-TEC changed its name to Commonwealth Telephone
Enterprises, Inc. ("CIE").

RCN is developing acdvanced fiber optic networks to provide a wide range of
telecommunications services including local and long distance telephone, video
programming and data services (including high speed Internet access), primarily
to residential customers in selected markets in the Boston to Washington, D.C.
corridor. The region, one of the most densely populated in the United States,
represents approximately 4% of the geography of the U.S., but accounts for over
26% of the telecommunications market based upon the number of telephone access
lines. The Company believes that of the estimated 22 million homes in the Boston
to Washington, D.C. corridor, approximately 9 million homes are located in high-
density urban and suburban residential areas that will support development of an
advanced fiber optic network on an attractive economic basis. RCN believes that
its capability to deliver multiple services (telephone, video programming and
Internet access) to any given customer on its networks will provide it with
competitive advantages over other competitors. RCN's strategy is to become the
leading single-source provider of voice, video and data services to residential
customers in each of its markets by offering individual or bundled service
options, superior customer service and competitive prices.

RCN's initial advanced fiber optic networks have been established in New York
City and, through a joint venture with Boston Edison Company ("BECO"), in Boston
and surrounding commuriities. RCN has also entered into a joint venture named
Starpower Communications, L.L.C. ("Starpower") with Pepco Communications, L.L.C.
{"Pepco Communications"}, an indirect wholly owned subsidiary of Potomac
Electric Power Company ("PEPCO"}, to develop an advanced fiber network in the
Washington, D.C. area. In February 1%98, RCN acquired Boston and Washington,
D.C.'s largest internet service providera ("ISPs"), Ultranet Communications,
Inc. ("Ultranet”), an¢l Ercls Internet, Inc. ("Erols"), respectively. RCN also
benefits from a strategic relationship with MFS Communications Company, Inc.
(now a subsidiary of WorldCom, Inc.) ("MFS/WorldCom") in New York City and
Boston and from its interconnection and resale agreements with incumbent
telephone service providers including Bell Atlantic. RCN believes that these
joint ventures and relationships provide it with a number of important
advantages including access to rights of way and use of existing fiber optic
facilities, the ability to enter its target markets quickly and efficiently and
a reduction in the up-front capital investment reguired to develop its networks.
In addition, the Company's joint venture partners provide access to additional
assets, equity capital and established customer bases. The Company also benefits
from its relationship with its largest shareholder, Peter Kiewit Sons', Inc.
("PKS"), the founder of MFS Communications Company, Inc. (now a subsidiary of
WorldCom, Inc., "MFS/WorldCom"), and from the experience gained by certain of
the Company's key employees who participated in the develcpment Of MFS
Communications Company, Inc.

As of December 31, 1997, the Company had approximately 267,600 connections
which were delivered through a variety of owned and leased facilities including
hybrid fiber/coaxial cable systems, a wireless video




ayastem and advanced fiber optic networks. In addition, the Company gained
approximately 325,000 Internmet service customers as a result of the acguisitions
of Ultranet and Ercls. The Company is deploying advanced fiber optic networks
specifically designed to provide high speed, high capacity telecommunications
gservices for all new network facilities. RCN also intends to upgrade certain of
its hybrid fiber/coaxial cable systems to enable them to provide the same range
of voice, video and data services, including bundled service options. Since it
formally commenced operation of its advanced fiber optic networks in New York
City and Boston in September 1996, RCN has built or acquired, through its joint
venture with BECO and long term lease arrangements, approximately 400 route
miles of fiber optic cable and added approximately 15,100 customer connections
to its advanced fiber optic¢ metworks. In addition, during the same period the
Company added approximately 29,700 wireless video, resold telephone and other
connections, the majority of which represent customers that RCN expects to
migrate to its advanced fiber optic networks. At December 31, 1937, RCN had
approximately 82,700 total connections attributable to customers in the New York
City and Boston markets {of which approximately 42,600 were wireless video
gervice and other connections and approximately 24,900 were resold telephone
connections) and had approximately 184,900 connections attributable to its
hybrid fiber/coaxial c¢able systems in the states of New York (outside New York
City), New Jersey and Pennsylvania, all within 75 miles of New York City.
Because it delivers multiple services, RCN reports the total number of its
various service connectiones (for local telephone, video programming and Internet
access} rather than the number of <¢ugtomers.

RCN's extensive operating experience in both the telephone and video
industries and in the design and development of telecommunications facilities
provides it with expertise in systems operation and development, an established
infrastructure for customer service and billing for both voice and video
services and established relationships with providers of equipment and video
programming. In addition, the Company's management team and board of directors
benefit from experience gained in connection with the management of C-TEC, which
prior to September 30, 1987 owned and operated RCN. C-TEC has 100 years of
experience in the telephone business and nearly 25 years of experience in the
cable television business. Both C-TEC and certain members of management alsc
have extensive experience in the design and development of advanced
telecommunications facilities.

RCN seeks to exploit competitive opportunities which have resulted from
widespread changes in the U.S. telecommunications industry. RCN believes that
density is a critical factor in the effective economic deployment of its
networks, and that the Boston to Washington, D.C. corrider is a particularly
attractive market for developing advanced fiber optic facilities due to
population density, favorable demographics and the aging infrastructure of the
incumbent gervice providers' network facilities in this region. The Company
applies a subscriber-driven investment strategy focusing on subscriber density,
proximity to the Company's advanced fiber optic networks and network development
costs, in order to determine if the number of potential connections in a target
area will permit network development on an attractive economic basis.

BUSINESS STRATEGY

The Company believes that the opportunity to effectively deploy advanced fiber
optic networks and to compete with incumbent telephone and cable television
service providers results from several key factors, including the broad
deregulation of the telecommunications industry pursuant to the
Telecommunications Act. of 1996 (the "1996 Act"), the need for more advanced,
higher capacity networks to meet growing consumer demands for new communications
products and services and the superior technology of the Company's networks. In
order to achieve its ¢goal of becoming the leading provider of
telecommunications, videc and data services to residential customers in its
target markets, RCN ig pursuing the following key strategies:

Developing Advanced Fiber Optic Networks. RCN's advanced fiber optic
networks are specifically designed to provide a single source for high speed,
high capacity voice, video programming and data services. RCN believes that its
high capacity advanced fiber optic networks provide RCN with certain competitive
advantages such as increased capacity (including the ability to offer bundled
voice, video and data services) and generally superior signal quality and
network reltahiliry relative to the typical networks of the incumbent service
providers. By using advanced fiber optic¢ networks capable of delivering multiple
garvices, RCN is able to address a larger number of potential subscriber
connections in its target markets than incumbent service providers which
typically provide only single or limited services.




Focusing on Residential Customers in High-Density Markets. RCN seeks to be
the first operator of an advanced fiber optie¢ network providing voice, video and
data services to residential customers in each of its target markets. RCN
believes that it is unique in its markets in offering a wide range of bundled
voice, video and data services to customers in residential areas and in striving
to connect residential customers directly to its advanced fiber optic networks.
RCN also believes that residential customers will be attracted to lower prices,
broader service offerings, enhanced levels of customer care and consumer choice.
Although the Company's primary focus is on residential customers, RCN also
serves certain commercial accounts which are located on or in close proximity to
its networks.

Implementing Subscriber-Driven Investment Strategy. RCN attempts to
efficiently deploy its capital by tying facility development to the procurement
of customer connections. In order to promote its presence in its markets and to
develop a subscriber base for its advanced fiber optic networks, the Company may
provide telephone services to customers located near its advanced fiber networks
by first reselling services, and then by establishing leased facilities (such as
unbundlied local locps), in advance of constructing or extending its networks.
RCN also provides wireless video services to approximately 38,000 customerxs in
New York City with a view to extending the advanced fiber optic network to
service many of these existing customers. In addition, RCN intends to extend its
network to cover the primary areas currently served by Erols and Ultranet.

Utilizing Strategic Alliances and Existing Facilities to Speed and Reduce Cost
of Entry. By utilizing strategic alliances, RCN is able to enter the market
quickly and efficiently and to reduce the up-front capital investment required
to develop its networks. Through alliances with companies such as BECO, Pepco
Communications and MFS/WorldCom, which provide or are expected to provide RCN
with extensive fiber optic networks or other assets, by utilizing certain
components of its own existing cable television infrastructure, and through the
strategic acquisitions of Ultranet and Erols, RCN has been able to expedite and
reduce the cost of market entry and business development and has created the
opportunity to leverage existing customer relationships.

Offering Bundled Voice, Video and Data Services. RCN believes that, as a
full service voice, video and data programming provider, it will be able to
offer a single-source package of voice, video and data services, individually or
on a bundled basis, which is not yet generally available from any incumbent
telephone, cable or other service provider. In addition, services provided over
RCN's advanced fiber optic networks are generally priced at competitive rates as
compared to the incumbent service providers.

Providing Superior Customer Service. RCN seeks to provide superior customer
service as compared to incumbent service providers, with service features such
as a 24-hour-a-day call center and gquality control system, on-time service
guarantees and bundled service offerings, providing the consumer with added
choice-and convenience.




RCN SERVICES

RCN provides a wide range of local and long distance telephone, video
programming and data services, both individually and in bundled service options.

RCN provides these services through a range of facilities including its
advanced fiber optic networks in New York City and Boston, a wireless video
system in New York City, its hybrid fiber/coaxial cable systems in the states of
New York (outside New York City), New Jersey and Pennsylvania, and resale local
and long distance telephony services.

Connections. The following table summarizes the development of RCN's
subscriber base:

Az of
12/731/96 3/3r/97 6/30/37 9/30/97 12/31/97
Connectiona(l}
Advanced Fiber Optic Networks
Voice S - 370 1,308 3,214
Video oo oo 1,060 4,870 11,784
Internet oo .- 81 326 150
Subtotal oo oo 1,511 7,105 15,148
Resold Voice 1,875 2,315 4,672 10,953 24,9300
Wireless Video & Other(2) 40,162 43,616 46,668 46,053 42,681
Total RCN Talecom 42,037 45,931 52,851 64,111 82,729
Hybrid Fiber/Coaxial Cable
Operations {3} 179,932 180,189 181,790 183,145 184,338
Total connections 221,969 226,100 234,641 247,256 257,667
- R

(1) Because RCN delivers multiple services, the Company accounts for its
cugtomer activity by the number of individual local telephone, video
programming or Internet access services, or "connections", purchased.
Consequently, a single customer purchasing local telephone, video
programming and Internet access constitutes three conmections.

{2) Includes approximately 38,000 wireless connections. RCN classifies
connections providecd over advanced fiber optic networks within the "COther"
category until the relevant network is capable of providing voice, video and
data services, including local telephone service through an RCN switch.
"Other" also includes, among other things, wireline video connections
serving the University of Delaware (4,474 commections at December 31, 1997}).

(3) In August 19%7, RCN commenced offering rescld local phone service, long
distance and Internet access to customers in the area served by its Hybrid
Fiber/Coaxial Cable Systems in the Lehigh Valley area.

Set forth below is a brief description of RCN's services:

Voice. RCN offers full-featured local exchange telephone service, including
standard dial tone access, enhanced 911 access, operator services and directory
assistance in competition with the incumbent local exchange providers and CLECs.
In addition, RCN offers a wide range of value-added services, including call
forwarding, call waiting, conference calling, speed dial, calling card, 800-
numbers and voice mail. RCN also provides Centrex service and associated
features. RCN's local telephone rates are generally competitive with the rates
charged by the incumbent providers. At December 31, 1997 RCN had approximately
3,200 telephone service connections on its advanced fiber optic networks and
approximately 24,900 customers for resold telephone service.

RCN Long Distance provides long distance telephone services, including
outbound, inbound, calling card, and operator services. These services are
offered to residential and business customers. As of December 31, 1997 RCN




Long Distance had approximately 13,595 customers. In the future RCN intends to
offer long distance telephone service predominancly to customers whom it expects
will eventually be connected to its own facilities.

video Services. RCN cffers a diverse line-up of high quality basiec, premium
and pay-per-view video programming. Depending on the system, RCN offers from 61
to 118 channels, RCN's basic video programming package provides extensive
channel selection featuring all major cable and broadcast networks. RCN's
premium services include HBO, Cinemax, Showtime and The Movie Channel, as well
as supplementazry channels such as HBO 2, HBO 3 and Cinemax 2. RCN's StarCinema,
available on the Company's advanced fiber optic networks, utilizes the latest
#*impulse" technology allowing convenient impulse pay-per-view ordering of the
latest hit movies and special events instantly from the customer's remote. RCN's
*Mugic Choice"” offers 30 different commercial-free music channels delivered to
the customer's sterec in digital €D guality sound.

As of December 31, 1997, RCN had approximately 11,800 subscribers for its
video programming services provided over advanced fiber optic networks in New
York City and Boston. As of such date, RCN also had approximately 38,000
connections attributable to the wireless video system and approximately 184,500
connections attributabkle to the hybrid fiber/coaxial cable aystems.

RCN also acts as a provider of DirecTV direct broadcast satellite service to
multiple dwelling units ("MDUs")} in New York City. DirecTV allows RCN to deliver
an additional 175 channels of programming including exclusive sports
programming.

Internet Access and Data Transmission. RCN's StarPass Internet service
provides access for personal computers toc RCN's advanced fiber optic network for
a reliable high speed connection to provide access to electronic mail, World
Wide Web, Internet chat lines and newsgroups and remote access and file transfer
services. RCN provides data transmission services over its advanced fiber optic
network either via two-way dial-up modem over traditiomal telephone lines or via
cable modem utilizing RCN's high capacity network. RCN also offers private line
point-to-point data transmission services such ag DS-1 and DS-3 with the
capability to provide higher speed connections as well. Following the recent
Erols and Ultranet acquisitions, RCN believes it is the largest regional
provider of Internet sexvices in the Northeast.

Migration of Customers toc Advanced Fiber Networks

RCN provides wireless video services to customers located near its advanced
fiber optic network in New York City and provides resale telephone service with
a view to extending the advanced fiber optic¢ network and fully activating RCN's
own telephone switches to service many of those customers. As RCN's adwvanced
fiber optic network is extended into these areas or buildings, customers
receiving wireless videco service in New York City will be switched to the
advanced fiber optic network from the wireless video network, and the wireless
video equipment will be used to provide service to other customers in off-
network premises. Similarly, as the advanced fiber optic network iz developed
and switches are deployed, voice customers will be switched toc the advanced
fiber optic network from resale accounts, thereby allowing RCN to gain
additional revenue {and larger margins) from originating and terminating access
fees and to control the related services and service gquality.

STRATEGIC RELATIONSHIPS

RCN has developed a number of strategic alliances and relationghips in order
to provide it with early entry and to reduce the cost of entry into the market
for telecommunications services. RCN expects 0O continue to pursue opportunities
that may be afforded by entering into strategic alliances to facilitate network
expansion and entry into new markets.

Fiber Agreements. RCN, through its affiliates, has entered into Fiber
Agreements (the "Fiber Agreements"), each dated May &, 1997, with MFS/WorldCom,
which owns or has the right to use certain fiber optic network facilities (the
"Fiber Opti¢ Facilities") in the Boston, Massachusetts and Borough of Manhattamn,
New York, New York markets (the "Service Areas"). Pursuant to the Fiber
Agreements, MPS/WorldCom (i) will construct and provide extensions connecting
the Fiber Optic PFacilities to buildings designated by RCN (the "Extensions") and
{ii} has granted to RCN the right to use certain dedicated fibers in the Piber
Optic Facilities and the Extensions, except




that RCN may not use such facilities to deliver telephone services to commercial
customers in the Service Areas. In return, RCN has reimbursed MFS/WorldCom for
the costs MFS/WorldCom incurred to install, construct and acquire the Fiber
Optic Facilities constructed prior to March 31, 1997. RCN has further agreed to
pay all of the costs MFS/WorldCom incurs to (i) install, construct and acquire
the Fiber Optic Facilities constructed between March 31, 19%7 and May 8, 1998
and the Extensions, and {(ii) maintain, and support RCN's use of, the Fiber Optic
Facilities and the Extensions. Unless earlier terminated upon the occurrence of
certain events set forth therein, including a change of control of RCN, the
Fiber Agreements terminate by their terms on January 1, 2007, provided that (i)
at such time the parties may agree to extend the Fiber Agreements for up to 10
years or enter into other alternative arrangements, and (ii) under certain
circumstances, MFS/WorldCom is required to transfer the Extensions to RCN.

BECO Joint Venture

In September 1996, RCN and BECO, through wholly owned subsidiaries, entered
into a letter of intent to form a joint venture to utilize 126 fiber miles of
BECQO's fiber optic network to deliver RCN's comprehensive communications package
in Greater Boston. The wventure, in the form of an unregulated entity with a term
expiring in the year 2060, was formed pursuant to a joint venture agreement
dated December 23, 1996 {the "Boston Joint Venture Agreement") providing for the
organization and operation of RCN-BECOCOM, LLC ("RCN-BECOCOM"). RCN-BECOCOM is a
Massachusetts limited liability company organized to own and operate an advanced
fiber optic telecommunications network {(the "Network") and to provide, in the
market in and around Boston, Massachusetts {the "Boston Market"), voice, video
and data services, as well as the communications support component of energy
related customer services offered by BECO (collectively, the "Boston Services").
RCN, through RCN Massachusetts, owns 51% of the equity interest in RCN-BECOCOM
and BECO, through a subsidiary, owns the remaining 49%% interest. This joint
venture with BECO is reflected on RCN's financial statements on a consolidated
basis.

The closing of the transactions contemplated by the Boston Joint Venture
Agreement occurred on June 17, 1997. At the closing, (i) RCN transferred to RCN-
BECOCOM its business of providing Boston Services; (ii) BECO transferred to RCN-
BECOCOM access to and use of certain existing BECO facilities; (iii) RCN and
BECO made initial cash capital contributions to RCN-BECOCOM; and (iv) the
parties and/or their affiliates executed and delivered (a) the Amended and
Restated Operating Agreement of RCN-BECOCOM dated as of June 17, 1997 {(the

"Operating Agreement”); (b} the Construction and Indefeasible Right of Use
Agreement dated ag of Juns 17, 1997 bhetween BECOCOM, LLC and RCN-BECOCOM (the
"IRU Agreement"); (c) the Management Agreement {(the "Management Agreement")

dated as of June 17, 1997 among RCN Operating Services, Inc. and BECOCOM, Inc.;
(d) the Exchange Agreement dated as of June 17, 1997 (the "Exchange Agreement):
and (e) the Joint Investment and Noncompetition Agreement dated as of June 17,
1997 among RCN Massachusetts, BECOCOM, Inc. and RCN-BECOCOM (the "Joint
Investment Agreement").

Pursuant to the Operating Agreement, RCN and BECO are required to make any
additional capital contributiocns required by RCN-BECOCOM's annual budget on a
51%/49% basis. The annual budget will be prepared by RCN and is subject to
review by each member of RCN-BECOCOM. RCN will manage the business of RCN-
BECOCOM; however, certain extraordinary actions require the consent of both
parties. In addition, the Operating Agreement provides that if a deadlock arises
relating to a merger, reorganization, issuances of equity, liquidation or
bankruptcy, amendments to the organizaticnal documents or an expansion of
operations of RCN-BECOCOM beyond those contemplated by the COperating Agreement,
the disputing party will either sell its interest or purchase the other party's
interest in the joint venture. Neither RCN nor BECO may




transfer its interest in RCN-BECOCOM until June 17, 2000 without the other's
written consent. After such date, each party has the right to purchase the
interest proposed to be sold by the other party. If a party proposes to sell
more than 33% of its interest, the other party has "tag-along” rights to sell a
proportionate share of its interest. In the event a member's interest becomes
less than 25%, the other members have the option to purchase such interest at
fair market value. Upon a change in control of either RCN Massachusetts or
BECOCOM, the other party has the right to purchase all of the equity interest in
RCN-BECOCOM for fair market wvalue, as determined by an appraisal proceeding.

RCN will manage the business of RCN-BECOCOM pursuant to the terms of the
Management Agreement and, in consideration therefor, will receive reimbursement
for its reasonable costs, and a performance-based fee (based on factors
including the number of subscribers and operating cash flow) to be determined by
agreement of RCN and RCN-BECOCOM. The initial term of the agreement expires on
December 31, 2001. The agreement provides for automatic successive three-year
renewal periods, unless notice is given ninety days before the end of the
period.

Pursuant to the IRU Agreement, BECO will, for certain agreed upon fees, (i)
provide construction services to build cut the Network, (ii) make available to
RCN-BECQOCOM (a) all of the available capacity of BECO's existing fiber backbone,
and (b) the ability to use BECO's real estate, poles, easements and other
interests for the construction and operation of the Network and (iii} maintain
the Network. BECO's construction obligations expire on June 17, 2007 and the
term of the IRU Agreement generally expires on December 31, 2060. One year
before each respective expiration date, BECO agrees to commence good-faith
negotiations to extend construction obligations beyend June 17, 2007 and to
allow continued use of BECO's facilities beyond December 31, 2060,

Under the Joint Investment Agreement, BECO will have the right to acgquire up
te a 20% equity interest in any joint venture between RCN and an electric
utility company formed to provide any services similar to the Boston Services in
New England outside the Boston Market. BECO's joint investment right shall
terminate {i) upon BECO's stake in RCN-BECOCOM dropping below a 1/3 interest and
(ii) on the later to cccur of (a) June 17, 2002 or (b} two years after RCN's
stake in RCN-BECOCOM falls below a 1/3 interest. The agreement also provides
that neither RCN, BECO nor their affiliates will be permitted to be involved in
any other enterprise providing services similar to the Boston Services in the
Boston Market. This covenant not to compete will survive for a period of two
years after either party is no longer a member of RCN-BECOCOM.

Pursuant to the Exchange Agreement, BECO had the right at the time of the
Distribution, and has the right every two years thereafter, to convert its
ownership interest in RCN-BECOCOM into the Common Stock of RCN pursuant to
specific terms and conditions, including exercise periods, appraisal procedures
and restrictions specifically set forth in the Exchange Agreement. Although
BECO exercised its conversion rights, BECO will remain obligated to make 49% of
all cash ceontributions by the parties and any cash contributions made after
conversion will result in it owning a portion of RCN-BECOCOM based on the value
of RCN-BECOCOM at the time of the contribution. BECO may exercise its conversion
rights in whole or in part from time to time. BECO has notified RCN that it has
elected to exercise its option to the full extent permitted by the Exchange
Agreement with respect to 1997. RCN and BECO are presently in discussions with
respect to the calculation of the agreed upon value for the exercise of such
option. BECO's right to convert its joint venture interest intc Company Common
Stock is subject to certain limitations designed to ensure that the conversion
does not jeopardize the tax free nature of the Distribution. In the event BECO
is unable to convert any portion of its interest as a result of such
limitations, BECO has the right to require RCN to purchase such portion. Subject
to certain restrictions set forth in the Exchange Agreement, BECO will also be
entitled, upon exchanging its investment interest in RCN-BECOCCM for Company
Common Stock, to customary registration rights with respect to such shares.




RCN expects to benefit from the ability to utilize BECO's large fiber optic
network, its focus on innowvative technology, its sales and marketing expertise
and its reach into the market. In the future, the venture may expand into energy
management and property monitoring services. Starting in Boston, the joint
venture partners will consider further expansion into surrounding markets. RCN
anticipates that as a result of its access to the extensive BECDO network, RCN's
reliance on and utilization of MFS/WorldCom facilities in Boston will be reduced
significantly.

Starpower Joint Venture

On August 1, 1997, RCN Telecom Services, Inc., a subsidiary of RCN, and
Potomac Capital Investment Corporation ("PCI"), a wholly owned subsidiary of
PEPCO, entered into a letter of intent {the "Letter of Intent") to form a joint
venture to own and operate a communications network to provide wvoice, video,
data and other communications services to residential and commercial customers
in the greater Washington, D.C., Virginia and Maryland area (the "Washington,
D.C. Market™). Starpower, an unregulated limited liability company with a
perpetual term, was formed con October 28, 1997 by RCN Telecom Services of
Washington, D.C., In¢, ("RCN Washington”) and Pepco Communications. Starpower
was formed to construct, own, lease, operate and marketr a network for the
gselling of voice, video, data and other telecommunications services (the
"Relevant Business") to all potential commercial and residential customers in
the Washington, D.C. Market. RCN, through RCN Washington, owns 50% of the equity
interest in Starpower and PCI, through Pepco Communications, owns the remaining
50% interest. Starpower is accounted for by RCN under the equity method of
accounting.

The closing {the "Starpower Closing®") of the Starpower joint wventure occurred
on December 19, 1997. At the closing, RCN Washington transferred to Starpower
all its right, title and interest in and to {i} all customer accounts of RCN
Long Distance in the Washington, D.C., Market, (ii) its business plan in the
Washington, D.C. Market and experience with respect to the Relevant Business,
(iii} all building access agreements covering any property located in the
Washington, D.C. Market, {iv} the Support Services Agreement (as described
below) and (v} the benefit of certain agreements pursuant to the Assignment of
Benefits Agreement (as described below). The documents signed at the Starpower
Closing were the Amended and Restated Operating Agreement of Starpower dated as
of December 18, 1997 by and between Pepco Communications and RCN Washington
("Amended and Restated Operating Agreement"}, Fiber Use Agreement dated as of
December 18, 1597 between PEPCO and Starpower ("Fiber Use Agreement"), Agency
Agreement dated as of December 18, 1997 by and between RCN Washington, RCN
Telecom Services of Maryland, Inc., RCN Telecom Services of Virginia, Inc. and
Starpower ("Agency Agreement®), Non-competition Agreement dated as of December
18, 1997 by and among RCN Telecom Services, Inc., PCI and Starpower ("Non-
competition Agreement"), Assignment of Benefits Agreement dated as of December
18, 1997 by and between RCN Washington and Starpower {("Assignment of Benefits
Agreement"), Support Services Agreement dated as of December 18, 1997 by and
between RCN Operating Services, Inc. and Starpower ("Support Sexvices
Agreement"), Guarantee dated as of December 18, 1997 by PCI on behalf of Pepco
Communications in favor of Starpower, Guarantee dated as of December 18, 15937
by RCN on behalf of RCN Washington and other RCN obligors in favor of Starpower
and Contribution Agreement dated as of December 18, 1997 by and between RCN
Washington and Starpower ("Contribution Agreement*}. RCN Washington and Pepco
Communications also each paid $:2.5 million in cash in January 1998 as their
initial ecapital contributions.

Pursuant to the Amended and Restated Operating Agreement, RCN Washington and
Pepco Communicaticns are each reguired to make additional capital contributions
in accordance with a schedule szet forth in such agreement on a 50%/50% basis.
Failure of either RCN Washington or Pepco Communications to make a scheduled
capital contribution or to vote in favor of certain additional capital
contributions may result in the recalculation of equity interests. The business
and affairs of Starpower is to be managed by RCN Washington and Pepco
Communications. So long as RCN Washington and Pepco Communications maintain a
50%/50% equity interest in the joint venture, each of RCN Washington and Pepco
Communications will appoint three members to the operating committee, the
approval of which is required for any business action. Certain fundamental
busineas actions, such as mergers, acquisitions, sales of substantially all of
cthe assets, liquidation and amendments to the certificate of organization or any
agreement signed at the Starpower Closing, reguire the unanimous approval of the
operating committee regardless of whether the parties continue to maintain a
50%/50% ownership interest. Failure to reach agreement may trigger a deadlock
event. In the event a deadlock arises within the first three years of the joint
venture, the proposed action shall be deemed rejected. If the deadlock arises
thereafter, the disputing party may give a notice to




the other party offering to sell its membexship or to purchase all membership
interests from the other party; the offeree has the obligation to elect to buy
or sell its interest. Subject to certain exceptions, neither RCN Washington nor
Pepco Communications may sell any interest in Starpower for four years.
Thereafter, RCN Washington or Pepco Communications may sell any of its
membership interests with the written consent of the other subject to a right of
first offer by the other party. RCN Washington shall be restricted from
transferring its interest if Pepco Communications can demonstrate that such
assignment would have a material adverse impact on Starpower's business. Upon a
change of control of RCN Washington or Pepco Communications, which the other
party has reason to believe will have a material adverse effect on Starpower,
the other party may offer to sell its membership interests or to acquire such
party's membership interests or accept the change of control. The offeree has
the right to elect to buy or sell its interest. If a party proposes to sell its
interest to a third party, the other party has "tag-along" rights to sell a
proportionate share of its interest. Both RCN Washington and Pepco
Communications may transfer their membership interests to certain affiliates.

Under the Fiber Use Agreement, PEPCO agreed, for certain agreed upon fees, (i)
to provide construction services to develop a network and (ii) to grant
Starpower an indefeasible right of use of certain facilities and an irrevocable
right to install, maintain, use and operate its strand fiber connections to
leaged facilities. Starpower has the right, at the end of the term, to purchase
not less than the whole network at the fair market value less the amount
previously paid by Starpower with respect to such facilities. The initial term
ie ten years and the agreement may be renewed four times.

Under the Support Services Agreement, a subsidiary of RCN will provide support
services including custcmer service, billing, marketing, and certain
administrative, accounting and technical support services, each of which shall
be provided at cost. The Support Services Agreement also contains certain
indemnity provisions.

Under the Non-competition Agreement, for so long as either RCN Washington or
Pepco Communications owns an interest in Starpower, neither party nor any of
their affiliates may compete with any Relevant Business in the Washington, D.C.
Market. Neither RCN Washington nor Pepco Communications shall attempt to
solicit, divert or accept business from the customers of Starpower for any
Relevant Business in the Washington, D.C. Market or sclicit any individual who
is employed by Starpower.

Starpower agreed, in the Agency Agreement, to serve as RCN Washington's
exclusive agent for the provision of telephony services in the Washington, D.C.
Market until Starpower receives sufficient authorization for it to provide
telephony services in the Washington, D.C. Market. All revenues and customers
under this Agency Agreement belong to Starpower. Starpower must indemnify RCN
Washington for any tax liability resulting from its obligations under this
Agency Agreement. The Agency Agreement also contains certain other indemnity
provisions.

Pursuant to the Assignment of Benefits Agreement, RCN Washington assigned the
benefits of all of the agreements (the "Assigned Agreements") with suppliers of
programming and entertainment, voice, video and data services,
telecommunications equipment and other products and services useful in the
conduct of the Relevant Business in the Washington, D.C. Market to Starpower.
RCN Washington may not transfer or assign its interest in the Assigned
Agreements if doing so would have a material adverse effect on Starpower's
ability to conduct the Relevant Business in the Washingteon, D.C. Market. In
addition, RCN Washington may not amend, modify or assign the Assigned Agreements
without the prior written consent of Starpower and Starpower has the right to
terminate any agreement amended, modified or assigned without its consent. RCN
Washington has agreed to take all reasonable steps necessary to cobtain consent
for Starpower to use programming agreements prior to the date Starpower begins
offering OVS servicea. The Assignment of Benefits Agreement expires on December
19, 1998 and Starpower has certain renewal rights. Starpower may terminate the
Assignment of Benefits Agreement on 60 days notice.




RCN has agreed to unconditionally guarantee the due and punctual performance
and discharge all of its affiliates' material covenants, warranties,
undertakings and other obligations under the agreements signed at the Starpower
Closing. PCI has agreed to unconditicnally guarantee the due and punctual
performance and discharge by Pepco Communications of all its material covenants,
warranties, undertakings and other obligations under the Operating Agreement.

RECENT ACQUISITION TRANSACTIONS
Merger with Erols Internet, Inc.

Ercls is a leading regional ISP with approximately 293,000 residential and
bhusiness subscribers as of December 31, 1997 in targeted markets, including New
York City, Philadelphia, Washington, D.C. and Boston. Erols currently coperates
57 physical points of presence ("POPs") throughout its gecgraphic markets, and
also cuxrently utilizes 32 "Virtual POPs," which permit subscribers located
adjacent to, but outside of the local calling areas of, physical POPs to dial
into the Erols network on a local basis through arrangements with the relevant
local exchange carrier ("LEC"). Erols coffers a broad range of Internet-based
services, including (i) Glcbal Trader , Erols' turn-key e-ccommerce product for
small businesses, (ii}) Internet security services, including security consulting
and virtual private networks, and (iii} Web hosting, design and development
services.

On January 21, 1958, RCN entered into the Agreement and Plan of Merger (the
"Ercls Merger Agreement") among RCN, Ercols, Erol Onaran, Gold & Appel Transfer,
S§.A., a British Virgin Islands corporation ("Gold & Appel"), and ENET Holding,
Inc., a Delaware corporation and a wholly owned subsidiary of RCN ("ENET")}, to
acquire all of the outstanding shares of common stock of Erols. On February 20,
1998 Erols merged with and into ENET (the "Erols Merger"), with ENET as the
surviving corporation. The total consideration paid by RCN in the Erols Merger
was $29.2 million in cash, 1,730,648 shares of RCN Common Stock plus the
assumption and repayment of $5.8 million of debt (including repayment of accrued
interest}. Additionally, the Company is converting approximately 989,000 Erols
stock options to approximately 699,000 RCN stock options with an average
exercise price of $3.424 per share.

The Erols Merger Agreement contains customary representations, warranties, and
covenants by each party, which representations and warranties will survive until
March 31, 1999, except for certain specified representations and warranties
which will survive indefinitely or until the expiration of the applicable
statute of limitations. Pursuant to the Ercls Merger Agreement, each party has
agreed to provide indemnification from damages arising out of any
migsrepresentation or breach of warranty, covenant or agreement made or to be
performed by such party pursuant teo the Ercls Merger Agreement. In addition,
Ercl Onaran has agreed to provide indemnification from damages arising out of
any misrepresentation or breach of warranty, covenant or agreement made or to he
performed by Erols on or before the Effective Time, subject to certain
thresholds and limitations, and arising from certain matters set forth in the
Erols Merger Agreement.

Pursuant to the Erols Merger Agreement, at the Effective Time both an escrow
agreement {the "Ercls Escrow Agreement") and a registration rights agreement
(the "Erols Registration Rights Agreement") were executed and delivered. Under
the terms of the Erols Escrow Agreement, RCN delivered to the Erols Escrow Agent
an aggregate of approximately $5.84 million in cash and 93,210 shares of RCN
Commonn Stock to be held, invested and distributed by the Erols Escrow Agent
pursuant to the Erols Escrow Agreement. Under the terms of the Erols
Registration Rights Agreement, Erol Onaran and Gold & Appel will each receive
customary demand and piggy-back registration rights, subject to certain
limitations as set forth in the Erols Registration Rights Agreement.




RCN expects to contribute to Starpower, the joint venture with Pepco
Communications, the subscribers acquired in the acquisition of Erols located in
the Washington, D.C. area in which Starpower operates. The joint wventure
partners of Starpower are currently negotiating the terms of such contribution.
On February 20, 1998, approximately 61% of all of Erols' subscribers were
located in the relevant Washington, D.C. area. RCN anticipates that PCI will
make a contribution equal to the walue of such subscribers.

Merger With Ultranet Communications, Inc.

Ultranet is a leading ISP in the Boston area with more than 32,000 residential
and business customers in New England. Ultranet provides Internet service to
over 500 schools, and is presently building a network which will provide access
throughout New Hampshire's universities and colleges. Ultranet has a wide
network of 42 POPs. Services Ultranet offers to subscribers include (i) wirtual
hosting, which gives customers a corporate presence on the Internet, {ii)
firewall security, which provides high quality control in monitoring access to
documents and visitors to the customer's websites, and (iii) UltraFax, which
allows customers to send faxes from their desktops. Ultranet also offers its
customers access to its network via an 800 number which allows access from every
major city in the world.

On January 21, 1998, RCN, UNET Holdings, Inc., a wholly-owned subsidiary of
RCN, and Ultranet entered into an Agreement and Plan of Merger (the "Ultranet
Merger Agreement"}. The transaction was completed in February 1998. The total
consideration for the acquisition was approximately $7.3 million in cash,
approximately 890,384 shares of RCN Common Stock and $3.0 million in deferred
compensation. Additionally, the Company is converting approximately 63,500
Ulcranet stock opticns to 117,052 RCN stock options at an average exercise price
of 51.825 per share and making cash payments aggregating approximately 5.5
million to certain other holders of UltraNet stock options.

RCN alsc agrees to indemnify Ultranet and its directors, officers and
gtockholders from and againat liabilities or expenses incurred (i} in connection
with the severance benefits under any severance arrangement applying to any
former employee of Ultranet employed by RCN after the Ultranet Merger is
consummated, (iil) relating to a former employee's employment and/or termination
by RCN after the Ultranet Merger is consummated and (iii} incurred by an
indemnified person with respect thereto.

RCN expects to contribute to its joint venture with BECO the subscribers
acquired in the acgquisition of Ultranet located in the Boston area in which the
BECO joint venture operates as well as 1.36% {or all of Erols' subscribers
located in Boston) of the subscribers acquired in the acquisition of Erols. On
February 27, 1998, approximately 27% of all of Ultranet's subscribers were
located in the relevant Boston area. RCN anticipates that BECO will make a
corresponding contribution to the joint venture in the form of a note in the
principal amount of 49/51 of the agreed value of the subacribers contributed by
RCN.

Indemnification and Noncompetition Agreement

Certain stockholders holding at least 95% of the Ultranet Common Stock, Series
A Preferred Stock and Series B Preferred Stock executed an Indemnification and
Noncompetition Agreement (the "Indemnification Agreement") which provides that
certain representations and warranties included in the Ultranet Merger Agreement
will survive the consummation of the merger. Such stockholders agree to
indemnify RCN, severally and ocn a pro rata basis, and RCN agrees to indemnify
the stockholders against all losses incurred by any of them arising out of any
breach of any tax representation in the Ultranet Merger Agreement insofar as
such breach causes the merger not toc qualify as a reorganization or any material
failure to perform any of its covenants or agreements contained in the Ultranet
Merger Agreement. The maximum amount of indemnification by the stockholders on
one hand and by RCN on the other hand is $7.5 million plus certain amounts up to
$2.5 million with respect to breach of tax representations.

The Indemnification Agreement will provide that the stockholdere will not
knowingly take any action which would cause the merger not tec qualify as a
reorganization. Certain employees will also agree not to engage in any activity
which would compete with Ultranet in the geographic region identified as the
"Boston-Washington™ corridor for a period ending the earlier of five years after
the consummation of the merger or one year after his or her termination (or two
years in the case of termination for cause or voluntary termination).



As a result of the expansion of the Company's Internet business, the Company
is exposed to certain uncertainties regarding Internet businesses. The
Company's Internet business will depend in part upon the continuing development
and expansion of the Internet and the market for Internet access. Important
issues concerning business and persconal use of the Internet (including security,
reliability, cost, ease of use, access and quality of service} remain unresolved
and may significantly affect the acceptance of the Internet for commerce and
communication and the growth of Intermet use. Internet network infrastructure is
vulnerable to computer viruses and other similar disruptive problems caused by
its users, other Internet users or other third parties. Computer viruses and
other problems could lead to interruptions of, delays in, or cessation of
service, by the Company, as well as corruption of the Company's or its
subscribers' computer systems. In addition, there can be no assurance that
gubscribers or others will not assert claims of liability against the Company as
a result of events such as computer viruses, other inappropriate uses or
security breaches. The Company's ability to provide Internet service will depend
in part on its ability to provide sufficient capacity, both at the level of
particular POPs (affecting only subscribers attempting to use that POP) and in
connection with system-wide services (such as e-mail and news services, which
can effect all subscribers). In addition, the Company will be dependent in part
on the availability of equipment such as modems, servers and other equipment.
Furthermore, ISPs participate in the Internet through contractual "peering
arrangements" with Internet companies. These contractual arrangements are not
subject to regulation and could be szubject to revision in terms, conditions or
costs over time.

Acquisition of Lancit Media Entertainment, Ltd.

On February 27, 1998, RCN entered into an Agreement and Plan of Merger
("Lancit Merger Agreement") with Lancit Media Entertainment, Ltd., a New York
corporation ("Lancit"), and LME Acquisition Corporation, a New York corporation
and a wholly owned subsidiary of RCN ("LME"}. Pursuant to the Lancit Merger
Agreement, LME will merge with and into Lancit, with Lancit surviving the merger
and becoming a wholly owned subsidiary of RCN {(the "Lancit Merger"). Lancit is a
producer of high-guality children's programming, which has won 11 Emmy Awards.
The consummation of the Lancit Merger is subject to customary conditions,
including the approval by Lancit shareholders of the Lancit Merger.

HYBRID FIBER/COAXIAL CABLE SYSTEMS

RCN's hybrid fiber/coaxial cable systems were operated by C-TEC prior to the
Distribution. The following table summarizes the development of the hybrid
fiber/coaxial cable systems over the last five years:

AS OF DECEMBER 31,
1393 1934 1995 15996 1937

Homea passed 118,216 119,761 282,836 283,940 230,612
Basic gubascribers 87,660 92,140 175,131 179,932 184,938
Bagic penstration 74.2% 76.9% 62,3% (1) 63.4% 63.6%

Average monthly revenue per
subacriber for last month 8 40.98 $ 37.67 $ 36.73 (1) 5 39.99 $ 43.08
period

(1) Decline in basic penetration levels and average monthly revenue per
subscriber in 1995 reflects the acquisition of the Pennsylvania cable systems,
which are in a market in which a competing franchisee also offers service.

The service areas for these cable television networks enjoy favorable customer
demographics. The New York and New Jersey systems primarily serve high growth
affluent bedroom communities in suburban New York City, with 28,411 and 76,127
connections at December 31, 19397 respectively. The system in New York State
serves ten




municipalities in Duchess, Putnam and Westchester Counties, approximately 45
miles north of New York City. The New Jersey system serves 31 contiguous
municipalities in Hunterdon, Mercer, Morris and Somerset Counties, approximately
50 miles west of Manhattan. The Pennsylvania system, which is the largest
competitive cable television system in the United States, serves Pennsylvania's
Lehigh Valley area including the cities of Allentown, Bethlehem and Easton, and
virtually all of Lehigh and Northampton Counties, and ig located leszs than 10
miles west of the Company's New Jersey system.

INTERCONNECTION

Because access to the public switched telephone network is an essential
component of any regicnal or national telecommunications network,
interconnection is critical to RCN's ability to provide voice and data services,
Bell Atlantic and the other incumbent local exchange carriers ("LECs"} and
independent telephone companies are reguired to provide interconnection to
competitive local exchange carriers ("CLECs") such as RCN pursuant to the
facilities-based interconnecticn requirements of Section 251 of the 1996 Act.
Under the 1996 Act, the Regional Bell Operating Companies' ("RBOC's"} ability to
offer long-distance service between local access and transport areas ("LATA") is
contingent upon their ability to create an environment allowing economically-
efficient competition in their local markets for both business and residential
services.

RCN has achieved interconnection through comprehensive telephone service co-
carrier interconnection agreements with Bell Atlantic and Sprint-New Jerasey
covering their service areas in ten states and the District of Columbia in the
Northeast and New England-Middle Atlantic corridor areas. These agreements will
remain in effect regardless of the outcome of the proceedings regarding Section
251 regulations of the Federal Communications Commission ("FCC"). RCN's
interconnection agreements with Bell Atlantic cover its service areas in the
states of Massachusetts, New York, Vermont, New Hampshire, Maine, Rhode Island,
Delaware, Maryland, New Jersey, Pennsylvania and Virginia and the District of
Columbia. The agreement with Sprint-New Jersey covers its service area in the
State of New Jersey. All of these agreements have been approved by the state
regulatory commissions pursuant tc Section 252 of the Communications Act of
1534, as amended by the 1%%6 Act {the "Communications Act"). RCN believes it has
more interconnection agreements with incumbent LECs than any other company
focused primarily on the residential telecommunications market.

The terms of RCN's interconnection agreements with the incumbent LECs include
the following provisions: {i} interconnection at any technically feasible point
within their networks, equal in guality to what the incumbent LEC provides to
itself or to affiliates, (ii) exchange of all local traffic at a fully
reciprocal and identical rate; {iii) receipt by RCN of access charges for long
distance calls made to and from its customers, including full "pass through" to
RCN of such compensation on number portability; (iv) interim number portability
arrangements to allow customers to keep their telephone numbers when they switch
carriers; {(v) unbundled network elements, including local loop transmission from
the incumbent LEC's central offices to the customer's premises distinct from
local switching or other services; (vi) nondiscriminatory access to 911 and
emergency 911 services; directory assistance services to allow RCN's customers
to cbtain telephone numbers; operator call completion services and white pages
directory listings for RCN's customers; and (vii} access to the poles, ducts,
conduits and rights-of-way owned or controlled by the incumbent LEC at
nondiscriminatory rates. The interconnection agreements generally have an
initial term of three years and are cancelable thereafter at 90 days' notice.

RESALE ARRANGEMENTS
Resale of Bell Atlantic Local Telephone Services

RCH provides local telephone service on a resale basis to customers not
connected to the advanced fiber optic facilities. As of December 31, 1997 RCN
had 24,%00 customers for local telephone services provided through agreements to
act as a reseller of Bell Atlantic local telephone services. RCN offers its
resale customers compecitive telephone rates and RCN's superior customer
service. Resale customers are billed by RCN and RCN personmel provision customer
service requests by coordinating with the incumbent LECs on the customers'
behalf.

RCN has entered into agreements to act as a reseller of Bell Atlantic local
telephone services, which enable RCN to grow its subscriber base by offering
telephone sgervices in advance of connecting the customers to an




advanced fiber optic network. RCN's agreements with Bell Atlantic allow RCN to
purchase at a "wholesale" discount (the amount of which is determined by
regulatory commissions in each state) any telephone services that those
companies offer to their end users, such as local exchange services, vertical
features including Caller ID, Call Waiting, etc., and regional toll calls. The
agreements provide that RCN will be entitled to the most favorable terms and
conditions, including wholesale discounts, available to any telecommunications
carrier reselling similar services.

Long Distance Resale

RCN Long Pistance provides long distance telephone services, including private
line, operator and calling card services, to residential and business customers
throughout the United States. Such services are provided through an owned and
leased switching network utilizing leased interconnection facilities and long
distance resale. RCN provides on network origination and termination of long
distance telephone services throughout the Mid-Atlantic¢ and New England states.
For call origination and completion throughout the rest of the country, RCN has
various resale agreements. Specifically, RCN has contracted with Level 3
Communications, Inc. {("LCI") for 800/888 origination, Frontier for off network
origination of outhound calling and various carriers for terminating calls.

DirecTV

In October 1996, RCN signed an agreement with DirecTV to deliver DirecTV's
high-power direct broadcast satellite service to multiple dwelling units
("MDUs"} in New York City. DirecTV allows RCN to offer an additional 175
channels of programming including exclusive sports programming.

CUSTOMER SERVICE AND BILLING

RCHN has implemented a flexible, customer-service oriented approach which RCN
believes differentiates it from the mass-market strategy of the incumbent
providers. RCHN provides customer service 24 hours a day, seven days a week from
established central call centers. The facilities utilize state of the art
technology which allows communication with subscribers, field technicians and
che Company's field offices. The largest of these facilities is located in
Dallas, Pennsylvania and handles the majority of the customer service calls.

RCN's advanced fiber optic network is continuously monitored for quality
control and capacity issues, pursuant to a control system featuring 16 alarm
monitor points per hub site and automated housekeeping alarms.

Billing services for wvideo are provided by CableData while RCN telephony
billing services are provided by Consclidated Communicaticns Systems and
Services. At the present time, RCN customers receive separate billing statements
for video and telephone service although RCN intends to offer a single billing
option in the future.

Account piracy is monitored by ongoing field audits and, in RCN's advanced
fiber optic networks, through use of state of the art scrambling systems.
Potential new customers are generally screened for credit history before being
authorized for service. RCN employs a full-time credit and collection staff as
well as a group that seeks to minimize toll fraud by detecting and monitoring
suspicious calling patterns.

PROGRAMMING AND SUPPLIERS

RCN has secured license arrangements with all of its desired programming
suppliers, some of which provide volume discount pricing structures and/or offer
marketing support to the Company. Many of these arrangements are extensions of
long-standing agreements entered into by or on behalf of the Company's hybrid
fiber/coaxial cable systems, and some are newly negotiated based upon RCK's
"open video system" {"OVS") certifications. RCH has generally obtained these
license arrangements on terms and conditions that it considers favorable.

RCN programming arrangements include arrangements for basic videc channels,
premium channels including multi-plexing, pay-per-view movies and events, adult
entertainment, electronic program guide services and digital music services, as
well as retransmission arrangements for relevant network broadcasters.




The Company generally pays a monthly fee per subscriber per channel for
programming purchased from its suppliers. Programming costs increase in the
ordinary course of the Company's business as a result of increases in the number
of subscribers, expansion of the number of channels provided to customers and
contractual rate increases from programming suppliers. The Company anticipates
that future contract renewals for video providers such as the Company will
result in programming costs exceeding current levels, particularly for sports
programming.

A wide range of national manufacturers are the primary sources of supplies,
equipment and materialgs utilized in the development and enhancement of the
Company's networks. RCN has entered into Master Purchase Agreements with certain
equipment suppliers which enable it te purchase video and switching equipment on
terms which it considers favorable. The Company anticipates that the costs for
these supplies, eguipment and materials will be significant in future periods.
The amount of such costs will depend on numercus factors, many of which are
beyond the Company's control,

RCH LONG DISTANCE

RCN Long Distance Company, a wholly-owned subsidiary of RCN, provides
switched-based resale long distance services to customers on the advanced fiber
optic network as well as other customers. RCN Long Distance operates the long
distance business formerly operated by C-TEC, except within the Commonwealth
Service Territcory. During 1996, RCN obtained certification in forty-seven
states. RCN Long Distance also provides local telephone service to commercial
customers. As of December 31, 1997 RCN Long Distance had approximately 13,535
long distance customers.

INTERNATICNAL

The Company owns a 40% interest in Megacable, the second largest cable
television provider in Mexico. Megacable owns 22 wireline cable systems, and one
multi-channel multipoint distribution service ("MMDS") cable system, in Mexico,
principally on the Pacific and Gulf coasts and including Guadalajara, the second
largest city in Mexico, Hermosillo, the largest city in the state of Sonora and
Veracruz, the largest city in the state of Veracruz. At December 31, 1997
Megacable's wireline systems passed approximately 635,350 homes and served
approximately 20%,300 subscribers. Megacable had revenues of $523.2 million for
the years ended December 31, 1996 and $30.4 million for the year ended December
31, 1997.

Addirionally, Megacable presently holds a 99% interest in Megacable
Comunicacicnes de Mexico §.A. ("MCM"}. MCM has received a license from the
Mexican government to allow it to build a fiber optic network in Mexico City,
Monterrey and Guadalajara. MCM intends to use this network to provide local
voice and high-speed data service in these cities, prinecipally to commercial
customers in Mexico Clty.

COMPETITION
Overview

RCN competes with a wide range of service providers for each of the services
that it provides. Virtually all markets for voice and video services are
extremely competitive, and RCN expects that competition will intensify in the
future. In each of the markets in which it offers voice and video programming
services, RCN faces significant competition often from larger, better-financed
incumbent local telephone carriers and cable companies, and RCN often competes
directly with incumbent providers which have historically dominated their
respective local telephone and cable television markets. These incumbents
pregently have numerous advantages as a result of their historic monopoly
control of their respective markets. However, RCN believes that most existing
and potential competitors will, at least initially, provide narrower service
offerings over limited delivery platforms as compared to the wide range of
voice, video and data services that will be provided over RCN's fiber-based
networks, thereby providing RCN with an opportunity to achieve important market
penetration.

With respect to local telephone services, RCN competes with the incumbent
LECa, and altermative service providers including CLECs. Commercial mobile radio
services providers, including cellular carriers {such as Bell




Atlantic Mobile Services), personal communications services ("PCS") carriers
(such as Sprint Spectrum), and enhanced specialized mobile radio services
("ESMRS") providers ({(such as NexTel), may also become a source of competitive
local and long distance telephone service. However, RCN believes these operators
may primarily use competitive access services to transport their calls among
their radio transmitter/receiver sites through networks that aveoid the incumbent
LECs with whom they compete,

With respect to long distance telephone services, RCN faces, and expects to
¢ontinue to face, significant competition from the interexchange carriers
{"IXCs"}, including AT&T, Sprint and MCI, which account for the majority of all
long distance revenue. The major long distance service providers benefit from
established market share and from established trade names brought about by
nationwide advertising. RCN, however, regards ita long-distance gervice as a
complementary service rather than a principal source of revenue. Certain IXCs,
including AT&T, MCI and Sprint, have also announced their intention to offer
local services in major U.S. markets using their existing infrastructure in
combination with resale of incumbent LEC service, lease of unbundled local loops
or other providers' services.

All of the Company's video services face competition from alternative methods
of receiving and distributing television signals and from other sources of news,
information and entertainment such ag off-air television broadcast programming,
newspapers, movie theaters, live sporting events, interactive eonline computer
services and home video products, including videctape cassette recorders. Among
the alternative video distribution technologies are home satellite dish earth
stations ("HSDs"} which enable individual househoclds to receive many of the
satellite-delivered program services formerly available only to cable
subscribers. Furthermore, the Cable Television Consumer Protection and
Compecition Act of 1992 ("193%2 Act"™) contains provisions, which the FCC has
implemented with regulations, to enhance the ability of cable competitors to
purchase and make available to HSD owners certain satellite-delivered cable
programming at competitive costs. RCN faces additional competition from private
satellite master antenna television ("SMATV*) sgystems that serve condominiums,
apartment and office complexes and private residential developments. The FCC and
Congress have adopted policies providing a more favorable operating environment
for new and existing technologies that provide, or have the potential to
provide, substantial competition to the Company's various video distribution
systems. These technologies include, among others, DBS service whereby signals
are transmitted by satellite to receiwving facilities located on customer
premises. The Company expects that its video programming services will face
growing competition from current and new DBS gervice providers. RCN alsc
competes with wireless program distribution sexvices such as multi-channel
multipoint distribution service (“MMDS") which use low-power microwave
frequencies to transmir video programming over-the-air to subscribers. The
Company is unable to predict whether wireless video services will have a
material impact on its operations.

Other new technologiss, including Internet-based services, may become
competitive with services that RCN can offer. Advances in communications
technology as well as changes in the marketplace and the regulatory and
legislative environmen: are constantly occurring. Thus, it is not possible to
predict the effect that ongoing or future developments might have on the video
industry or on the operations of the Company.

RCN believes that among the existing competitors, the incumbent LECs,
incumbent cable providers and the CLECs provide the most direct competition to
RCN in the delivery of "last mile" comnections for voice and video services.

Incumbent LECs

In each of its target markets for advanced fiber optic networks, RCN faces,
and expects to continue to face, significant competition from the incumbent LECa
{including Bell Atlantic in New York City and Boston), which currently dominate
their local telephone markets. RCN competes with the incumbent LECs in its
markets for local exchange services on the basis of product offerings (including
the ability to offer bundled voice and video pervices), reliability, state-of-
the-art technology and superior customer service, as well as price. RCN believes
that its advanced fiber optic networks provide superior technology for
delivering high-speed, high-capacity voice, video and data services as compared
to the primarily copper wire based networks of the incumbent LECs. However, the
incumbent LECs have begun to expand the amount of fiber facilities in their
networks and to prepare tc re-enter the long distance telephone service market
and, in addition, have long-standing relationships with their customers.




In addition, under the 1996 Act, and ensuing federal and state regulatory
initiatives, barriers to local exchange competition are being removed. The
introduction of such competition, however, also establishes the predicate for
the incumbent RBOCs, such as Bell Atlantic, to provide in-region interexchange
long distance services. The incumbent RBOCs are currently allowed to offer
"incidental" long distance service in-region and to offer out-of-region long
distance gervice. Cnce the incumbent RBOCs are allowed to offer in-region long
distance services, they will also be in a position to offer single source local
and long distance service similar to that offered by RCN and proposed by the
three largest IXCs (AT&T, MCI and Sprint). The Company expects that the
increased competition made possible by regulatory reform will result in certain
pricing and margin pressures in the telecommunications services business.

RCN has sought, and will continue to seek, to provide a full range of local
voice services in competition with incumbent LECs in its service areas. The
Company expacts that competition for local telephone gervices will be based
primarily on qguality, capagity and reliability of network facilities, customer
service, response to customer needs, service features and price, and will not be
baged on any proprietary technology. As a result of the comparatively recent
installation of RCN's advanced fiber optic networks, its dual path architecture
and the state-of-the-art technology used in its networks, RCN may have capital
cost and service quality advantages over some c¢urrently available local networks
relied upon by the incumbent LECs, as well as the competitive advantage provided
by the ability to deliver a bundled voice and video service.

The 1936 Act permits the incumbent LECs and others to provide a wide variety
of video services directly to subscribers in competition with RCN. Various LECs
currently are providing video services within and outside their telephone
service areas through a variety of distribution methods, including both the
deployment of broadband wire facilities and the use of wireless transmission
facilities. The Company cannot predict the likelihood of success of video
gervice ventures by LECs or the impact on the Company of such competitive
ventures.

Incumbent Cable Television Service Providers

Certain of RCN's video service businesses compete with incumbent wireline
cable companies in their respective service areas. In particular, RCN's advanced
fiber optic networks compete for cable subscribers with the major wireline cable
operators in New York City and Boston, primarily Time-Warner Cable in New York
City and Cablevision in Boston. RCN's wiraless video service in New York City
competes primarily with Time-Warner Cable. RCN believes that the expanded
capacity and fiber-to-node architecture of its advanced fiber optic networks in
New York City and Boston make it better equipped to provide high-capacity
communications services than coaxial cable based networks utilizing “tree and
branch" architecture. RCN's Pennaylvania hybrid fiber/coaxial cable television
system competes with an alternate service provider, Service Electric, which also
holds a franchise for the relevant service area.

Since cable television systems generally operate pursuant to franchises
granted on a non-exclusive basis, and the 1992 Act prohibits franchising
authorities from unreasonably denying requests for additicnal franchises and
permits franchising authorities to operate cable systems, well-financed
businesses from outside the cable industry ({such as the public utilities that
own certain of the poles on which cable is attached) may become competitors for
franchises or providers of competing services.

CLECs and Other Competitors

RCN also faces, and expects to continue to face, competition from other
potential competitors in certain of the markets in which RCN offers its
services. Other CLECe such as Teleport Communications Group, compete for local
telephone services, although they have to date focused primarily on the market
for commercial customers rather than residential customers. 1In addition,
potential competitors capable of offering private line and special access
services also include other smaller long distance carriers, cable television
companies, electric utilities, microwave carriers, wireless telephone system
operators and private networks built by large end-users, including Winatar,
Dualstar and New Vision. However, RCN believes that, at least initially, it is
relatively unigque in its markets in offering bundled voice, vides and data
services to customers in residential areas, and in striving to connect
residential customers directly to its advanced fiber optic network.




Internet Services

The market for Internet access services is extremely competitive and highly
fragmented. No significant barriers to entry exist, and accordingly competition
in this market is expected to intensify, The Company competes (or in the future
may compete} directly or indirectly with (i} national and regiomal I185Ps; {(ii)
established cnline services; (iii) computer software and technology companies;
(iv) naticnal telecommunications companies; (v) LECs; (vi) cable operators; and
(vii) nonprofit or educational I5Ps, and some of these present or potential
future competitors hawve or can be expected to have substantially greater market
presence and financial, technical, marketing and other resources than the
Company. Certain of the Company's online competitors, including America Online,
the Microsoft Network and Prodigy, have introduced unlimited access to the
Internet and their proprietary content at flat rates, and certain of the LECs
have also introduced competitive flat-rate pricing for unlimited access (without
a set-up fee for at least some periocd of time). Bell Atlantic has recently filed
with the Federal Communications Commission (the "FCC"} a petition for an
exemption from a regulation prohibiting it from building a high-speed network.
Bell Atlantic’s petition reguests that such network, which would serve as an
Internet backbone, not be subject to pricing and other regulatory restriction.
The network would span the states from Maine to Virginia. There can be no
assurance that competition will not lead to pricing pressures in the Internet
business.

New Technologies

Cther new technologies may become competitiwve with serxrvices that RCN can
offer. Cellularvision, a provider of local multipoint distribution service
{"LMDS"), recently began offering wireless Internet and video programming
services in New York City and has announced plans to coffer telephone service in
the future. Advances in communications technology as well as changes in the
marketplace and the regulatory and legislative environment are constantly
occurring. In addition, a continuing trend toward business combinations and
alliances in the telecommunications industry may alsc create significant new
competitors to RCN. The Company cannot predict whether competition from such
developing and future technologies or from such future competitors will have a
material impact on its operations.

REGULATION

The telephone and video programming transmission services offered by the
Company are subject to federal, state and local government regulation. The 1996
Act, which became effective in February 1996, introduced widespread changes in
the regulation of the communications industry, including the local telephone,
long distance telephone, data services, and television entertainment segments in
which the Company operates. The 1996 Act was intended to promote competition and
decrease regulation of these segments of the industry. The law delegates to both
the FCC and the states broad regulatory and administrative authority teo
implement the 19$96 Act.

Telecommunications Act of 1996

The 1996 Act eliminates many of the pre-existing legal barriers to competiticn
in the telephone and video programming communications businesses, preempts many
of the state barriers to local telephone service competition that previocusly
existed in state and local laws and regulations, and sets basic standards for
relaticnships between telecommunications providers.

Among other things, the 1996 Act removes barriers to entry in the local
exchange telephone market by preempting state and local laws that restrict
competition and by requiring LECs to provide nondiscriminatory access and
intercomnection to potantial competitors, such as cable operators, wireless
telecommunications providers, and long distance companies, In addition, the 1996
Act provides relief from the earnings restrictions and price controls that have
governed the local telephone business for many years. The 1996 Act will also,
once certain thresholds are met, allow incumbent RBOCs to enter the long
distance market within their own local service regions.

Regulatione promulgated by the FCC under the 1996 Act require LECS to open
their telephone networks to competition by providing competitors
interconnection, access to unbundled network elements and retail services at
wholesale rates. As a result of these changes, companies such as RCN are now
able to interconnect with the incumbent LECs in order to provide local exchange
services. Numerous parties appealed certain aspects of these
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regulations, and the appeals were consolidated in the United States Court of
Appeals for the Eighth Circuit. On July 18, 1997, the Eighth Circuit found
constitutional challenges to certain practices implementing cost provisions of
the Telecommunications Aciz that were ordered by certain state PUCs to be
premature; vacated significant portions of the FCC's nationwide pricing rules;
and confined the use of combined unbundled network elements to instances where
the requesting carrier itself would do the combining. On October 14, 1997, the
Eighth Circuit issued a decision vacating additional FCC rules that will likely
have the effect of increasing the cost of obtaining the use of combinations of
an incumbent LEC's unbundled network elements. On January 26, 19398, the Supreme
Court granted a writ of certiorari under which it will review the July 18 Eighth
Circuit decision; it is expected {but not yet certain) that the Court will hear
arguments on this case in the fall of 1998. The Eighth Circuit decisions create
uncertainty about the rules governing pricing and terms and conditions of
interconnection agreements, and could make negotiating and enforcing such
agreements more difficult and protracted and may require renegotiation of
existing agreements. Prior to the Eighth Circuit decisions, the Company had
entered into interconnection agreements with Bell Atlantic, covering all of its
target market area, that are generally consistent with the FCC guidelines, and
thoge agreements remain in effect notwithstanding the rewversal of the FCC rules.
There can be no assurance, however, that the Company will be able to obtain or
enforce future interconnection agreements, or obtain renewal of existing
agreements, on terms acceptable to the Company.

Certain Bell Operating Companies ("BOCs") have also raised constitutional
challenges to restrictions in the 1996 Act preventing BOCs from entering the
long distance market in their home region. On December 31, 1997, the U.S.
District Court for the Northern District of Texas issued a decision {the "SBC
Decision") finding that Sections 271 to 275 of the 19%6 Act are
unconstitutional. SBC Communications, Inc., et al. v. Federal Communications
Commiggsion, et al., Civil Action No. 7:97-CV-163-X. These sections of the Act
impose restrictions on the lines of business in which the RBOCs may engage,
including establishing the conditions they must satisfy before they may provide
in-region interLATA telecommunications services. The District Court has stayed
the SBC Decision pending appeal. If the stay is lifted, the RBOCs (including
Bell Atlantiec, which was permitted to intervene in the case) would be able to
provide interLATA services immediately without satisfying the statutory
conditions. Although the Company believes the factual assumptions and legal
reagoning in the SBC Deciszion are erroneous and therefore the decision will
likely be reversed on appeal, there can be no assurance of this ocutcome. If the
SBC Decision were upheld on appeal it may have an unfavorable effect on the
Company's business for at least two reasons. First, RBOCs currently have an
incentive to foster competition within their service areas so that they can
qualify to offer interLATA services. The SBC Decision removes this incentive by
allowing RBOCs to offer interLATA service without regard to their progress in
opening their local markels to competition. However, the SBC Decision would not
affect other provisions of the Act which create legal obligations for all ILECs
to offer interconnection and network access, and therefore will not impair the
Company's ability to compete in local exchange markets. Second, the Company is
legally able to offer its customers both long distance and local exchange
services, which the RBOCs currently may not do. This ability to offer "one-stop
shopping"” gives the Company a marketing advantage that it would no longer enjoy
if the SBC Decision were upheld on appeal. The Company cannot predict either the
ocutcome of these or future challenges to the 1996 Act, any related appeal of
regulation or court decision, or the eventual effect on its business or the
industry in general.




The 1996 Act alsc makes far-reaching changes in the regulation of the video
programming transmission services offered by RCN, including changes to the
regulations applicable to video operators, the elimination of restrictioms on
telephone company entry into the video business, and the establishment of a new
OVS regulatory structure for telephone companies and others to cffer such
services. Under the 1996 Act, local telephone companies, including both
incumbent LECs such as Bell Atlantic, and CLECs such as RCN, may provide service
as traditional cable television operators subject to municipal cable television
franchises, or they may opt to provide their programming over non-franchised
open video systems subject to certain conditions, including, but not limited to,
making available a portion of their channel capacity for use by unaffiliated
program distributors and satisfying certain other requirements, including
providing capacity for public, educational and government channels, and payment
of a gross receipts fee equivalent to the franchise fee paid by the incumbent
cable television operatcr. RCN is one of the first CLECs to provide television
programming over an advanced fiber optic network pursuant to the OVS regulations
implemented by the FCC under the 1996 Act. As discussed below, RCN is currently
providing OVS service in the City of Boston, in the City of New York and in a
number of communities surrounding Boston. Starpower 1s negotiating similar
agreements in Washington and surrounding communities.

Regulation of Voice Services

RCN's voice business is subject to regulation by the FCC at the federal level
with respect to interstate telephone services {(i.e., those that originate in one
state and terminate in a different state). State regulatory commissions have
jurisdiction over intrastate communications (i.e., those that originate and
terminate in the same state).

State Regulation of Intrastate Local and Long Distance Telephone Services.
RCN's intrastate telephcne services in Boston, New York City, and the Lehigh
Valley are (and Starpower's similar services in the Washington area will be)
regulated by the public service commissions or comparable agencies of the
various states in which thege services are offered. RCN subsidiaries have
received either permanent or interim authority to offer intrastate telephone
services, including local exchange service, in Massachusetts, New York,
Pennsylvania, Maryland, the District of Columbia, and Virginia (as well as in
some neighboring jurisdictions where the Company does not currently operate but
may expand in the future). Starpower has filed separately applications for
similar authority in Maryland, the District of Columbia, and Virginia.
Starpower's application in Maryland has been granted. RCN's resale agreements
with Bell Atlantic have been approved, pursuant to Section 252 of the
Communications Act, by state regulatory commissions in Delaware, the District of
Columbia, Maine, Maryland, Massachusetts, New York, New Jersey, New Hampshire,
Pennsylvania, Rhode Island, Vermont, and Virginia.

RCN Long Distance Company is authorized to offer intrastate long distance
services in Pennsylvania, New York and Massachusetts and, in addition, has
received state regulatory authority to offer such services in 45 other states
nationwide. Pursuant to such authorizations, RCN Long Distance Company is
permitted to resell intrastate long distance services both to other carriers,
including RCN's local operating subsidiaries and Starpower for resale to their
end user subscribers, and to its own end user customers.

FCC Regulation of Interstate and International Telephone Services. RCN,
through several of its subsidiaries, including RCN Long Distance Company, may
also provide domestic interstate telephone services nationwide pursuant to
tariffs on file at the FCC, and has been authorized by the FCC under Section 214
of the 1996 Act to offer worldwide international services as well. RCN is
authorized to resell in-state long-distance services in 48 states (all except
Alaska and Hawaii), and, where regquired, has registered with or ocbtained
licenses or certificates from state regulatory agencies for the provision of
this service.




Local Regulation of Telephone Services. Municipalities also regulate limited
agpects of RCN's voice business by, for example, imposing wvarious zoning
requirements and, in some instances, requiring telecommunications licenses,
franchise agreements and/or installation permits for access to local streets and
rights-of-way. In New York City, for example, RCN will be required to cbtain a
telephone franchise in order to provide voice services using its advanced fiber
optic network facilities located in the streets of New York City {(although
services may be provided over certain leased or rescold facilities pending
receipt of a franchise) .

Regulation of video Services

Open Video Systems, In February 1997, RCN subsidiaries were certified to
operate OVS networks in the five boroughs of New York City and, as part of the
BECO joint venture, in Boston and 47 surrounding communities. Initiation of OVS
services is subject to completicon of an open enrcllment period for non-
affiliated video programmers to seek capacity on the systems and upon
negotiation of certain agreements with local governments. The initial open
enrcllment period for both the New York City and Boston area systems has
expired. RCN executed an agreement with the City of Boston on June 2, 1997, and
initiated OVS service in the City on that day., Pursuant to its agreement with
the City of Boston, RCN will be reguired to pay a fee to the City equal to 5% of
video revenues. RCN has entered into similar OVS agreements or is in the process
of negotiating agreements with certain other Boston-area municipalities, either
to offer OVSs services or franchised cable television services. RCN executed an
agreement with the City of New York on December 2%, 1997, and has initiated OVS
gervice in the Borough of Manhattan pursuant to that agreement.

In areas where it offers video programming services as an OVS operator, RCN is
required to hold a 90-day cpen enrollment period every three years, during which
times RCN will be required to offer capacity on its network to other VPPs. Under
the OVS regulations, RCN must offer at least two-thirds of its capacity to
unaffiliated parties, if demand for such capacity exists during the open
enrollment period. In certain areas, RCN is in discuassions with local municipal
authorities to explore the feasibility of obtaining a cable franchise in lieu of
an OVS agreement, and will consider providing RCN video service pursuant to
franchise agreements rather than OVS certification, if franchise agreements can
be obtained on terms and conditions acceptable to RCN. However, RCN will
consider the relative benefits of OVE certification versus local franchise
agreements, including the possible imposition of universal service requirements,
before making any such decisions. In addition, the current FCC rules concerning
OVS are subject to appeal in the United States Court of Appeals and, to the
excent that certain favorable aspects of the FCC's rules are overturned on
appeal, the determination of whether tc operate as an OVS provider versus as a
franchised cable television operator may be affected. Moreover, the incumbent
cable television provider in Boston, Cablevision Systems, has requested that the
FCC permit it to obtain capacity on RCN's Boaton area OVS network, and Time
Warner, the incumbent cable television provider in certain communities in the
Boston area, has made a similar filing at the FCC with respect to its reguest
for capacity on the Boston OVS network. RCN will continue to oppose these
requests, but to the extent that the FCC were to grant any such request{s), such
a result would likely affect the Company's determination as to whether to
operate as an OVS provider versus as a franchised cable television operator.

Prior to its certification as an OVS provider, RCN offered limited video
programming services using the video dial tone ("VDT"} services offered by
MPS/WorldCom in Manhattan and the City of Boston. In Pebruary 1597, the FCC held
that MFS/WorldCom's facilities did not qualitfy as video dialtone facilities
entitled to an extension of time to comply with the newly adopted GVS rules;
nonetheless, the FCC did not direct MFS/WorldCom and RCN to cease video
programming distribution operations over the MFS5/WorldCom platform. One of the
incumbent cable television companies in New York City has filed a complaint with
the New York Public Service Commission challenging the former (pre-OVS)
operations of RCN and WorldCom under the VDT framework, which remains pending
before that Commission.

Wireless Video Services. RCN's 18 GHz wireless video services in New York
City are distributed using microwave facilities provided by Bartholdi Cable
pursuant to temporary authorizations issued to Bartholdi Cable by the FCC.
Bartholdi Cable has agreed to provide transmission services to RCN until RCN has
either converted the wireless video subsacribers to its advanced fiber optic
network facilities or has obtained FCC authority to provide such services
pursuant to its own wireless radio licenses., In addition, Bartholdi Cable has
agreed to transfer to RCN the transmission equipment on demand. Bartheldi
Cable's obligation to provide transmission services is subject to




Bartheldi Cable having licenses from the FCC to provide such services. The
qualifications of Bartholdi Cable to hold certain of the licenses needed to
provide transmission services to RCN are at issue in an FCC proceeding in which
an Initial Decision was released on March 6, 1998. In the Initial Decision, the
Administrative Law Judge found Bartholdi unqualified with respect to 15 such
licenaes. The Initial Decision will hecome effective 50 days after its release
unless Bartholdi, as expected, files exceptions to the Initial Decision within
30 days of ita release or the Commisgion elects to review the case on its own
moticn. Because of the uncertainty as to Bartholdi Cable's right in the future
to offer transmissicn services toc RCN, the Company filed its own license
applications at the FCC for all of the microwave transmission pathe which are
currently being used by Bartholdi Cable to provide transmission services to RCN
and, in light of the increased uncertainties resulting from the Initial Decision
in the FCC proceeding involving certain of Bartholdi's licenses, the Company
expects now actively to pursue its license applications. While the Company
expects to receive authorizations to transmit over these microwave paths, there
can be no agsurance that RCN will be able to offer wireless video sexvices
purguant to its own FCC licenses or that the FCC'a investigation will be
resolved faverably. The failure to obtain such license or rescolve such
proceedings would materially adversely affect the Company's wireless wideo
operations in New York City.

There can ke no assurance that RCN will be able to obtain or retain all
necessary authorizations needed to construct advanced fiber optic network
facilities, to convert its wireless video subscribers to an advanced fiber optic
network or to cffer wireless video services pursuant to its own FCC licenses.

Hybrid Fiber/Coaxial Cable, RCN's hybrid fiber/coaxial cable aystems are
subject te regulation under the Cable Televiasion Consumer Protection and
Competition Act of 1992, as amended (the "1392 Act"), which provides, among
other things, for rate regulatiocn for cable services in communities that are not
gsubject to "effective competition," certain programming requirements, and
broadcast signal carriage requirements that allow local commercial television
broadcagt stations to require a cable system to carry the station. Local
commercial television broadcast stations may elect once every three years to
require a cable system to carry the gtation ("muat-carry"), subject to certainm
exceptions, or to withheold consent and negotlate the terms of carriage
("retransmiasion consent™). A cable system generally is required to devote up to
one~-third of its activated channel capacity for the carriage of local commercial
television staticns whether pursuant te the mandatory carriage or retransmission
consent requirements cof the 1992 Act. Local non-commercial television stations
are also given mandatory carriage rights. The FCC recently issued rules
establishing standards for digital television (*DTV*"). Among other provisions,
the FCC's rules require television stations to simulcast their NTSC and DTV
signals for a periocd of years. During this simulcast period, it is unclear
whether must-carry rules will apply to DTV signals. The Communicaticns Act
permita franchising authorities to require cable operators to set aside certain
channels for public, educational and governmental access programming. Cable
systems with 36 or wmore channels mugt designate a portion of their channel
capacity for commercial leased access by third parties to provide programming
that may compete with services offered by the cable operator.

On Septamber B8, 1927, the Company was nctified by the FCC that it has ruled
that certain of the Company's upper levels of service for its New Jersey aystems
are regulated levels of service and that the Company's rates for such levels of
service have exceeded the allowable rates under the FCC rate regulation rules
which have been effective since September 19%3. The Company had treated these
levels of service as unregulated. The Company intends to contest this decision.
The Cowpany does not believe that the ultimate resclution of this matter will
have a material impact on its results of operaticns or financial condition.

Becauge a cable communications syetem uses local streets and rights-of-way,
such cable systems are generally subject to state and local regulation,
typically imposed through the franchising process. The terms and conditiona of
state or local government franchises vary materially freom jurisdiction to
jurisdiction and generally contain provisions governing cable service rates,
franchise fees, franchise term, system construction and maintenance obligations,
customer service standards, franchise renewal, sale or transfer cf the
franchise, territory of the franchisee and use and occupancy of public streets
and types of cable services provided. Local franchising authorities {state or
local, depending on the practice in individual gtates) may award one or more
franchises within their jurisdictions and prohibit non-grandfathered cable
systems from operating without a franchise in such jurisdictions. The
Communications Act alsc provides that inr granting or renewing franchises, local
authorities may establish requirements for cable-related facilities and
equipment, but not for video programming or information services other than in
broad categories. The Communications Act limits the payment of franchise fees to
5%
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of revenues derived from cable operations and permits the cable operator to
obtain medification of franchise regquirements by the franchise authority or
judicial action if warranted by changed circumstances.

RCN's ability to provide franchised cable television services is dependent to
a large extent on its ability to obtain and renew its franchise agreements from
local government authorities on generally acceptable terms. RCN currently has 91
franchise agreements relating to the hybrid fiber/coaxial cable asystems in New
York (outside New York City), New Jersey and Pennsylvania. These franchises
typically contain many comditions, such as time limitations on commencement and
completion of construction, conditions of service, including the aumber of
channels, the provision of free service to schools and certain other public
institutiona, and the maintenance of insurance and indemnity bonds. These
franchises provide for the payment of fees to the issuing authorities and
generally range from 2% to 5% of revenues. The duration of these outatanding
franchises presently varies up to the year 2011, To date, all of RCN's cable
franchises have beern renewed or extended, generally at or prior to their stated
expirations and on acceptable terms. Approximately 39 of RCN's hybrid
fiber/coaxial cable systems' franchises are dus for renewal within the next
three yeara. No assurance can be given that RCN will be able to renew its
franchises on acceptable terms. No cne franchise accounts for more than 7% of
RCN's total revenue., RCN's five largest franchises account for approximately 27%
of RCN's total revernue.

The hybrid fiber/coaxial cable systems are also subject to certain gervice
quality standards and other cbligations imposed by the FCC and, where effective
competition has not been demonstrated to exist, to rate regulation by the FCC as
well. RCN's cable television system in Pennsylvania has keen operating in a
competitive ¢able environment for almost 30 years, with approximately 30% of the
homes passed having access to an alternate cable operator, Service Electric
Cable TV. As a result, the Company's Pennsylvania cable system is exempt from
many FCC cable televigion regulations, including rate regulation. Its other
cabla television systems in New York State and New Jersey currently remain
subject to FCC rate regulation. With the passage of the 1996 Act, however, all
cable systems rates will be deregulated as effective competition is shown to
exist in the franchise area, or by March 31, 1999, whichever date is sooner. RCN
anticipates that the remaining provisions of the 1392 Act that do not relate tao
rate regulation, such as the provisions relating to retransmission consent and
customer service gtandards, will remain in place and may serve to reduce the
future operating margins of RCN's hybrid fiber/coaxial cable television
businesses as video programming competition develops in its cable television
service markets.

The Communications Act requires the FCC to regulate the rates, terms and
conditions imposed by publlic utilities feor cable systems' use of utility pole
and conduit space unlesa state authorities can demonstrate that they adeguately
regulate pole attachment rates. In the absence of state regulation, the FCC
administers peole attachment rates on a fermula basis. In scme cases, utility
companies have increased pole attachment fees for cable systems that have
installed fiber optic cables and that are using such cables for the distribution
of non-video gervices. The FCC concliuded that, in the absence of state
regulation, it has jurisdiction to determine whether utility companies have
justified their demand for additional rental fees and that the Communications
Act does not permit disparate rates based on the type of gservice provided over
the equipment attached to the utility's pole. The 1996 Act and the FCC's
implamenting regulations modify the current pole attachment provisiona of the
Communications Act by immediately permitting certain providers of
telecommunications services to rely upon the protections of the current law and
by requiring that utilities provide cable systems and telecommunications
carriers with nondiscriminatory access to any pcle, conduit or right-of-way
controlled by the utility. The FCC has recently adopted new regulations to
govern the charges for pole attachments used by companies provided
telecommunicaticns services, including cable operators., These new pole
attachment rate regulations will become effective five years after enactment of
the 1396 Act, and any increase in attachment rates resulting from the FCC's new
regulations will be phased in equal anmial increments over a period of five
years beginning on the effective date of the new FCC regulations, The ultimate
outcome of these rulemakings and the ultimate impact of any revised FCC rate
formula or of any new pole attachment rate regulations on the Company or its
businesses cannot be determined at this time.

The 1992 Act, the 1396 Act and FCC regulations preclude any sacellite video
programmer affiliated with a cable company, or with a common carrier providing
video programming directly to its subscribers, from favoring an affiliated
company over competitors and require such programmers to sell their programming
to other multichannel video distributors. These provisions limit the ability of
program suppliers affiliated with cable companies or with common carriers
providing satellite delivered video programming directly to their subscribers to
offer exclusive programming arrangements to their affiliates. The Communications
Act also includes provisions, among others,
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coneerning horizontal and vertical ownership of cable systems, customer service,
subscriber privacy, marketing practices, equal employment opportunity, obscene
or indecent programming, regulation of technical standards and equipment
compatibility.

In addition to the FCC regulations noted above, there are other FCC
regulations covering such areas as equal employment opportunity, syndicated
program exclusivity, network program non-duplication, registration of cable
systems, maintenance of various records and public inspection files, microwave
frequency usage, lockbox availability, sponsorship identification, antenna
structure notification, tower marking and lighting, carriage of local sports
broadcast programming, application of rules governing political broadcasts,
limitations on advertising contained in non-broadcast children's programming,
consumer protection and customer service, ownership of home wiring, indecent
programming, programmer access to cable systems, programming agreements,
technical standards, consumer electronics equipment compatibility and closed
capticning. The FCC has the authority to enforce its regulations through the
imposition of substantial fines, the issuance of cease and desist orders and/or
the imposition of other administrative sanctions, such as the revocation of FCC
licenses needed to operate certain transmission facilities often used in
connection with cable operations.

Other bills and administratiwve proposals pertaining to cable television have
previously been introduced in Congress or considered by other governmental
bodies over the past several years. It is probable that there will be
legislative proposals in the future by Congress and other governmental bodies
relating to the regulation of communications services.

Cable television systems are subject to federal compulsory copyright licensing
covering the retransmission of television and radio broadcast signals. In
exchange for filing certain reports and contributing a percentage of their basic
revenues to a federal copyright royalty pool, cable operators can obtain blanket
licenses te retransmit the copyrighted material on broadcast siegnals.

The data services business, including Internet access, is largely unregulated
at this time (apart from federal, state, and lccal laws and regulations
applicable to businesses in general). However, there can be no assurance that
this business will not become subject to regulatory restraints. Some
jurisdictions have scught to impose taxes and other burdens on providers of data
services, and to regulate content provided wia the Intermet and other
information services. RCN expects that proposals of this nature will continue to
be debated in Congress and state legislatures in the future. In addition,
although the FCC has on several occasions rejected proposala to impose
additional costs on providers of Internet access service and other data services
to the extent they use local exchange telepheone network facilities for access to
their customers, similar proposals may well be considered by the FCC or Congress
in the future.

The foregoing does not purport to describe all present and proposed federal,
state, and local regulations and legislation affecting the telephone, video
programming and internet access industries. Other existing federal regulations,
copyright licensing, and, in many jurisdictions, state and local franchise
requirements, are currently the subject of judicial proceedings, legislative
hearings and administrative proposals which could change, in varying degrees,
the manner in which communications companies operate. The ultimate outcome of
these proceedings, and the ultimate impact of the 19%8 Act or any final
regqulations adopted pursuant to the new law on RCN or its businesses cannot be
determined at this time.

RELATIONSHIP AMONG RCN, CTE AND CABLE MICHIGAN

The Distribution Agreement defines certain aspects of the relationship among
CTE, RCN and Cable Michigan and provides for the allocation of certain assets
arnd liabilities among CTE, RCN and Cable Michigan. CTE, RCN and Cable Michigan
have also entered into a Tax Sharing Agreement dated as of September 5, 1997
{the "Tax sharing Agreement") to define certain aspects of their relationship
with respect to taxes and to provide for the allocation of tax assets and
liabkilities.
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Indernification

RCN, CTE and Cabie Michigan have agreed to indemnify one another against
certain liabilitieas. RCN has agreed to indemnify CTE and its subsidiaries at
the time of the Distribution (collectively, the "CTE Group") and the respective
directors, officers, employees and affiliates of each person in the CTE Group
{collectively, the "CTE Indemnitees") and Cable Michigan and its subsidiaries at
the time of the Distribution (collectively, the "Cable Michigan Group") and the
respective directors, officers, employees and affiliates of each person in the
Cable Michigan Group (collectively, the "Cable Michigan Indemnitees®) from and
against any and all damage, loss, liability and expense ("Losses') incurred or
suffered by any of the CTE Indemnitees or the Cable Michigan Indemnitees,
respectively, (i) arising out of, or due to the failure of RCN or any of its
subsidiaries at the time of the Distribution (collectively, the "RCN Group") to
pay. perform or otherwise discharge any of the RCN Liabilities {(as defined
below), (ii) arising out of the breach by any member of the RCN Group of any
obligaticn under the Distribution Agreement or any of the other Distributicn
Documents and (iii) in the case of the CTE Indemnitees, arising out of the
provision by the CTE Group of the services described below to the RCN Group
except to the extent that such Losses result from the gross negligence or
willful migconduct of a CTE Indemnitee., YRCN Liabilitiea" refera to (i} all
liabilities of the ECN Group under the Distribution Agreement or any of the
other Distribution Documents, (ii) all other liabilities of RCN, CTE or Cable
Michiganr (or their respective subsidiaries), except as specifically provided in
the Distribution Agreement or any of the other Distribution Documents and
whether arising befcre, on or after the Distribution Date, to the extent such
liabilities arise primarily from or relate primarily to the management or
conduct of the RCN Eusinesses prior to the effective time of the Distribution
(the liabilities in clauses (1) and (ii) collectively, the "True RCN
Liabkilities") and {iii) 30% of the Shared Liabilities (as defined below).

Cable Michigan has agreed to indemnify the RCN Group and the respective
directors, officers, employees and affiliates of each person in the RCN Group
(collectively, the "RCN Indemnitees') and the CTE Indemnitees from and against
any and all Logsses incurred or suffered by any of the RCN Indemnitees or the CTE
Indemnitees, respectively, (i) arising out of, or due to the Ffailure of any
person in the Cable Michigan Group to pay, perform or otherwise discharge any of
the Cable Michigan Liabilities (as defined below), (il) arising out of the
breach by any member of the Cable Michigan Group of any obligation under the
Distribution Agreement or any of the other Distribution Documents, (iii) in the
cage of the CTE Indemnitees, arising out of the provision by the CTE Group of
services to the Cable Michigan Group except to the extent that such Losges
reault from the groas negligence or willful misconduct of a CTE Indemnitee and
(iv) in the case of the RN Indemnitees, arising out of the provision by RCN of
the services descriked below to the Cable Michigan Group except to the extent
that such Losses reault from the gross negligence or willful misconduct of an
RCN Indemnitee. "Cable Michligan Liabilities" refers to (i} all liabilities of
the Cable Michigan Group under the Distribution Agreement or any cf the other
Distribution Documents, (ii} all other liabilities of the Cable Michigan, RGN or
CTE (or their respective subsidiaries), except as specifically provided in the
bistribution Agreement or any of the other Distribution Documents and whether
arigsing before, on cr after the Distribution Date, to the extent such
liabilities arise primarily from or relate primarily to the management or
conduct of the business of the Cable Michigan Group prior to the effective time
of the Distribution (the liabilities in clauses (i) and (ii) collectively, the
*True Cable Michigan Liabilities") and (iii) 20% of the Shared Liabiliries (as
defined below).

CTE has agreed to indemnify the Cable Michigan Indemnitees and the RCN
Indemnitees from and against any and all Losaes incurred or suffered by any of
the Cable Michigan Indemnitees or the RCN Indemnitees, respectively, (i) arising
out of, or due to the failure of any person in the CTE Group to pay, perform or
otherwise discharge any of the CTE Liabilities (as defined below), (ii) arising
out of the breach by any member of the CTE Group of any cbligation under the
Distribution Agreement or any of the other Distribution Documents and (iii} in
the case of the RCN Indemnitees, arising out of the provision by RCN of the
services described below to the CIE Group except to the extent that such Losses
regult from the gross negligence or willful misconduct of an RCN Indermitee.
"CTE Liabilities" refers to (i) all liabilities of the CTE Group under the
Cistribution Agreement or any of the other Distribution Documentg, {ii) all
other liabilities of <able Michigan, RCN or CTE {or their respective
gubgidiaries), except as specifically provided in the Distribution Agreement or
any of the other Distribution Documents and whether arising before, on or after
the Distribution Date, to the extent such liabllities arise primarily from or
relate primarily to the management or conduct of the business of the CTE Group
prior to the effective time
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of the Distribution (the liabilities in clauses (i)} and (ii) collectively, the
*True CTE Liabilities®) and (iii} 50% of the Shared Liabilities {as defined
pelow) .

wShared Liability" means any liability {whether ariaing before, on ox after
the Distribution Date) of CTE, RCN or Cable Michigan or their respective
gubsidiaries which {i) (a) arises from the conduct of the corporate cverhead
function with respect to CTE and its subsidiaries prior to the effective time of
the Distribution with certain exceptions or (b) is one of certain fees and
expenses incurred in comnection with the Restructuring and {ii) i2 not a True
CTE Liability, a True RCN Liability or a True Cable Michigan Liabilicy.

RCN, Cable Michigan and CTE have also generally agreed tO indemnify each other
and sach other's affiliates and controlling peracns from certain liabilities
under the gecurities laws in connection with certain information provided to
shareholders in connection with the Distribution.

The Distribution Agreement also includes procedures for notice and payment of
indemnification claims and provides that the indemnifying party may asaume the
defense of claims or Suits brought by third parties for non-Shared Liabilities
and may participate in the defense of claims or suits brought by third parties
for Shared Liabilities. RCN is entitled to assume the defense of claims or
suits brought by third parties for Shared Liabilities. Any indemnification paid
under the foregoing indemnities is to be paid net of the amount of any insurance
or other amounts that would be payable by any third party to the indemnified
party in the absence of such indemnity.

The Company does mot believe that any of the foregoing indemnities will have a
material adverse sffect on the business, financial condition or results of
operations of the Company.

Employee Matters

Under the Distrilbuation Agreement, RCH, Cable Michigan and CTE agreed generally
to assume employee benefits-related liabilities with respect to its current and,
in some cases, former employees. Each of RCN, Cable Michigan and CTE also agreed
to an allocaticn of employee-related liabilities arising out of certain shared
operations prior to the Distribution on the same bhasis as Shared Liabilities are
allocated.

Servicea and Other Arrangements

RCN has agreed to provide or cause to be provided to the CTE Group the
following services: (i) accounting, (ii} payroll, (iii) management supervigjon,
{iv) cash management, (v) human resources and benefir plan adminisatration, lvi)
insurance administration, (vii} legal, {viii) tax, (ix) internal audit, {x)
investor and public relations and {xi) other miacellaneous administrative
services. The fase per year for these services will be 3.5% of the first $175
mitlion of revenue of the CTE Group and 1.75% of any additional revenue.

RCN has also agreed to provide or cause to be provided to the Cable Michigan
Group certain spacified services for a transitional period after the
Distribution. The transitional services to be provided are the following: (i}
customer service, {ii) marketing, {(iii} accounting, (iv} payroll, (v) management
supervision, (vi} cash management, (vii) human resources and benefit plan
administration, {(viii) insurance administration, (ix) legal, [x} tax, (xi)
internal audit, {xii) programming administration, {xiii) billing, (xiv) monthly
cable guides, (xv) investor and public relatioms, (xvi) proviasion of third party
programming, and {xvii} other miscellanecus administrative services. Subject to
certain limitations, the fee per year for services listed in items {ii)}-{xiil).
{xv) and [(xvii) will be 4.D% of the revenues of the Cable Michigan Group plus a
direct allocation of certain consolidated cable administration functions. The
fee for customer service listed in item (i) along with the billing service
ligted in item (xiii} will be a pro rata share (based on the relative number of
subscribers) of the feea and expenses incurred by RCN to provide such customer
billing services and fees to the RCN Group and the Cable Michigan Group. The
third party expense incurred by RCN to obtain third party programming and
monthly cable guides for Cable Michigan referred to ip items (xiv} and {xvi)
above, are reimbursed to RCN by Cable Michigan and no additicnal fee is charged
with respect thereto.

CTE has agreed to provide or cause to be provided to the RCN Group and the
Cable Michigan Group financial data processing applications, lackbox services,
storage facilities, LAN and WAN support services, building maintenance and other
miscellaneous administrative services for a transitional period after the
Distributicn. The
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fees for such services and arrangements will be an allocated portion (based on
relative usage) of the cost incurred by CTE to provide such services and
arrangements to all three groups.

The services will terminate upon &0 days notice by either the service provider
or the relevant service recipient, except that the billing, customer service,
programming administration and provision of third party programming services
provided by RCN to Cable Michigan may not be terminated by RCN on less than one
year advance notice to Cable Michigan. A service recipient may also terminate
individual services by giving 60 days notice to the applicable service provider.

The aforementioned arrangements are not the result of arm's length negotiation
between unrelated parties as Cable Michigan, CTE and RCN have certain common
officers and directors. Although the transitional service arrangements in such
agreements are designed to reflect arrangements that would have been agreed upon
by parties negotiating at arm's length, there can be no assurance that Cable
Michigan would not be able to obtain similar services at a lower cost from
unrelated third parties. Additional or modified agreements, arrangements and
transactions may be entered into between the Cable Michigan and either or both
of CTE and RCN after the Distribution, which will be negotiated at arm's length.

Miscellaneous

The Distribution Agreement also contains provisions concerning access to
information and records and rights to technology, software, intellectual
property, know-how or other proprietary rights owned, licensed or held for use
by the respective Groups. The Distribution Agreement provides that any dispute
arising out of or in connection with the Distribution Agreement will be
submitted to arbitration in accordance with the procedures described in the
Agreement.

There exist relationships among CTE, RCN and Cable Michigan that may lead to
conflicts of interest. Each of CTE, RCN and Cable Michigan is effectively
controlled by Kiewit Telecom. 1In addition, the majority of the Company's named
executive officers will algoc be acting as directors and/or executive officers of
one or more group companies. See "Item 10: Directors and Executive Officers of
the Registrant." The success of the Company may be affected by the degree of
involvement of its officers and directors in the Company's business and the
abilities of the Company's officers, directors and employees in managing both
the Company and the operations of other group companies. Potential conflicts of
interest will be dealt with on a case-by-case basis taking into consideration
relevant factors including the requirements of NASDAQ and prevailing corporate
practices.

Tax Sharing Agreement

The Tax Sharing Agreement governs contingent tax liabilities and benefits, tax
contests and other tax matters with respect to tax returns filed with respect to
tax periods, in the case of Cable Michigan, ending or deemed to end on or before
the Distribution Date. TUnder the Tax Sharing Agreement, Adjustments (as defined
in the Tax Sharing Agreement) to taxes that are clearly attributable to the
Cable Michigan Group, the RCN Group, or the CTE Group will be allocated solely
to such group. Adjustments to all other tax liabilities will generally be
allocated 50% to CTE, 20% to Cable Michigan and 30% to RCN.
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EMPLOYEES

As of December 31, 1997, the Company had 1,150 full-time employees including
generxal office and administrative personnel. The Company considers relations
with its employees to be good.

INDUSTRY SEGMENTS

Financial information regarding the Registrant's indugtry segments is set
forth in Note 2 to the consolidated financial statements included herein.

ITEM 2. PROPERTIES
overview of Advancedl Fiber Optic Networks

RCN's advanced fiber optic networks in Boston and New York City are, and RCN
expects that its future networks will be, designed to support voice, video and
data services via a switched, fiber-rich network architecture. The Company's
full service advanced fiber optic¢ networks in Boston and New York City consist
of owned or leased fiber optic cables, local and long distance digital switches,
video headends, video and voice transmission and distribution equipment and
associated wiring and network termination equipment. The Company’'s local
telephone switching network (¢onsisting of Lucent S5ESS-2000 switches) is
installed and fully operational in Boston and in New York City. The networks'
leased fiber optic cables make up the fiber backbone, which acts as the common
signal transport medium for both digital signals (voice and data) and analog
signals (video). In both New York City and Boston, the digital backbone
transmission network utilizes synchronous optical network ("SONET") self-healing
rings that provide high speed, redundant cornections for the delivery of RCN's
voice and data services. Facility connections from the backbone network to
individual buildings or service areas are provided by either leased facilities
provided by MFS/World(om, BECO or the incumbent LEC, or through RCN-owned fiber.
Thiz fiber backbone includes over 5,267 fiber miles in New York City and over
9,347 fiber miles in HBoston. RCN owns two switches (one in Boston and one in New
York City) and two General Instrument videc headends that are installed and in
service in both Boston and New York City. As of December 31, 1%87, RCN had
connected 492 buildings (424 in NYC and 69 in Boston) to its facilities.

Fiber optic systems are suitable for transmission of digitized voice, data,
video or a combination of these types of information. The main benefits of
deploying fiber in place of traditional coaxial cable or copper wire result from
its greater capacity, increased functionality, smaller size and decreased
requirements for periodic amplification of the signal. These factors contribute
to lower installation and maintenance costs and increase the variety and gquality
of the service offerings. The inherent bandwidth limitations of twisted pair
copper wire historically used in telephone networks present a substantial
ohatacle to the use of existing telepheone networks to provide video programming
services. Although coaxial cable provides substantially greater bandwidth than
twisted pair copper wire, fiber optic cable provides substantially greater
bandwidth than coaxial cable. Consequently, newly constructed fiber networks
such as RCN's provide a superior platform for delivering high speed, high
capacity voice, video and data services as compared to systems based on copper
wire or coaxial cable networks.

The fiber cable utilized by RCN's networks has the increased capacity and
bandwidth necessary for complex data and video transmission. The fiber optic
cable typically contains between 12 and 288 fiber strands, each of which is
capable of providing many telecommunications channels or “circuits". Depending
on transmission electronics, a single pair of glass fibers on RCN's networks
currently can transmii: tens of thousands of simultaneous voice conversations,
whereas even with muliiplexing equipment a typical pair of copper wires can
carry a maximum of 24 simultanecus conversations. Although the LECs commonly use
copper wire in their networks, they are currently deploying fiber optic cable to
upgrade portions of their copper based network, particularly in areas served by
RCN. RCN expects that continuing development in communications eguipment will
increase the capacity of each optical fiber, thereby providing even more
capacity at relatively low incremental cost.

Aa the Company's network is further developed, it will be dependent on certain
strategic alliances and other arrangements in order to provide the full range of
its telecommunication service offerings. These relationships include RCN's
arrangements with MFS/WorldCom to lease portions of MFS/WorldCom's fiber optic
network in
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New York City and Boston, RCN's joint venture with BECO under wpich

the Company has access to BECO's extensive fiber optic network in Greater
Boston, the Starpower joint venture with Bepco Communications, a subsidiary of
PEPCO, and RCN's arrangements to lease Sell Atlantic unbundled local loop and T-
1 facilities. See "Strategic Relationships"™ and "Voice Services Advanced Fiber
OpticNetworks.® Any disruption of theae arrangements and relationships could
have a material adverse effect on the Company.

Voice Services

Rdvanced Fiber Optic Netwoxksa. The Company's advanced fiber opric networks
in New York City and Boston utilize a voice network that supports both switched
and non-gwitched (private line) gervices. Individual buildings are connected to
the network backbone via fiber extensions that are generally terminated on SONET
equipment, which provide redundant and fail-safe interconnection between the
building and the RCH central office or switch location., In situations where
fiber extensions are not yet available, interim facility connecticns can be
provided by leadging special access facilities through a leasing arrangement with
MFS/WorldCom or the incumbent LEC. In this regard, RCN has in place arrangements
which allow it to lease certain facilities owned by the incumbent LECH
(unbundled local loops and T-1 facilities) to provide voice services. This
enables RCN to provide voice and data gervices to off-net subscribers who are
not physically connected to RCN's advanced fiber optic network. As RCN's network
expands to reach more areas within a target market, subscribers served by thease
temporary connections will be migrated to RCN's advanced fiber optic network.
within a building (or small grouping of buildings) a voice sexvice hub is
established by installing an Integrated Digital Loop Carrier ("IDLC") device,
which acts as the point of interface between the SONET backbone facility and the
jintra-building wiring. Bach IDLC is installed with a standby power system and is
capable of serving up to 672 lines. The IDLC is capable of supporting a wide
range of both non-switched services (DS-1, digital data) and switched voice
gervices and featuress including ISDN, Custom Calling and CLASS features. Within
each building, internal wiring (twisted pair copper cable) connects the IDLC to
the customer premises and the customer-owned telaphone equipment. In certain
instances, voice service is extended to other buildings in the building group or
cluster via either Eiber opti¢ cable or twisted pair copper cable. At the time
of initial wiring, RCN generally installs wiring in excess of its initial
requirements, in order to meet futyre subscriber demand.

Video Programming

Advanced Fiber Optic Networks. Thers are presently two video headend
locations within RCS's advanced fiber optit networks in New York City and
Bogton. The video hesadends consist of optigal transmitters, optical receivers,
satellite receivers, signal processors, modulators, encoding equipment and
network status monitoring and automated tape distribution equipment. Fram the
headend, the video signal is distributed to individual fiber nodes or receivers
via the same fibar cable backbone used to deliver the voice and data service.
The fiber cable terminates in a fiber optie receiver within an individual
building or sexvice area. From the fiber node, coaxial <¢able and related
distribution equipment is used to distribute the video signals to the customer
premises. The bandwidth of the video distribution is a minimum of 750 MHZ, which
is capapble of supporting a minimum of 110 video channels. This distributicn
plant i= specifically designed to be predominantly €iber-based, which increases
the reliabiliry and improves the quality of the services deliverad compared to
traditicnal cable television distribution architectures.

Wireless Video. RCH also owns and operates a “wireless video” television
system (which was formerly operated as Liberty Cable Televigion of New York, the
operations of which were acquired by RCN in 1996) using point-to-peint 18GHz
microwave technology. RCN is utilizing this system in New York City as an
alternate platform for delivering television programming to buildings that are
not yet connected to the advanced fiber optic network. RCN expects that the
majority of the buildings currently served by the wireless service will
ultimately be connected to the network, to the extent that connection is
feasible. AS buildings are connected to the RCH network, RCH will reuse the
microwave eguipment to provide service to other customers in off-network
premiges. The transmission equipment and microwave services used to provide
RCN's wirelesa service are provided by Bartholdi Cable, which formerly operated
Liberty Cable Televiasion of New York. Bartholdi Cable has agreed to provide
transmissieon services to RCN until RCN has either converted the subscribers to
irs advanced fiber optit¢ network or has obtained FCC authority to provide such
services pursuant to its own licensea. In additien, Bartholdi Cable has agreed
to tranasfer to RCN the transmission equipment on demand. Bartholdi Cable's
obligation to provide transmission services is subject to Bartholdi Cable having
authority to provide such services. The gualifications of
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Bartholdi Cable to hold certain of the licenses needed to provide transwigsion
services to RCN are at igsSue in an FCC proceeding in which an Inicial Decision
was released on March 6, 1958. In the Initial Decisien, the Administrative Law
Judge found Bartholdi Cable ungualified with respect to 15 such licenses. The
Initial Decigion will become effective 50 days after its release unless
Bartholdi Cable, as expected, files exceptions to the Initlal Deciszion within 30
days of its release or the FCC elects to review the case on its own motion.
Because of the uncertainty as to Bartholdi Cable's right in the future to offer
tranamission services to RCN, the Company has filed its own license applications
at the FCC for all of the microwave transmission paths which are currently being
used by Bartholdi Cable to provide transmisgion services to RCN and, in light of
the increased uncertainties resulting from the Initial Decision in the FCC
proceeding involving certain of Bartholdi Cable's licenses, the Company eXpects
now actively to pursue its license applications. There can be no assurance that
RCN will be able to obtaln its own FCC license.

Hybrid Fiber/Coaxial Cable Systema. RCN owns and operatesg hybrid
fiber/coaxial cable television networks in Permsylvania, New Jersey and Mew Yark
State (outside of New York City), all within 75 miles of New York City. These
networks offer expanded bandwidth and a platform for two-way services, and have
an aggregate of 658 route miles of fiber optic cable, including separate high
capacity fiber optic rings with a minimum 84 fibers in Pennsylvania (ecovering
approximately €9 route miles) designed and eongtructed ag competitive telephony
networks., The New York system includes 211 route miles of fiber optic cable
serving 98 nodes from one head-end. Approximately 70% of the New York system is
two-way active 750 MHz plant with B4 active channels of programming. The New
Jersey system has deployed 144 route miles of fiber optic cable (over 30 miles
of which is two-way active) from two head-ends, and generally operates a 400/450
MHz plant providing 62 channels of video programming. The Pennsylvania system
operates 2,649 miles of coaxial cable and over 234 route miles of fiber with 43
nodes from one headend, operating at 550 MHz with 84 active channels. All of the
Company’s hybrid fiber/coaxial cable systems are 100% one-way addressable.

These fiber-rich networks provide a basic fiber optic platform capable of
enhancement for supporting two-way services, such as high-speed Internet
services, in the future, RCN is presently expanding the fiber capacity of
certain of these fibar/eoaxial cable television networks so that they will be
capable of delivering switched two-way services in the future. In Rugust 1997,
RCM commenced offering resold local phone service, long distance and Internet
access to customers in the area gerved by its Hybrid Fiber/Coaxial cable Systems
in Pennsylvania.

Data Services. RCN's Internet access and data transmission services are
currently provided aver the advanced fiber optic network via dial-up modems
facilitated through the RCN voice network in on-net subscriber applications. In
off-net situations, subscribers use conventional dial-up modems through the
incumbent LEC network to access RCN's Internet transmission network. RCN is
beginning to offer Internet and data transmission services via cable modems.
Cable modems, which utilize the broadband coaxial plant, offer higher speed
access for data transmission than the speeds achieved by conventional telephone
dial-up technology.

Erols provides high quality Internet accese services to businesaes by
utilizing high-speed access via ISDN, frame relay, fractiomal T-1, T-1 and T-3
circuits. Erols' network infrastructure currentiy supports modems with dial-
access speeds of up to 56 Kbps. Erols provides new dial-access subscribers with
its eagy-to-install proprietary access software package, which incorporates a
telephone dialer, an e-mail platform, a Web browser (either Netacape
Communication Corporation's {"Netscape"} Navigator (a registered trademark of
Netscape) or Microsoft Corp.'s Microsoft (R} Internet Explorer) and SurfWatchTM
software for parental control over Interner content access, This software
package permits simplified access to the Internet through a "point and click"
graphical uger interface. After imstallation, the subscriber has a direct
commection to the Internet using Point-to-Point Protocal and access to all of
the Intermet's resources, including e-mail, the World Wide Web, Usenet News
garvice and Internet Relay Chat, Access software automatically displays the
Erols World Wide Web site each time a subscriber logs on, providing Erols with
the opportunity to communicate with its subscribers at the start of each
session. Brols maintains "24 x 7* subscriber and technical support 365 days a
year.

Erols' services currently rely on the widespread commercial use of
Transmission Control Protocol/Internet Protocol ("TCP/IP"). Alternative open and
proprietary protocol standards that compete with TCP/IP, including proprietary
protocels developed by International Business Machines Corporation ("IBM*) and
Rovell, Inc. have
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been or are being developed. The adoption of such new industry standards_could
render the Company's existing services obsclete and unmarketable or require
reduction in the fees charged therefor.

Erols relies on a combination of copyright, trademark and trade secret laws
and contractual restrictions to establish and protect its proprietary
technology. However, there can be no assurance that Erols' technology will not
be misappropriated or that equivalent or superior technologies will not he
developed. In addition, there can be no assurance that third parties will not
agssert that the Erols' services or its users' content infringe their proprietary
rights. The Company has obtained authorization, typically in the form of a
license, to distribute third-party software incorporated in the Erols access
software product for Windows 3.1, Windows 95, Windows NT and Macintosh
platforms. The Company plans to maintain or negotiate renewals of existing
gsoftware licenses and authorizations. The Company may want or need to license
other applications in the future.

Ultranet utilizes K56Flex protocol to support its points of presence ("POPs"),
a result of a major mid-1997 upgrade in Ultranet transmission egquipment. This
advancement has empowered users to gain access to twoe to four times more guickly
to equipment that is alsc more reliable. The new infrastructure takes advantage
of Rockwell technology that supports the K56Flex modems (speeds up to 56 Kbps)
and ISDN (speeds up to 128 Kbps). By connecting users to the Internet faster,
downloading time is decreased, and in turn, telephone costs and time online.

RCN intends to extend its network to cover most of the areas currently served
by Ercols and Ultranet and ultimately to migrate most of those customers to RCN's
advanced fiber optic network, subject to certain regulatory approvals and the
approval of RCN's jeint venture partners.

ITEM 3. LEGAL PROCEEDINGS

On September 30, 1997, the Yee Family Trusts, as holders of CTE's Preferred
Stock Series A and Preferred Stock Series B, filed an action against the
Company, CTE and Cable Michigan and certain present and former directors of CTE
in the Superior Court of New Jersey, Chancery Division. The complaint alleges
that CTE's restructuring constituted a fradulent conveyance and alleges breaches
of contract and fiduciary duties and of the convenant of good faith and fair
dealing in connection with the restructuring. On December 1, 1997, the complaint
was amended to allege that CTE's distribution of the common stock of the Company
and Cable Michigan was an unlawful distribution in violation of 15 Pa.CS.
1551 (k) (2) . The plaintiffs are seeking to set aside the alleged fraudulent
conveyance and unspecified monetary damages. The Company believes this lawsuit
is without merit and intends to contest this action vigorously. On January 9,
1998, CTE filed a Motion to Dismiss, or in the Alternative, for Summary
Judgment. The plaintiffs filed their response on March 9, 1398, The Company's
reply brief is due on April 6, 1998 and argument on the motion is set for April
17, 1958.

In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the results of operations or financial condition of
the Company.

ITEM 4. SUBMISSION OF MATTERS TC A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders of the Registrant
during the fourth guarter of the Registrant's 1997 fiscal year.
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EXECUTIVE OFFICERS OF THE REGISTRANT

Purguant to General Instruction G{(3) of Form 10-K, the following list is
included as an un-numbered Item in Part I of this Report in lieu of being
included in the definitive proxy statement relating to the Registrant's Annual
Meeting of Shareholders to be filed by Registrant with the Commission pursuant
to Section 14 (A) of the Sscurities Exchange Act of 1934 (the "1934 Act").

Executive Officers of the Registrant

David C. McCourt,41l, has been the Chairman and Chief Executive Officer of the
Company as well as a Director since September 1997. Mr. McCourt has served as a
Director and Chairman and Chief Executive Officer of Cable Michigan since
September 30, 1997. In addition, he is a Director and Chairman and Chief
Executive Officer of Commonwealth Telephone Enterprises, Inc. ("CTE") positions
he has held since October 1993. Mr. McCourt has also been President and Chief
Executive Officer, as well as a Director of Kiewit Telecom Holdings, Inc. He has
also been Chairman and Chief Executive Officer as well as a Director of Mercom
since October 1993, Director of MFS Communications Company, Inc. from July 1990
to December 1996, President and a Director of Metropolitan Fiber
Systems/McCourt, Inc¢., a subsidiary of MFS Telecom, Inc., since 1988, a Director
of Cable Satellite Public Affairs Network ("C-SPAN") since June 1995, a Director
of WorldCom, Inc. since December 1996 and a Director of Kiewit Diversified
Group, Inc. now Level 3 Communications, Inc. since August 1997.

Michael J. Mahoney, 47, has been the President and Chief Operating Officer, as
well as a Director of the Company since September 1997. Mr. Mahoney is also a
Director of CTE, a position he has held since May 1995. Mr. Mahoney was
President and Chief Operating Officer of CTE from February 1994 to September
1997, President and Chief Operating Officer of Mercom from February 1994 to
October 1997 and a Director of Mercom since January 1994. In addition, he was
Executive Vice President of Cable Television Group from June 1591 to March 1934
and Executive Vice President of Mercom from December 1991 to March 1994.

Dennis J. Spina, 53, has served as Director, Vice-Chairman and President of
Internet Services of the Company since February 1998. Previously, he served as
Chief Executive Officer of Erol's Internet Services, Inc. ("Ercl's") from
August 1996 to February 1998. From January 1996 until July 1996, he worked as
an independent consultant in the service and distribution industry. From
November 1594 to December 1995, he served as President and Chief Executive
Officer of International Service systems, a company engaged in the business of
janitorial and energy management. From August 1990 to October 1994, he served
as President and Chief Executive Officer of Suburban Propane, Inc. (*Suburban
Propane"), a division of Hanson PLC. He was hired in a turnaround capacity and
also served as President and Chief Executive Officer of Petrolane, Inc.
("Petrolane"), a propane distribution company managed by Suburban Propane, from
August 1990 until its sale in July 1993. From 1973 to 1990, he worked at
Federal Express Corporation, ultimately serving as Vice President and Officer.

Bruce C. Godfrey, 42, has been the Executive Vice President, Chief Financial
Officer, Corporate Secretary and Director of the Company since September 1997.
Mr. Godfrey has also been a Director of Cable Michigan as well as its Sec¢retary
since such date. Mr. Godfrey has been a Director of CTE since November 199§,
Executive Vice President and Chief Financial Officer of CTE since April 1994. He
has also been Executive Vice President and Chief Financial Officer of Mercom
from April 1994 to October 1997 and a Director of Mercom zince May 1994 and
Corporate Secretary since October 1997. Mr. Godfrey was alsc Seniocr Vice
President and Principal of Daniels and Associates from January 1984 to April
1984.

21




Salvatore M. Quadrino, 51, has been Chief Administrative Officer of the
Company since February 1998. Previously he served as Vice President, Treasurer
and Chief Financial Officer since joining Erol's in September 1997. From
October 1996 to August 1997, he worked as an independent financial consultant in
the service and distribution industry. From October 1994 to September 1396, he
gserved as President and Chief Executive Officer of Suburban Propane, a division
of Hanson PLC, which conducted itg initial public offering in March 1996, and
from March to October 1996 he served as a member of Suburban Propane's Board of
Supervisors. Mr. Quadrino initially was hired in a turn around capacity, served
as Vice President and Chief Financial Officer of Suburban Propane from October
1990 to September 1994 and ag Vice President, Chief Financial Officer and
Treasurer of Petrolane from August 1990 until its sale in July 1593.

Michael A. Adams, 40, has been the President of Technology and Network
Development Group of the Company and Executive Vice President of the Company
since September 1997. Mr. Adams held the corresponding position at CTE from
November 1996 to September 1997. Prior to that date, Mr. Adams held the
following positions: Executive Vice President of Technology and Strategic
Development of CTE from Rugust 1996 to November 1996, Executive Vice President
of CTE's Communications Service Group from September 1954 to June 1996, Vice
President of Technology from November 1993 to September 1994, Vice President of
Engineering for RCN Telecom Services Inc., a wholly owned subsidiary of RCN,
from September 1992 to October 1993.

Mark Haverkate, 43, has been the Executive Vice President, Business
Development of the Company since September 1997. Mr. Haverkate has also been
President and Chief Operating Officer and a Directoxr of Cable Michigan since
such date. He has been President and Chief Operating Officer of Mercom, since
October 1997. He was the President of RCN Development (a division of RCN) from
June 1997 to September 1997 and Executive Vice President of Business Development
at CTE from May 1997 to September 1997. Previously, he was President for
Business Operations of RCN Telecom Services, Inc. from November 1996 to June
1597, Executive Vice President of RCN Telecom Services, Inc. from August 1996 to
November 1996, Executive Vice President of CTE's Cable Television Group from
July 1995 to August 1996, Executive Vice President of Development for CTE from
February 1995 to July 1985, Executive Vice President for Development at Mercom
from November 1995 to Febkruary 1996, Vice President of Development for CTE from
December 1993 to February 1995, Vice President for Development at Mercom from
December 1993 to February 1995, Vice President of CTE's Cable Television Group
from October 1989 to December 1993.
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Ralph §. Hromisin, CPA 37, has been Vice President and Chief Accounting
Officer of the Company since September 1997. He alsoc has been Vice President and
Chief Accounting Officer of Cable Michigan, Inc. and CTE since September 1937.
He served as Vice President and Corporate Controller of CTE from August 1994 to
September 1997. Mr. Hromisin has been Vice President and Corporate Controller
for Mercom since Oc¢tober 1956, Director of Corporate Accounting for CTE from
March 1992 to August 1994. He also held various positions, most recently Audit
Manager for Parente, Randolph, Orlando, Carey & Associates, CPA's from November
1982 to March 19%82.

Kenneth R, Knudsen, 51, has been Senior Vice President of Sales & Marketing
of RCN since June 1997 and Vice President of Sales and General Manager of RCN
Telecom Services, Inc. from January 1996 to May 1997. Previously, Mr. Knudsen
served as Chief Executive Officer and Partner of KCI Consulting, Inc¢. from 1994
to January 1996 and Senior Vice President of Ryan Management Group from 1993 to
1994. From 1970 to 1996 he also held Officer and Senior Management positions at
Nabisco, Ocean Spray Cranberries, Frito-lay, Inc. and Procter and Gamble
Company.

Paul E. Sigmund, 33, Executive Vice President of the Company since
September 1997 and Executive Vice President of RCN Internaticnal Holdings since
1996. Previously, Mr. Sigmund was a Vice President at Smith Barney, Inc. from
1994 to 1996; an Associate at the law firm of Skadden, Arps, Slate, Meagher &
Flom from 1993 to 1994 and an Investment Associate at the International Finance
Corporation/ World Bank from 1986 to 1989.

Timothy J. Stoklosa, 37, has been the Senior Vice President and Treasurer
of the Company since September 1997. He alsc has been as Executive Vice
President and Chief Financial Officer and a Director of Cable Michigan since
such date. Mr. Stoklosa has been Senior Vice President of Finance of CTE since
February 1997, Treasurer of CTE since August 1994 and Executive Vice President
and Chief Financial Officer of Mercom since October 1987. Previously, Mr.
Stokloga was Vice President of Finance of CTE from May 1995 to February 1997,
Manager of Mergers and Acquisitions at Peter Kiewit Sons, Inc. from October 1993
to August 1994 and Senior Financial Analyst of Corporate Development at Citizens
Utilities Co. from February 1990 to October 1991.
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PART II

Ttem %. Market for the Registrant's Common Stock and Related Shareholder
Matters

There were approximately 2,201 holdera of Registrant's Common Stock on
February 28, 1997. The Company maintains a no cash dividend policy. The
Company does not intend to alter this policy in the foreseeable future. Other
information required under Item 5 of Part II is set forth in Note 18 to the
consolidated financial statements included in Part IV Ttem 14{a) (1} of this Form
10-K.

In March 1998, the Company’s Board of Directors approved a two-for-one stock
split, payable in the form of a 100% stock dividend. The record date for the
atock split 1s March 20, 1998, Stockholders of record at the market close on
that date will receive an additional share of RCN common gtock for each share
held. The distribution date for the stock dividend will be April 3, 1998. All
share and per share data, stock option data, and market pricea of the Company's
common stock have heen restated to reflect this stock aplit.

on February 20, 1998, RCN issued 1,730,648 shares of RCN Common Stock in
connection with the merger of Erols Internet, Inc. with and into a whally-owned
subgidiary of RCN. On Pebruary 27, 1598, RCN iggued 90,384 shares of RCN
common stock in conmection with the merger of Utranet Communicaticns, Inc. with
and into a wholly-owned subsidiary of RCN. Both of these igsuances were made
pursuant to the exemption from registration under Section 4{2) of the Securities
Act.

Item 6. Selected Financial Data

Information required under Item 6 of Part II is set forth in Part IV
Item 14 (a) (1) of this Form 10-K,

Item 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations

Information required under Item 7 of Part IT is set forth in Part IV
Item 14{a) (1} of this Form 10-X.

Item 8. Financial Statements and Supplementary Data.

The consolidated financial statements and supplementary data required under
Item B of Part II are set forth in Part IV Item 14 (a}{1l) of this Form 10-K.

Item 9. Disagreements on Accounting and Financial Disclosure.

During the two years preceding December 31, 1997, there has been neither a
change of accountants of the Registrant nor any disagreement on any matter of
accounting principles, practices, or financial statement disclosure.

PART III
Item 10. Directors and Executive Officers of the Registrant

The information required under Item 10 of Part III with respect to the
Directors of Registrant is eet forth in the definitive proxy statement relating
to Registrant's Annual Meeting of Shareholders to be filed by the Registrant
with the Commission pursuant to Section 14 (a} of the 1934 Act and is hereby
specifically incorporated herein by referenced thereto.

The information required under Item 10 of Part III with respect to the
executive officers of the Registrant is set forth at the end of Part I hereof.

Item 11. Executive Compensation

The information required under Item 11 of Part III is set forth in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholders to be filed by the Registrant with the Commission pursuant to
Section l4(a) of the 1934 Act, and is hereby specifically incoxporated herein by
reference thereto.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required under Item 12 of Part III is included in the
definitive Proxy Statement relating to Registrant's Annual Meeting of
Shareholdexs to be filed by Registrant with the Commission pursuant to Section
14(a) of the 1934 Act, and is hereby specifically incorporated herein hy
reference thereto.

Item 13. Certain Relatienships and Related Transactions
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The informaticr reguired under Item 13 of Part III is included in the
definitive Proxy Statement to Registrant's Annual Meeting of Shareholders to be
filed by Registrant with the Commission pursuant to Section i4 {a) of the 1934
Act, and is hereby specifically incorporated herein by reference thereto.

PART IV
Item 14. Exhibits, Financial Statement Schedules and Repeort on form 8-X.
Item 14 (a) (1) Financial Statements:

Consolidated Statements of Operations for the Years Ended December 31,
1997, 1996 and 1995.

Consolidated Statements of Cash Flows for Years Ended December 31, 1597,
1996 and 1995.

Consolidated Balance Sheets - December 31, 1397 and 1996.

Consolidated Statements of Changes in Cowmon Shareholders' Equity for
Years Ended December 31, 1997, 1996 and 1935.

Notes to Consolidated Financial Statements
Report of Independent Accountants

Item 1a (a){2) Financial Statement Schedulesa:

Degcription

Condensed Financial Information of Registrant for the Year Ended
December 31, 1997. {Schedule I)

valuation and Qualifying Accounts and Reserves for the Years Ended
December 31, 1997, 1996 and 199% (Schedule II)

Bll other financial! statement schedules not listed have been omitted
since the required information is included in the consolidated financial
statements or the notes thereto, or are not applicable or required.

Item 14 (a) (3) Exhibits:

Exhibits marked with an asterisk are filed herewith and are listed in the
index to exhibits of this Form 10-X. The remainder of the exhibits have been
filed with the Commission and are incorporated herein by reference.

(2) Plan of acquisition, reorganization, arrangement and Report on Form 8-K

(a} Form of Distribution Agreement among C-TEC Corporation, Cable Michigan,
Ine. and the Registrant is incorporated herein by reference to Exhibit 2.1
to the Company's Amendment No. 2 to Form 10/A filed September &, 1987
{Commission File No. 0-22825.,}

(b) Agreement and Plan of Merger dated as of January 21, 13998 among Erols
Internet, Inc., Ercl Onaran, Gold & Appel Tranafer, S.A., RCN Corporation
and ENET Holding, Inc. ({incorporated by reference to Exhibit 2.1 to the
Company's Current Report on Form 8-K (“Form 8-K*) filed on March 6, 1998)
{Commission No. 0-22825.)

{c} Amendment No. 1 to Agreement and Plan of Merger dated ag of January 21,
1398 among Erols Internet, Inc., Erol Onaran, Gold & Appel Transfer, S5.A..
RCN Corporation and ENET Holding, Ing. {incorporated by reference to
Exhibit 2.2 to the Company's Form B-K} (Commission File No. 0-22825.)

(3) Articles of Incorporation and By-laws

{a) Form of Amended and Restated Articles# of Incorporation of the Registrant
are incorporated herein by reference to Exhibit 3.1 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commlssion File No.
0-22825.)

(b) Form of Bmended and Restated Bylaws of the Registyant are incorporated
herein by reference tc Exhibit 3.2 to the Company's Amendment No. 2 to
form 10/A filed September 5, 1997 (Commission File No. 0-22825.)

{4) Instruments defining the rights of security holders, including indentures
(a} Credit Agreement dated as of July 1, 1%97 among C-TEC Cable Systems, Inc.,
ComVideo Systems, In¢., C-TEC Cable Systems of New York, Inc. and First
Union National Bank, as agent is incorporated herein
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4 (b)

4{c)

4 (d}

4 (e}

4(f)

4{g)

4 (h)

4 (1}

(10)

(a)

{b)

(c}

{d})

by reference to Exhibit 4.1 to the Company's Amendment N¢. 2 to Form 10/a
filed September 5, 1997 {(Commission File No. 0-22825.)

indenture dated as of February 6, 1998 between the Company, as Issguer, and
The Chase Manhattan Bank, as Trustee, with respect to the 2.80% Senior
Discount Notes due 2008 (incorporated by reference to Exhibit 4.1 to the
Company's Registration Statement on Form 5-4 ("19598 Form 5-4") filed on
March 23, 1998) (Commission File No. 0-22825.}

Form of 9.80% Senior Discount Notes due 2008, Series B (included in
Exhibit 4.1) (incorpeorated by reference to Exhibit 4.2 to the Company's
1998 Form S-4) {Commission File No. 0-22825.)

Registration Rights Agreement dated as of February 6, 1998 by and among
the Company and Merrill Lynch, Pierce, Fenner & Smith Incorporated,
Salomon Brothers Inc. and NationsBanc Montgomery Securities, Inc., as
Initial Purchasers (incorporated by reference to Exhibit 4.3 to the
Company's 1998 Form S-4) (Commission File No. 0-22825.)

Indenture dated as of October 17, 1997 between the Company, as Issuer, and
The Chagse Manhattan Bank, as Trustee, with respect teo the 10% Senior Notes
due 2007 (incorporated by reference to Exhibit 4.1 to the Company's
Registration Statement on Form S-4 ("Form §-4") filed on November 26,
1997) (Commission File No. 0-22825.}

Form of the 10% Senior Exchange Notes due 2007 (included in Exhibit 4.4)
(incorporated by reference to Exhibit 4.2 to the Company's Form S-4)
(Commission File No. 0-22825.)

Indenture dated as of Qctober 17, 1997 between the Company, as Issuer, and
The Chase Manhattan Bank, as Trustee, with respect to the 11 1/8% Senior
Discount Notes due 2007 (incorporated by reference to Exhibit 4.3 to the
Company's Form S-4) (Commission File No. 0-22825.)

Form of the 11 1/8% Senior Discount Exchange Notes due 2007 (included in
Exhibit 4.6) ({incorporated by reference to Exhibit 4.4 to the Company's
Form S-4) {(Commigsion File No. 0-22825.)

Escrow Agreement dated as of October 17, 1997 among The Chase Manhattan
Bank, as escrow agent, The Chase Manhattan Bank, as Trustee under the
Indenture (as defined therein), and the Company (incorporated by reference
to Exhibit 4.6 to the Company's Form S-4) (Commission File No. 0-22825.)

Material Contracts

Tax Sharing Agreement by and among C-TEC Corporation, Cable Michigan, Inc.
and the Registrant is incorporated herein by reference to Exhibit 10.1 to
the Company's Amendment No. 2 to Form 10/A filed September 5, 1997
(Commission File No. 0-22825.)

Dark Fiber IRU Agreement dated as of May 8, 1997 among Metropolitan Fiber
Systems/McCourt, Inc. and RCN Telecom Services of Massachusetts, Inc. is
incorporated herein by reference to Exhibit 10.2 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
¢-22825.)

Dark Fiber IRU Agreement dated as of May 8, 1997 among Metropolitan Fiber
Systems of New York, Inc. and RCN Telecom Sexrvices of New York, Inc. is
incorporated herein by reference to Exhibit 10.3 to the Company's
Amendment No. 2 to Form 10/A filed September S5, 1997 {(Commission File No.
0-22825.)

Telephone Service to Reseller Agreement for Boston among Metropolitan
Fiber Systems/McCourt, Inc. and RCN Telecom Services of Massachusetts,
Inc. is incorporated herein by reference to Exhibit 10.4 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
0-22825.)




(e}

(£)

(g}

{h)

(i}

(3)

{k)

(1)

®* {m)

Telephone Service to Reseller Agreement for New York among Metropolitan
Fiber Systems of New York, Inc. and RCN Telecom Services of New York, Ing.
is incorporated herein by reference to Exhibit 10.5 to the Company's
Amendment No. 2 to Form 10/A filed September 5, 1997 (Commission File No.
0-22825.)

OVS Agreement dated May 8, 1997 between RCN Telecom Services, Inc. and MFS
Communication Company, Inc. is incorporated herein by reference to Exhibit
10.6 to the Company's Amendment No. 2 to Form 10/A filed September 5, 1997
{(Commission File No. 0-22825.)

Joint Venture Agreement dated as of December 23, 1596 between RCN Telecom
Services, Inc. and Boston Energy Technelogy Group, Inc. is incorporated
herein reference by Exhibit 10.7 to the Company's Amendment No. 2 to Form
10/A filed September 5, 1997 (Commission File No. 0-22825.}

Amended and Restated Operating Agreement of RCN-BecoCom, LLC dated as of
June 17, 1997 is incorporated herein by reference to Exhibit 10.8 to the
Company's Amendment No. 2 to Form 10/A filed September 5, 1937 (Commission
File No. 0-22825.)

Management Agreement dated as of June 17, 1997 among RCN Operating
Services, Inc. and BecoCom, Inc. is incorporated herein by reference to
Exhibit 10.9 to the Company's Amendment No.2 to Form 10/A filed September
5, 1997 (Commission File No. 0-22825.)

Construction and Indefeasible Right of Use Agreement dated as of June 17,
1997 between BecoCom, Inc. and RCN-BecoCom, LLC is incorporated herein by
reference to Exhibit 10.10 to the Company's Amendment No. 2 to Form 10/A
filed September 5, 1997 (Commission File No. 0-22825.)

Licenge Agreement dated as of June 17, 1997 between Boston Edison Company
and BecoCom, Inc. is incorporated herein by reference to Exhibit 10.11 to
the Company's Amendment No. 2 to Form 10/A filed September 5, 1997
(Commission File No. 0-22825.)

Joint Investment and Non-Competition Agreement dated as of June 17, 1987
among RCN Telecom Services of Massachusetts, Inc., BecoCom, Inc. and RCN-
BecoCom, LLC is incorporated herein by reference to Exhibit 10.12 to the
Company's Amendment No. 2 to Form 10/A filed September 5, 1997 {(Commission
File No. 0-22825.)

Amended and restated Operating Agreement of Starpower Communications,
L.L.C. by and between Pepco Communications, L.L.C. and RCN Telecom
Services of Washington, D.C. Inc. dated October 28, 1997.
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*(21) Subsidiaries of the Registrant
*{(23) Consent of Independent Accountants
*(24) Powers of Attorney

*(27) Financial Data Schedule

Item 14.(b) Reports on Form 8-K

No reports on Form 8-K have been filed by the Registrant during the last
quarter of the period covered by this Report on Form 10-K.
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SIGNATURES

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

Date: March 31, 13998 RCN Corporation

By: \s\ David C. McCourt
David C. McCourt
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1834, this report
has been signed below by the following persons on behalf of the Registrant and
in the capacities and on the dates indicated.

Signature Title Date

PRINCIPAL EXECUTIVE AND ACCOUNTING OFFICERS:

\s\ David C. McCourt Chairman and Chief March 31, 1998
--------------------------- Executive Officer
David C. McCourt

\8\ Michael J. Mahoney President and Chief March 31, 1998
--------------------------- Operating Officer
Michael J. Mahoney

\8\ Bruce C. Godfrey Executive Vice President March 31, 1998
--------------------------- and Chief Financial Officer
Bruce C. Godfrey

\s\ Ralph S. Hromisin Vice President and March 31, 1998
-------------------------- Chief Accounting Officer
Ralph S. Hromisin
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DIRECTORS:

\g\ David C. McCourt

David C. McCourt

\s\ James Q. Crowe

James Q. Crowe

\s\ Walter E. Scott, Jr.

Walter E. Scott, Jr.

\s\ Richard R. Jaros

Richard R. Jaros

\s\ Thomas May

Thomas May

\s\ Alfred Fascla

Alfred Fasola

A8\ Thomas P. O'Neill, III

Thomas P. 0'Neill, III

\s\ Eugene Roth

EFugene Roth

\s\ Stuart E. Graham

Stuart E. Graham

\s\ Michael B. Yanney

Michael B. Yanney

March

March

March

March

March

March

March

March

March

March

31,

31,

31,

31,

31,

31,

31,

31,

31,

31,

1998

1998

13598

1998

1998

1998

1998

1998

1958

1998
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\s\ Michael J. Mahoney

Michael J. Mahoney

\s\ Bruce C. Godfrey

Bruce C. Godfrey

March 31,

March 31,

1898

1998
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SCHEDULE 1

RCN CORPORATION

CONDENSEI) FINANCIAL INFORMATION OF REGISTRANT

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 13%7
{(THOUSANDS OF DOLLARS)

Sales
Costs and expenses, excluding
depreciation and amortization

Gross Profit (Loss)

Depreciation and amortization

Operating income {loss}

Interest income
Interest expense
Other income/ (expense), net

{(Logs) income before income taxes
(Benefit) provision for income taxes

Equity in (loss) of
consolidated entities

Net {loss)

Earnings {loss} per average common share:
Net (loss) to shareholders
Average shares outstanding

(458)

661
(12,751}

(12,588}
(4,388}

{44,191}

3 (0.95}
54,965,716



SCHEDULE 1
RCN CORPORATICN
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
BALANCE SHEET
DECEMBER 31, 1997

{THOUSANDS OF DOLLARS}

ASSETS
Current assets
Cash and temporary c¢ash investments 5 -
RAocounts receivable from related parties 3,291
Accounts receivable 1,577
Prepayments & other 211
Investments restricted for debt service 22,500
Total current assets 27,979
Investments restricted for debt service 39,411
Investments 859,271
Debt issuance cost 19,188
Deferred charges and other assets 2,877
Total assets $948,726

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable 4,034
Accrued interest 4,687
Accrued expenses 318
Total current assets 9,039
Long-term debt 583,103
Common stock 27,495
Retained earnings (17,118}
Additional paid in capital 349,261
Cumulative translation adjustment (3,056)

Total liabilities and shareholders' equity £948,726




SCHEDULE 1
RCN CORPORATION
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 1857

{THOUSANDS OF DOLLARS)

YTD 1997
CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss)} (552,391)
Deferred income taxes and investment tax credits (2,877}
Working capital 2,749
Equity in loss of consolidated entity 44,191
Noncash accretion of discounted senior notes 8,103
Net cash (used in) operating activities (225)
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisitions 167
Other 17
Net Cash Provided by Investing Activities 184
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of long-term debt 575,000
(Increase) in cash restricted for debt service (61,250)
Financing costs {(19,188)
Transfer (to) CTE {494, 751)
Proceeds from exercise of stock options 230
Net cash provided by financing activities 41
Net increase/(decrease}) in cash and temporary cash investments 0
Beginning cash & temporary cash investments 0

Ending cash & temporary cash investments $0




RCN CORPORATION

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

FCR THE YEARS ENDED DECEMEER 31,

ALLOWANCE FOR DOUBTFUL ACCOUNTS-
DEDUCTED FROM ACCOUNTS RECEIVABLE
IN THE CONSOLIDATED BALANCE SHEETS

1337
1996
1995

ALLOWANCE FOR DEFERRED TAX ASSETS-
DEDUCTED FROM DEFERRED TAX ASSETS
IN THE CONSOLIDATED BALANCE SHEETS

1297
1996
1395

1997,
(THOUSANDS OF DOLLARS)

COLUMN B COLUMN C
ACDITICN
BALANCE AT CHARGED
BEGINNING OF TO COSTS
PERIOD AND EXPENSE
5861 $2.712
3607 51,788
5809 §614
3,631 S5.777
2,022 1,921
1,474 645

1996,

5997
(5556}
(s619)

AND 1995

$2,456
$978
$197

1,064
278
101

SCHEDULE

BALANCE AT
END QF
PERIOD

52,134
5851
$607

4,404
3,691
2,022

II



RCN CORPORATION

SELECTED FINANCIAL DATA

Thousands of Dollars Except Per Share Amounts
For the Years Ended December 31,

1997 1956 1595 1994 1993
Sales s 127,297 $104,910 $ 91,997 $ 59,500 $ 49,504
Income (loss) from continuing operations (52,391) {5,989) 2,114 3,653 12,087
Income (loss) per average common share
from continuing operations 3 {p.95) % (0.77) & 0.04 ($1.74) ($1.50)
Dividends per share - = = = =
Total assets 1,150,992 624,085 649,610 568,588 291,634
Long-term debt, net of current maturities 686,103 131,250 135,250 154,000 181,500

MANAGEMENT 'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in thousands, except per share data)

Certain statements contained in this annual report are "forward-loocking
statements" within the meaning of the Private Securities Litigation Reform Act
of 1995 and are thus prospective. Such forward-looking statements include, in
particular, statements made as to plans to develop networks and upgrade
facilities, the market opportunity presented by markets targeted by the Company,
the Company's intention to connect certain wireless video resale telephone and
Internet service customers to its advanced fiber optic networks, the development
of the Company's businesses, the markets for the Company's services and
products, the Company's anticipated capital expenditures, the Company's
anticipated sources of capital and effects of regulatory reform and competitive
and technological developments., No assurance can be given that the future
results covered by the forward-loocking statements will be achieved. Such
statements are subject to risks, uncertainties and other factors which could
cause actual results to differ materially from future results expressed or
implied by such forward-locking statements.

The following discussion should be read in conjunction with the Company's
historical Consolidated Financial Statements and Notes thereto:

GENERAL

The Company is developing networks that are capable of providing a full range of
high speed, high capacity telecommunications services, including wvoice, video
programming and data services including Internet access. The Company intends to
provide these services individually or in bundled service packages primarily to
residential customers in high-density areas and also seeks to serve certain
commercial accounts on or near its networks. In 18937, the Company commenced
providing service through advanced fiber optic network facilities in New York
City and Boston. The Company also has hybrid fiber/coaxial cable television
operations in New York (outside New York City), New Jersey and Pennsylvania
("Hybrid Fiber/Coaxial"), wireless video operations in New York City ("Wireless
Video"), and certain other operations, including long distance telephone
{collectively, "Other Cperations"). The Company has historically managed its
buginess along thesge lines and the discussion which follows addresses those
lines accordingly.

Financial results related to advanced fiber optic networks and from provision of
Internet services are currently included in the "Advanced Fiber, Wireless Video
and Other Operating" segment data. The Company may present separate segment
information with respect to the advanced fiber optic networks and Internet
business in future periods in connection with the Company's adoption of
Statement of Financial Accounting Standards No. 131 - "Disclosure about Segments
of an Enterprise and Related Information". The Company expects that the
cperating and net losses and negative cash flows from its advanced fiber optic
network business will rise in the future as it expands and develops its network
and customer base.




There can be no assurance that RCN will achieve or sustain profitability or
positive cash flows from operating activities in the future as it develops its
advanced fiber optic network.

The negative operating cash flow from the Company's advanced fiber coptic¢ network
business has resulted primarily from expenditures associated with the
development of the Company's operaticnal infrastructure and marketing expenses.
The Company expects it will continue to experience negative operating cash flow
while it continues to invest in its networks and until such time as revenue
growth is sufficient to fund operating expenses. The Company expects to achieve
positive operating margins over time by (i) increasing the number of customers
it sgerves, (ii} increasing the number of connections per customer by cross
marketing its services and promoting bundled service options and therefore
increasing the revenue per customer, (iii) lowering the costs associated with
new subscriber additions and {iv) reducing the cost of providing services by
gapturing economies of scale. The Company expects its operating revenues will
increase in 1998 through internal growth of its current advanced fiber optic
networks; however, the Company also expects negative operating cash flow will
inereage for some period of time as the Company initiates network development in
Washington, D.C. and expands its current networks. When the Company makes its
initial investment in a new market, the operating lesses typically increase as
the network and sales force are expanded to facilitate growth. The Ceompany's
ability to generate positive cash flow in the future will depend on the extent
of capital expenditures in current and additional markets, the akility of the
joint ventures to generate revenues and cash flow, competition in the Company's
markets and any potential adverse regulatory developments. The Company will be
dependent on various financing sources to fund its growth as well as continued
losses from coperations. There can be no assurance that such funding will be
available, or available on terms acceptable to the Company. See - "Liquidity
and Capital Resources."

The terms of the Company's joint ventures reguire the mutual consent of the
Company and its joint wventure partner to distribute or advance funds to the
Company. The Company's debt agreements allow subsidiaries and jeoint ventures to
incur indebtedness for network buildout costs, which indebtedness may contain
limitations cn the subsidiaries' and the joint venture's ability to pay
dividends and distributions to the Company. Although the joint ventures have
not had a significant impact on the Company's cash flows in the periods
presented, cash flows awvailable to the Company in future periods will be
affected by the extent to which operations are conducted through joint ventures.
Due to the degree of control that the Company has in the joint wventures, RCHN
accounts for the BECO joint venture on a consolidated basis and Starpower under
the equity method of acvcounting.

Prior to September 30, 1997, the Company was operated as part of C-TEC
Corporation. On September 30, 1997, C-TEC distributed 100% of the cutstanding
shares of common stock of its wholly owned subsidiaries, RCN Corporation ("RCN"}
and Cable Michigan, Inc. ("Cable Michigan") to holders of record of C-TECQC's
Common Stock and C-TEC's Class B Common Stock as of the close of business on
September 19, 1937 (the "Distribution”) in accordance with the terms of a
Distribution Agreement dated September 5, 1997 among C-TEC, RCN and Cable
Michigan. RON consists primarily of C-TEC's high growth, bundled residential
voice, video and Internet access operations in the Boston to Washingten, D.C.
corridor, its existing New York, New Jersey and Pennsylvania cable televisiocn
operations, a portion of its long distance coperations and its international
investment in Megacable, S.A. de C.V, C-TEC, RCN and Cable Michigan have
entered into certain agreements providing for the Distribution, and governing
various ongoing relationships between the three companies, including a
distribution agreement and a tax-sharing agreement. The historical financial
information presented herein reflects periods during which the Company did not
operate as an independent company and accordingly, certain agsumptions were made
in preparing such financial infermation. Such information, therefore, may not
necessarily reflect the results of operations or the financial condition of the
Company which would have resulted had the Company been an independent, public
company during the reporting periods, and are not necessarily indicative of the
Company's future operating results or financial condition.

Certain of the Company's businesses were acquired by C-TEC and transferred to
the Company in connection with the Distribution. On August 30, 1996, a
subsidiary of C-TEC acguired an 80.1% interest in Freedom New York, L.L.C.
{"Freedom") and all related rights and liabilities from Kiewit Telecom




Holdings. Freedom held the wireless cable television business of Liberty Cakle
Television, Inc. The Company acquired the remaining minority interest in Freedom
in March 1997. The acguisition wasg accounted for as a purchase and is reflected
in the Company's consolidated financial statements since September 1596. On May
15, 1995, C-TEC Cable Systems, Inc., a wholly owned subsidiary of C-TEC ("RCN
Cable"), acquired 40% of the outstanding common stock of Twin County Trans
Video, Inc. ("Twin County"). The remaining shares were subject to an escrow
agreement, pending completion of the merger, and were reguired to be voted under
the direction of the Company. As of May 15, 1995, the Company alsoc assumed
management of Twin County. As a result, the Company had control of Twin County
and accordingly has fully consclidated Twin County in the Company's financial
statements since May 1995, the date of the original acguisition. The remaining
outstanding common stock of Twin County was acquired in September 1555. Goodwill
relating to this acgquisition is being amortized over a period of approximately
10 years. In January 1995, RCN International Holdings, Inc. (formerly C-TEC
International, Inc.), a wholly owned subsidiary of C-TEC, purchased a 40% eguity
position in Megacable, S.A.de C.V., the second largest cable television provider
in Mexico. The Company accounts for its investment by the equity method of
accounting and is amortizing the original excess cost over the underlying equity
in the net assets on a straight-line basis over 15 years.

Results of Operations

Selected segment data was as follows for the years ended December 31, 19927, 1996
and 1995:

Sales: Year ended December 31,

{dollars in thousands)

Hybrid Piber/Coaxial $ 92,100 5 84,096 566,404
Advanced Fiber, Wireless Video and Other Operating 35,111 20,768 25,528
Corpeorate 86 46 55

Total $127,297 5104, 910 591,987

o P ey EE P

Operating Income Before Depreciation and Amortization and Nonrecurring Charge:

Year ended December 31,

{dollars in thousands)

Hybrid Fiber/Coaxial $ 39,767 $ 40,094 $28,458
Advanced Fiber, Wireless Video and Other Operating {39,882) (11,711) (8,416)
Corporate (7,555) (2,580) {3,048)

Total {$7,670) % 25,803 $16,994




YEAR ENDED DECEMBER 31, 1937 COMPARED TO YEAR ENDED DECEMBER 31, 1996:

Por the year ended December 31, 1997, operating income before depreciation and
amortization and nonrecurring charge was {$7,670) as compared to $25,803 for the
year ended December 31, 1996. Sales increased 21.3% to $127,297 for the year
ended December 31, 1997 from $104,910 for the same periocd in 1996.

Sales

Sales are primarily comprised of subscription fees for basic, premium and pay
per view cable television services; local telephone service fees consisting
primarily of monthly line charges, local toll and special features; long
distance telephcne service fees based on minutes of traffic and tariffed rates
or contracted fees; and Internet access fees billed at contracted rates. For
the year ended December 31, 1987, sales were $127,297, an increase of $22,387
due to higher Hybrid Fiber/Coaxial sales of 58,004 and higher Advanced Fiber,
Wireless Video and Other Operating sales of $14,343. The increase in Hybrid
Fiber/Coaxial sales principally results from higher basic service revenue
resulting from approximately 4,850 additional average monthly subscribers over
1996, the effects of a rate increase in the first gquarter of 1997 and cash
incentives related to the launch of certain new channels. Advanced Fiber,
Wireless Video and Other Operating sales increased primarily due to the
acguisition of Freedom in August 1996 (the "Freedom Acguisition®}, which
resulted in higher basic and premium video revenue. Additionally, higher wvoice
revenue of approximately $3,200 resulted from higher advanced fiber optic voice
connecticens and higher resold voice connections. The increase in Advanced
Fiber, Wireless Video and Other Operating sales alsc includes increases of
approximately $3,300 related to the long distance business.

Costs and Expenses Excluding Depreciation and Amortization and Nonrecurring
Charges

Costs and expenses, excluding depreciation and amortization and nonrecurring
charges, are comprised of direct costs of providing services, primarily cable
programming and franchise costs, network access fees, video transmission
licensing fees, salaries and benefits, and customer service costs; sales and
marketing costs; and general and administrative expenses. For the year ended
December 31, 1997, costs and expenses, excluding depreciation, amortization, and
nonrecurring charges, were $134,967, an increase of $55,860 or 70.6% as compared
to 1996. The increase is primarily attributable to higher Advanced Fiber,
Wireless Videc and Other Operating costs and expenses, excluding depreciation
and amortization, of approximately $42,500, resulting principally from the
Freedom acquisition in August 1996 and expansion of the business in the Boston
and New York City markets. The most significant increases occurred in perscnnel
and related costs, due to increased headcount primarily in operations, marketing
and customer service to support the expansion of the business, origination and
programming cost associated with an increase in video connections, and
advertising expenses of approximately $9,000 associated with a high visibility
campaign. The long distance business contributed approximately $6,100 of the
remaining increase in Advanced Fiber, Wireless Video and Other Operating costa
and expenses, excluding depreciation and amortization. Hybrid Fiber/Coaxial
costs and expenses, excluding depreciation and amortization, increased
approximately $8,300 primarily due to higher basic programming costs resulting
from higher rates, additional channels and subscriber increases. Additionally,
in connection with the Distribution (Note 1), C-TEC completed a comprehensive
study of its employee benefit plans in 1996. As a result of this study,
effective December 31, 1996, in general, employees of RCN no longer accrued
benefits under the defined benefit pension plan, but became fully vested in
their benefit accrued through that date. C-TEC notified affected participants
in December 1996. In December 1996, C-TEC allocated pension plan assets of
$6,984 to a separate plan for employees who no longer accrue benefits after
December 31, 1996 (the "curtailed plan®"). The underlying liabilities were also
allocated. The allocation of assets and liabilities resulted in a
curtailment/settlement gain attributable to Hybrid Fiber/Coaxial cable
operations of approximately $1,500. Such gain did not recur in 1997. The
remaining increase in costa and expenses, excluding depreciation and
amortization, of approximately $5,000 is primarily due to costs associated with
the spin-off of the Company from C-TEC.

Depreciation and Amertization




Depreciation and amortization is cowmprised principally of depreciation relating
to the Company's Hybrid Fiber/Coaxial facilities, advanced fiber and wireless
video network and amortization of subscribper lists, building access rights and
goodwill. Depreciation and amortization increased $14,324, or 36.8% to $53,205
for the year ended December 31, 1997 as compared to $38,881 for 1396. The
increase is principally due to the additional depreciation and amortization
resulting from the Freedom acquisition and depreciation related to the Company's
advanced fiber optic networks in New York City and Boston.

In future periods, depreciation and amortization are expected to exceed amounts
recorded in 1997 due to depreciation with respect to the Company's advanced
fiber optic networks in New York City and Boston and due to depreciation and
amortization with respect to the Company's acquisitions in February 1938 of
Erols Internet, Inc. and Ultranet Communications, Inc. (Note 19).

Nonrecurring Charges
Nonrecurring charges of 510,000 represent costs incurred with respect to the
termination of a marketing services agreement held by Freedom.

Interest Income

For the year ended December 31, 1997, interest income was $22,824, a decrease of
$2,778, or 10.9%% primarily due to lower average cash balances and lower average
notes receivable with related parties. Average cash balances decreased
principally as a result of the Freedom acquisition in August 1996 (as well as
the acquisition in March 1997 of the remaining 19.5% ownership interest in
Freedom) and capital expenditures, partially offset by the proceeds of the
Company's high yield dekt offering in October 1997 (Note 10).

Interest Expense

For the year ended December 31, 1997, interest expense was $25,602, an increase
of 59,556, or 59.6% primarily due to interest expense on the Company's 5225,000
of 10% Senior Notes and $601,045 aggregate principal amount at maturity of 11
1/8% Senior Discount Notes placed in October 1997 (Note 10). This was partially
offget by lower interest expense resulting from the required principal payment
of %18,750 on 9.65% Senior Secured Notes in December 1996. Additionally, the
Company paid $922 to Kiewit Telecom in 1996 in connection with the Company's
August 1996 acquisition of Kiewit Telecom's 80.1% interest in Freedom. This
portion of the consideration represents an amount to compensate Kiewit Telecom
for forgone interest on the amount which it had invested in Freedom.

Income Tax

Benefit for income taxes increased $21,828 primarily due to the increase of
$65,020 in loss before taxes. PFor an analysis of the change in income taxes,
gsee the reconciliation c¢f the effective income tax rate in Note 11 to the
Consolidated Financial Statements.

Minority Interest

Minority interest in the loss of consolidated entities increased $5,956
primarily as a result of the minority share of the losses of the BECO joint
venture (Note 7), which began operations in June 1997. Additionally, the
minority share of the losses of Freedom from January 1 through March 21, at
which time the Company acquired the remaining 19.9% ownership interest, was
$966.

Bquity in loss of Unconselidated Entities

The Company's equity in the (loss) of unconsolidated entities was ($3,804) in
1997 and (%52,282) in 1996, and is comprised principally of the Company's share
of the operating results of Megacable. In January 1895, the Company purchased a
forty percent equity position in Megacable, a Mexican cable television provider,
for cash of $84,115. The Company ig exposed to foreign currency translation
adjustments resulting from translation into U.S. dollars of the fimancial
statements of Megacable, which through December 1996 utilized the peso as the
local and functional currency. Such adjustments have historically been included
as a separate component of shareholders' equity. Effective January 1, 1597,
since the three year cumulative rate of inflation at December 31, 1996 exceeded
100% , Mexico is being treated for




accounting purposes under Statement of Financial Accounting Standards No. 52 -
"Foreign Currency Translation" as having a highly inflationary economy. As a
result, the financial statements of Megacable are remeasured as if the
functional currency were the U.S. dollar. The remeasurement of the Mexican peso
into U.S. dollars creates translation adjustments which are included in net
income. The Company is also exposed to foreign currency transaction losses
resulting from transactions of Megacable which are made in currencies different
from its own. The Company's proportionate share of transaction gains (losses)
are included in income as they occur. The Company does not hedge its foreign
currency exchange risk and it is not possible to determine what effect future
currency fluctuations will have on the Company's operating results. Exchange
gains (losses) of (512), 5247, and ($932) in 1997, 1996, and 1995, respectively,
including translation losses in 1997, are included in the respective statements
of operations through the Company's proportionate share of losses of Megacable.

In 1997, Megacable had sales of $30,441, operating income before depreciation
and amortization of $10,504 and net income of $6,653. In 1996, Megacable had
sales of $23,225, operating income before depreciation and amortization of
$10,183 and net income of $10,226. Year end subscriber counts were 211,627 at
December 31, 1997 as compared to 178,664 at December 31, 1996. In 1997 and
1996, the Company's share of the income of Megacable was $2,411 and $4,08%0,
respectively, which includes the exchange gains {losses) as discussed above.

The Company's investment in Megacable exceeded its underlying equity in the net
assets of Megacable when acquired by approximately $94,000, which

goodwill is being amortized on a straight-line basis over 15 years. In 1%97 and
1996, amortization of the Company's excess purchase price over the net assets of
Megacable when acquired was $6,280 in each year.




Extraordinary Charge

In September 1997, the Company prepaid Senior Secured Notes with the proceeds of
new credit facilities (Note 10). The early extinguishment of the Senior Secured
Notes resulted in an extraordinary charge of $3,210, net of taxes.

YEAR ENDED DECEMBER 21, 1996 COMPARED TO YEAR ENDED DECEMBER 31, 19385

For the year ended December 31, 1996, operating income before depreciation and
amortization was $25,803 as compared to 516,994 for the year ended December 31,
1995, Sales increased 14.0% to $104,910 for 1996 from 391,997 in 1995. The
improvement in operating income before depreciation and amortization of $8,809
was offset by higher depreciation and amortization of $16,545, as discussed
below, resulting in a net loss of (55,989} for the year ended December 31, 1936
as compared to net income of §2,114 in 1955.

Sales

For 1596, sales were $104,910, an increase of $12,913, or 14.0% due to higher
Hybrid Fiber/Coaxial sales partially offset by lower Advanced Fiber, Wireless
Video and Other Operating sales, principally leong distance. Hybrid
Fiber/Coaxial sales increased $17,692, or 26.6%, primarily due to the
acquisition of the Pennsylvania cable system (formerly Twin County Trans Video,
Inc.) in May 1995, which resulted in $13,530 of the increase in Hybrid
Fiber/Coaxial sales in 1996. The Pennsylvania cable system serves approximately
74,000 subscribers in the Greater Lehigh Valley area of Pennsylvania. The 14.0%
increase in sales in 19%6 was lower than the increase of 54.6% in 1995,
principally due to the consolidation of the Pennsylvania cable system for seven
months (from acquisition in May 1995). Since the Pennsylvania cable system was
consolidated for seven wonths in 1995, consolidation for a full year in 1996
reflects only an incremental five months revenue as compared to an incremental
seven months revenue in 1995. Additionally, long distance revenues decreased
approximately 30% from 1995 to 1996, principally as a result of termination of
AT&T Tariff 12 production in 1996, as compared to increases of 77% from 1954 to
1995, which resulted from the resale of AT&T Tariff 12 long distance services
and increases in long distance switched business and 800 services sales in 1995.
The remaining increase in Hybrid Fiber/Coaxial sales is due to higher basic
service revenues resulting from an increase in average subscribers of 4,955 or
5.3% and the full year impact, in 1996, of the 9.6% rate increase in April 19%5
and the impact of 5.9% rate increase in February 1996. These increases were
partially offset by lower Advanced Fiber, Wireless Video and Other Operating
sales of $4,760 primarily resulting from the termination in the second quarter
of 19295 of an agreement for the resale of AT&T Tariff 12 long distance services
to another long distance reseller. Included in Advanced Fiber, Wireless Video
and Other Operating sales for 1996 were Wireless Video sales of $3,532, compared
to zero for 1995 reflecting the Freedom Acquisition.

Cost and Expenses, Excluding Depreciation and Amortization

In 1996, costs and expenses, excluding depreciation and amortization, were
$79,107, an increase of 54,104 or 5.5% as compared to 1995. Hybrid
Fiber/Coaxial programming expense increased §3,930 due to license fee increases,
channel additions, and subscriber growth, primarily due to the acguisition of
the Pennsylvania cable system. Additionally, Hybrid Fiber/Coaxial salaries and
benefits expense increased $1,862 primarily due to the acquisition of the
Pennsylvania cable system. Corporate costs and expenses, excluding depreciation
and amortization, decreased $487. This decrease is primarily due to the
corporate allocable share of the gain on the partial curtailment and settlement
of C-TEC's defined benefit pension plan of 5992 (See Note 13 to the Consolidated
Financial Statements) partially offset by the Company's allocable portion of
costs associated with the investigation of the feasibility of wvarious
restructuring alternatives to enhance shareholder value. Advanced Fiber,
Wireless Video and Other Operating costs and expenses, excluding depreciation
and amortization, decreased $1,465 primarily due to lower expenses associated
with the 97% reduction in AT&T Tariff 12 long distance revenues partially offset
by an increase of $2,320 representing costs associated with the development of
the Company's advanced fiber optic networks in New York City and Boston and
Wireless Video costs and expenses of $8,303 in 1956 compared to zero in 1995
reflecting the Freedom Acquisition.




Depreciation and Amortization

For 1996, depreciation and amortization expense was $38,881, an increase of
516,545 or 74.1% as compared to 1995 primarily due to purchase accounting
effects of the acquisition of the Pennsylvania cable system in May 1935 and the
Freedom acquisition on August 30, 1996. (See Note 4 to the Consclidated
Financial Statements.) In addition, the Company incurred 33,756 in depreciation
related to the Company's advanced fiber optic networks in New York City and
Boston.

Interest Income

For the year ended December 31, 1926, interest income was $25,602, a decrease of
$3,399, or 11.7% due primarily to a reduction in average cash balances in 19936
as compared to 1995 and a decrease in the average yield on invested cash,
partially offset by interest income of $2,222 accrued on a $13,088 note
receivable acquired from Mazon Corporativo $.A. de C.V. in January 1996.

Average cash balances decreased in 1996 primarily due to cash used in the
Freedom acquisition and the purchase of the loan receivable from Mazon
Corporative §. A. de C.V. Additionally, lower balances on notes receivable-
affiliates contributed to the decrease.

Interest Expense

Interest expense for 1996 was $16,046, a decrease of $471, or 2.9% in 1996 as
compared to 1995. Thia decrease is due to lower average rates on outstanding
debt and includes approximately $922 paid to Kiewit Telecom, the Company's
contrelling shareholder, in connection with the Freedom acquisition. This
portion of the consideration represents an amount to compensate Kiewit Telecom
for forgone interest on the amount invested in Freedom,

Income Taxes

The Company's effective income tax rate was (19.5%) in 1996 and 34.6% in 1995.
For an analysis of the change in income taxes, see the reconciliation of the
effective income tax rate in Note 11 to the Consolidated Financial Statements.

Minority Interest

As a result of the Freecdom acquisition, Freedom's financial results are
consolidated with the Company since August 30, 1996, the date of acquisition.
This resulted in minority interest in the loss of Freedom of $1,546 for 19%6.
Additionally, the 20% minority interest in the income of HomeLink Limited
Partnership, a Hybrid Fiber/Coaxial subsidiary, was ($206) in 1996 as compared
to ($144) in 199%5.

Equity in loss of Unconsolidated Entities

In 1996, Megacable had sales of $23,225, operating income before depreciation
and amortization of $10,183 and net income of 510,226, In 1995, Megacable had
sales of $20,841, operating income before depreciation and amortization of
$8,154 and net income of $5,802. Year end subscriber counts were 178,664 at
December 31, 1996 as compared to 177,317 at December 31, 1995. In 1996 and
1995, the Company's share of the income of Megacable was $4,090 and $2,696,
respectively, which includes foreign currency transaction losses as noted in the
1997 discussion. In 1996 and 1995, amortization of the Company's excess
purchase price over the net assets of Megacable when acquired was $6,280 and
$5,757, respectively.

LIQUIDITY AND CAPITAL RESOURCES

The Company expects that it will reguire a substantial amount of capital to fund
the network development and operations in the Boston to Washington, D.C.
corridor, including funding the development of its advanced fiber optic
networks, upgrading its Hybrid Fiber/Coaxial plant, funding operating losses and
debt service requirements. The Company currently estimates that its capital
requirements for the period from January 1, 1998 through 1399 will be
approximately $785,000, which includes capital expenditures {(including
connection costs which will only be incurred as the Company obtains revenue-
generating customer connections) of approximately $300,000 in 1998 and
approximately $485,000 in 1999. These capital expenditures will be used
principally to fund the buildout of the Company's fiber optic network in




high density areas in the Boston, New York and Washington, D.C. markets and to
upgrade its Hybrid Fiber/Coaxial cable systems. To build out these areas on an
efficient basis, the Company undertakes a subscriber-driven capital expenditure
strategy whereby it (i) closely monitors development of its subscriber base in
order to tailer network development in each target market, and (ii} seeks to
establish a customer base in advance of or concurrently with its network
deployment. For example, the Company offers resale telephone services on an
interim basis to customers located near its advanced fiber optic networks.
Depending upon factors such as subscriber density, proximity to the advanced
fiber optic network and development costs and the degree of success achieved in
its initial markets, the Company will determine whether extending its advanced
fiber optic network to additional high density target markets can be achieved on
an attractive economic basis. In addition to its own capital requirements, the
Company's joint venture partners are each expected to contribute approximately
$150,000 in capital to the joint wventures in connection with development of the
Boston and Washington, D.C. markets through 2000.

In October 1997, the Company raised $575,000 in gross proceeds from an offering
of twe tranches of debt securities. The offering was comprised of $225,000
principal amount of 10% sSenior Notes and 5601, 000 principal amount at maturity
of 11 1/8% Senior Discount Notes, both due in 2007. The proceeds include
$61,045 of restricted cash to be used to fund the Escrow Account to pay interest
on the 10% Senior Notes for three years. In February 1998, the Company raised
$350,58% in gross proceeds from an offering of $547,000 principal amount at
maturity of 9.8% Senior Discount Notes, due in 2008. The Company expects to
have sufficient liquidity to meet its capital requirements through mid-2000.

The Company will continue to require additional capital for planned increases in
network coverage and other capital expenditures, working capital, debt service
requirements, and anticipated further operating losaes. The actual timing and
amount of capital regquired to roll out the Company's network and to fund
operating losses may vary materially from the Company's estimates and additional
funds will be required in the event of significant departures from the current
businese plan, unforeseen delays, cost overruns, engineering design changes and
other technological risks or other unanticipated expenses. Due to its
subscriber driven investment strategy, should the Company encounter a successful
rollout in its initial markets, the Company may accelerate the expansion and
extend the reach of its network. Conversely, should the Company be less
successful than anticipated, the operating losses associated with the installed
network may be higher than anticipated. The Company presently intends to judge
the success of its initial rollout in deciding whether to undertake additional
capital expenditures to rollout the network to additional areas. Since the
Company anticipates that, if it is succesasful, it will continue to extend its
network coverage into additional areas within the Boston-Washington, D.C.
corridor, it expects to continue to experience losses and negative cash flow on
an aggregate basis for an extended period of time.

The Company's current joint venture agreements reduce the amount of expenditures
required by RCN to develop the network due both to ac¢ess to the joint venture
partners' existing facilities and to the anticipated joint venture partners'
equity contributions. However, the joint venture arrangements will also reduce
the potential cash flows to be realized from operation of the networks in the
markets in which the joint ventures operate and restrict the Company's access to
cash flow generated by the joint ventures (which will be paid in the form of
dividends). The Company may enter into additional joint ventures in the future
ag the Company begins to develop new markets.

Sources of funding for the Company's further finaneing reguirements may include
vendor financing, public offering or private placements of eguity and/or debt
securities, and bank loans. There can be no assurance that additional financing
will be awvailable to the Company or, if available, that it can be cbtained on a
timely basie and on acceptable terms. Failure to obtain such financing could
result in the delay or curtailment of the Company's development and expansicn
plans and expenditures. Any of these events could impair the Company's ability
to meet its debt service requirements and could have a material adverse effect
on its business.

RCN Cable and certain of its subsidiaries have in place secured credit
facilities comprised of a five-year revolving credit facility in the amount of
$25,000 {the "Revolving Credit Facility") and an eight-year term credit
facility in the amount of $100,000 {the "Term Credit Facility"), both of which
facilities are governed




by a single credit agreement dated as of July 1, 13997 (the "Credit Agreement").
Az of December 31,1997, $100,000 of the Term Credit Facility was outstanding.
The term lcan must be repaid over six years in quarterly installments, at the
end of September, December, March and June of each year from September 30, 1999
through June 38, 2005. As of December 31, 1997, $3,000 principal was outstanding
under the Revolving Credit Facility. Revelving loans may be repaid and
reborrowed from time to time.

The Company has indebtedness that is substantial in relation to its
shareholders' equity and cash flow. At December 31, 1987, after giving effect to
the 1998 Notes Offering, the Company had an aggregate of approximately
$1,036,000 of indebtedness outstanding, and the ability to borrow up to an
additional $22,000 under the Credit Agreement. BAs a result of the substantial
indebtedness of the Company, the Company's fixed charges are expected to exceed
its earnings for the foreseeable future. In addition, the Company will require
substantial additional indebtedness particularly in connection with the buildout
of the Company's networks and the introduction of its telecommunications
services to new markets. The leveraged nature of the Company c<ould limit its
ability to effect future financing or may otherwise restrict the Company's
business activities.

The extent of the Company's leverage may have the following consequences: (i)
limit the ability of the Company to obtain necessary financing in the future for
working capital, capital expenditures, debt service requirements or other
purposes; (ii) require that a substantial portion of the Company's cash flows
from coperations be dedicated to the payment of principal and interest on its
indebtedness and therefore not be available for other purposes; {iii) limit the
Company's flexibility in planning for, or reacting to, changes in its business;
{iv) place the Company at a competitive disadvantage as compared with less
leveraged competitors; and {v)} render the Company more vulnerable in the ewvent
of a downturn in its business.

For the year ended December 31, 1997, the Company's net cash provided by
operating activities was $1,661, comprised primarily of a net loss of {$52,391)
adjusted by non-cash depreciation and amertization of $53,205, other nen-cash
items totaling ($611), working capital changes of $377 and changes in other
deferred expenses of 31,081. Net cash used in investing activities of $475,860
consisted primarily of purchases of short-term investments of $445,137,
additions to property, plant and equipment of $79,042 and a¢gquisitions of
$30,490 (primarily acquisition of the minority interest of Freedom) partially
offset by sales and maturities of short-term investments of $76,923. Net cash
provided by financing activities of $635,266 consisted primarily of issuance of
long-term debt of $688,000, change in affiliate notes of $97,624 and transfers
from C-TEC of $89,324 partially offset by redemption of long-term debt of
$141,250, transfers to C-TEC of $23,474, payments made for debt financing costs
of $1%,743 and an increase related to cash restricted for debt service of
561,250,

For the year ended December 31, 1996, the Company's net cash provided by
operating activities was $23,831 comprised primarily of a net loss of $5,989
adjusted by non-cash depreciation and amortization of $38,881 and other non-cash
items totaling ($7,184). Net cash used in investing activities of $%9,377
consisted primarily of additions to property, plant and equipment of $40,369,
the purchase of a leoan receivable of $13,088 and acqguisitions of $39,090
(primarily the Freedom acquisition), partially offset by net sales and
maturities of short-term investments of 573,995. Net cash provided by Einancing
activities of 59,391 included the issuance of long-term debt of 519,000 and
change in affiliate notes of £32,802 partially offset by the redemption of long-
term debt of $44,750.

Impact of the Year 2000 Issue

The Company has certain financial, administrative and cperational systems which
are subject to Year 2000 exposures. The Company has performed a study to
identify those specific systems which require remediation and developed a plan
to correct such situations in a timely fashion. The Company's plan is proceeding
on target. The plan includes ensuring that those systems for which the Company
is dependent on external vendors, such as certain billing systems, will be Year
2000 compliant by the end of 159%% based on the status of external wendors'
remediation efforts. For those internal systems that regquire corrective action,
the Company has contracted with its information systems services provider to
rewrite the relevant




programming code. Finally, the Company is well along on a conversion of its
suite of financial systems to a state-of-the-art Oracle system. Such system is
expected to ensure Year 2000 compliance in financial applications, enable the
Company to process and report its financial transactions more efficiently and
provide a greater level of detailed information to facilitate management's
analysis which is critical to its business decisions.

The Company is employing a team approach across its MIS, financial and
operational groups in addressing the above issues, as well as utilizing the
assistance of external consultants in the case of the Oracle implementation.
Such team approach facilitates a consistent progress along plans without
disruption of other areas of the business.

There is no assurance that the Company's plans will continue to progress as

intended. The Company estimates that its cost of Year 2000 remediation will not
be material.




RCN Corporation and Subsidiaries
CONSOLIDATED STATEMENTS OF OPERATIONS
(Thousands of Dollars Except Per Share Amounts)

Sales

Costs and expenses, excluding depreciation and amortization
Nonrecurring charges

Depreciation and amortizatien

Operating (loss)
Interest income
Interest expense
Other income {expense), net

(Loss) income before income taxes
(Benefit) provision for income taxes

(Leoss) income before minerity interest and egquity in
unceonsolidated entities

Minority interest in loss (income) of congolidated entities

Equity in (loss) of unconsolidated entities

(Loss} income before extracrdinary item

Extracrdinary charge - debt prepayment penalty, net cof tax of $1,728

Net (loss) income

Basic earnings per average common share:
Income (loss) before extraordinary charge
Extraordinary charge - debt prepayment penalty
Net income (loss) to sharsholders

Weighted average shares outstanding

Diluted earnings per average common ghare:

Income (loss) before extraordinary charge

Extraordinary charge - debt prepayment penaltfy

Net income (losa) to shareholdexs

Weighted average shares and common stock egquivalents outstanding

See accompanying notes to Consclidated Financial Statements.

For the Years Ended December 31,

1997 1996 1995
$127,297 %104, 910 $91,997
134,967 19,107 75,003
10,400 - -
53,205 38,881 22,336
(70,875) (13,a78) (5,342)
22,824 25,602 29,001
(25, 602) (16,046) {16,517)
131 (5486) (304)
173,3522) {a,068) 6,838
[20,849) 979 1,119
[52,673) (5,047} 5,719
7,296 1,340 (144}
(3,804) {2,282} {3,451}
{49,181) (5,98%) 2,114
{3,210) - -
($52,391) {$5,989) 52,114

Ak EET R R E S o e Mk s

($0.89) ($0.11) 50,04
($0.06) = =
($0.95) ($0.11) 50.04
54,965,716 54,918,3%4 54,850,334
($0.89) ($0.11) 50.04
($0.06) = =
($0.95) ($0.11) 50.04
54,965,716 54,518,394 54,890,334




RCN Corporation and Subsidiaries
CONSOLIDATED BALANCE SHEETS

(Thousands of Dollars) December 31,
: 1997 1996

ASSETS

Current assets

Cash and temporary cash investments $222,910 $61,843
Short-term investments 415,603 46,831
Accounts receivable from related parties 9,829 12,614
Accounts receivable, net of reserve for doubtful accounts

of 52,134 in 1997 and $861 in 1996 17,815 10,413

Unbilled revenues 1,695 844
Material and supply inventory, at average cost 2,745 1,140
Prepayments and other 5,314 4,556
Deferred income taxes 4,821 4,371
Investments restricted for debt service 22,500 -
Total current assets 703,232 142,612
Notes receivable - affiliates - 155,481
Property, plant and equipment, net of accumulated depreciation

of $107,41% in 1997 and $84,5292 in 1996 200,340 135,828
Invegtments restricted for debt service 39,411 =
Investments 70,424 76,547
Intangible assets, net 96,547 93,471
Deferred charges and other assets 41,038 24,146
Total assets 51,150,992 $628,085
LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities

Accounts payable to related parties £3,748 54,880
Accounts payable 24,835 13,642
Advance billings and customer deposits 7,318 6,858
Accrued taxes 488 1,950
Accrued interest 5,549 5,041
Accrued contract settlements 3,126 3,565
Accrued cable programming expense 3,498 3,188
Accrued expenses 21,143 18,167
Total current liabilities 69,705 57,292
Long-term debt 686,103 131,250
Notes payable - affiliates - 11,854
Deferred income taxes 19,612 28,245
Other deferred credits 2,596 3,290
Minority interest 16,392 5,389
Commitments and contingencies

Preferred stock - -
Common shareholders' equity 356,584 390,765

Total liabilities and shareholders' equity

See accompanying notes to Consclidated Financial Statements.




RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
{THOUSANDS OF DOLLRARS)

Cash flows from operating activities
Net income {loss)
Gain on pension curtallment/settlement
Accretion of discounted debt
Gain on sale of partnership interest
Extraordinary item - debt prepayment penalty
Depreclation and amortization
Deferred income taxes and investment tax credits, net
Provision for losses on accounts receivable
Equity in loss of unconsolidated entities
Minority interest

Net change in certain asgsets and llabilities, net of business acquisitiona:

Accounts receivable and unbilled revenues
Material and supply inventory
Accounts payable
Accrued expenses
Accounts receivable from related parties
Accounts payable to related parties
Other, net

Other

Net cash provided by operating activities

Cash flowa from investing activities:
Additions to property, plant and ecuipment
Purchase of short-term investments
Sales and maturities of short-term investments
Acquisitions, nat of cash acguired
Purchase of loan receivable
Proceeds from sale of partnership interest
Other

Net cash used in investing activities

Cash flows from financing activities
Redemption of long-texrm debt
Issuance c¢f long-term debt
Change in affiliate notes, net
Extraordinary item - debt prepayment penalty
Payments made for debt financing costs
Cash contribution frem joint venture partner
{Increase) related tc investments restricted for debt service
Proceeds from issuance of stock
Transfers from C-TEC
Transfers (to} C-TEC

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and temporary cash investments
Cash and temporary cash inveatments at beginning of year

Cash and temporary cash investments at end of year
Supplemental disclosures of cash flow information
Cash paid during the periods for:;

Income taxes

Interest (net of amounts capitalized)

See accompanying notes to Consolidated Financial Statements

For the Years Ended December 31,

1997 193¢ 1995
{$52,391) (55,989} 52,114
- (3,437} -
8,193 - -
{661) - -
3,210 - -
53,205 38,881 22,336
{10,503} (6,477) 6,696
2,732 1,788 614
3,804 2,282 3,461
[7.2986) {1,340) 144
{14,979) (3,780) (5,550}
{1,605} {814) 777
11,193 2,954 3,983
3,353 4,283 2,783
3,180 1,572 11,880
{1,132) (5,448) (419}
367 557 529
1,081 {1,241) 1769)
1,661 23,831 48,559
(79, 042) {38,548) (29, 854)
{445,137) {75,091) (238,257)
76, 923 149,086 245,112
(30, 490) (30,050) (121,147)
- {13,088) -
1,800 - =
(14) {1,646) [2,057)
{475, 860) {9,377 [145,203)
{141,250} (44,750) (28,741}
88,000 19,000 19,300
97,624 32,802 (6,130}
{3,210} - -
(19,743} - -
9,016 - -
(61,250} . -
230 - -
49,323 78,550 132,707
(23,474} (76,211} {148,339}
635,266 9,391 (31,203)
162,067 23,845 {128,847)
61,843 37,998 166,845
$222,910 561,843 437,998
51,090 5549 $497
T ——
$16,536 516,046 516,404



RCN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(THOUSANDS OF DOLLARS)

Supplemental Schedule of Non-Cash Investing and Finaneing Activities
In March 1997, the Company acquired the portion of Freedom which it

did not already own. The transaction was accounted for as a purchase.
A summary of the transaction is as follows:

Cash paid $40,000
Non-capitalizable costs (10, 000)
Reduction of minority interest (3,812}
Fair value of assets acquired $26,188

In 1996, C-TEC acquired an B0.1% interest in Freedom New York, L.L.C.
The acquisition was accounted for as a purchase.
A summary of the acguisition is as follows:

Cash paid $28,906
Liabilities assumed 7,621
Deferred tax asset recognized (167}
Minority interest recognized 6,188
Fair value of assets acquired 542,548

In 1595, C-TEC acquired all the outstanding Common Stock of Twin County
Trans Video, Inc. and a related covenant not to compete.
The consideration for the acquisition was as follows:

Cash paid (including $1,000 deposit in 1994) $37,313
Issuance of 5% Promissory Note 4,000
Capital contribution by stockholder 39,453
Liabilities assumed 16,364
Deferred tax liability incurred 33,797
Fair value of assets acquired $130,967

In 1996, the $4,000 promissory note was canceled and the Company paid cash
of $500 in settlement of certain purchase price adjustments.

Certain intercompany accounts receivable and payable and intercompany note
balances were transferred te Shareholders' Net Investment in connection
with the Distribution.

BECO's contribution of the IRU to the RCN-BECOCOM joint wventure {(Note 7{a))
ig reflected as "Advanced Fiber Plant" at its fair wvalue.

See accompanying notes to Consolidated Financial Statements




RCN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
For the Years Ended December 31, 1937, 1396 and 1995
(Thousands of Dollars}

Common Additional Shareholder's Cumulative Total
Shares Issued Common Paid Net Translation Shareholders’

and Cutstandina Stock in Capital Peficit Investment Adjustment Equity

Balance, Decembter 31, 1994 1,400 B 1 $ o H o $372, 846 5 ] $372,0847
Naet income 2,114 2,114
Transfars from C-TEC 21,714 21,714
Cusulative translation adjustment (2,6Q6) {2.606)
Balance, December 3i, 13985 1,400 1 - - 396,674 {2,606) 394,083
Ret loss (5,989) {5,983}
Transfers from C-TEC 3,134 3,134
Cumulative traoslation adjustments {449} (449}
Balance, December 31, 1996 1,400 1 = = 393,812 {3,055} 390,765
Net loss from 1/1/97 through 9/30/37 (35,275} (35,275)
Net loss from 10/1/97 through 12/31/%7 {17,116) (17,118)
Transfers from C-TEC 17,980 17,980

Common stock issued in comnection

with the distribution 54,967,952 54,968 321,586 (376,524) -
Stock plan transactions 20,518 20 210 230
Balance, December 31, 1997 54,989,870 §54,989 $321, 768 (317,114) $ o {53,055} $356,584

See accompanying notes to Consolidated Pinancial Statements




RCN CORPORATICN
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS
(THOUSANDS OF DOLLARS EXCEPT PER SHARE DATA)

1. BACKGROUND AND BASIS OF PRESENTATION

Prior to September 30, 1997, RCN Corporation {the "Company" or "RCN") was
operated as part of C-TEC Corporation ("C-TEC"). On September 30, 1997, C-TEC
distributed 100 percent of the outstanding shares of common stock of its wholly
owned subsidiaries, RCN Corporation ("RCN") and Cable Michigan, Inc. ("Cable
Michigan") to holders of record of C-TEC's Common Stock and C-TEC's Class B
Common Stock as of the close of business on September 19, 1997 (the
"Distribution") in accordance with the terms of a Distribution Agreement dated
September 5, 19387 among C-TEC, RCN and Cable Michigan. RCN consists primarily of
C-TEC's bundled residential voice, video and Internet access operations in the
Boston to Washington, D.C. corridor, its existing New York, New Jersey and
Pennsylvania cable television operations, a portion of its long distance
operations and its international investment in Megacable, S.A. de

C.V. ("Megacable"). Cable Michigan, Inc. consists of C-TEC's Michigan cable
operations, including its 62% ownership in Mercom, Inc¢. In connection with the
Distribution, C-TEC changed its name to Commonwealth Telephone Enterprises, Inc.
(IICTEH) R

The consolidated financial statements have been prepared using the historical
basis of assets and liabilities and historical results of operations of all
wholly and majority owned subsidiaries. However, the historical financial
information presented herein reflects periods during which the Company did not
operate as an independent company and accordingly, certain assumptions were made
in preparing such financial information. Such information, therefore, may not
necessarily reflect the results of operations, financial condition or cash flows
of the Company in the future or what they would have been had the Company been
an independent, public company during the reporting periods. All material
intercompany transactions and balances have been eliminated. Investments
accounted for by the equity method include a 40% interest in Megacable, a
Mexican cable television system operator. Joint wventures which the Company
controls and in which the minority investors do not possess significant veto
rights are consolidated. Other joint ventures are accounted for by the equity
method.

C-TEC's corporate services group has historically provided substantial support
services such as finance, cash management, legal, human resources, insurance and
risk management and its financial statements are included in the congolidated
financial statements of the Company. Prior to the Distribution, the corporate
office allocated the cost for these services pro rata among the business units
supported primarily based on assets; contribution to consclidated earnings
before interest, depreciation, amortization, and income taxes; and number of
employees. In the opinion of management, the method of allocating these costs is
reascnable; however, the costs of these services remaining with the Company
after alleocation to C-TEC's other business units are not necegsarily indicative
of the costs that would have been incurred by the Company on a stand-alone
basis. Also included in the Company's consolidated financial statements are the
financial statements of the corporate financial services company which invests
excess cash of, and advances funds to the Company and prior to the Distribution,
C-TEC. The financial services company charges interest expense on outstanding
advances and pays interest income on excess cash invested for affiliates.

CTE, RCN and Cable Michigan have entered into certain agreements providing for
the Distribution, and governing various ongoing relationships, including the
provision of support services, between the three companies, including a
distribution agreement and a tax-sharing agreement.

2. SEGMENT INFORMATION

The Company is developing advanced fiber optic networks to provide a wide range
of telecommunications services including local and long distance telephone,
video programming and data services {including high speed Internet access}),
primarily to residential customers in selected high density markets in the
Boston to




Washington, D.C. corridor. The Company also seeks to serve certain commercial
accounts on or near its networks. RCN's initial advanced fiber optic networks
have been established in New York City and, through a joint venture with the
Boston Edison Company ("BECO'"), in Boston and surrounding communities. RCN has
also entered into a joint venture named Starpower Communications, LLC
("Starpower") with Pepco Communications, LLC ("Pepco Communications"), an
indirect wholly owned subsidiary of Potomac Electri¢ Power Company ("PEPCO"), to
develop an advanced fiber network in the Washington, D.C. area. In February
1998, RCN acquired Boston's and Washington, D.C.'s largest Internet service
providers ("ISP"), Ultranet Communications, In¢. ("Ultranet") and Erols
Internet, Inc. ("Erols"), respectively. The Company alsoc has hybrid
fiber/coaxial operationg in New York {outside New York City}, New Jersey and
Pennsylvania, wireless video operations in New York City and certain other
operations, including long distance telephone.

For the Year Ended December 31,

1997 1996 1995
Hybrid Fiber/Coaxial
Sales $ 92,100 $ B4,096 $ 66,404
Operating income before depreciation
and amortization 35,767 40,094 28,458
Depreciation and amortization 33,713 33,131 20,723
Operating income 6,054 6,963 7,735
Additions of property, plant and equipment 19,258 14,010 19,226
Identifiable assets 159,763 335,285 359,401
Advanced Fiber, Wireless Video and
Other Operating
Sales 4 35,111 $ 20,768 $ 25,528
Operating loss before depreciation
and amortization (39,882) {11,711) {8,416)
Depreciation and amortization 18,489 4,970 904
Operating loss (58,362) {16,681) (2,320)
Additions of property, plant and equipment 56,454 23,714 6,453
Identifiable assets 166,478 87,419 14,491
Corporate
Sales 1 86 s 46 s 65
Operating loss before depreciation
and amortization and nonrecurring charge {7,555) (2,580) (3,048)
Nonrecurring charge 10,000 - -
Depreciation and amortizat:ion 1,012 780 709
Operating loss {18,567) (3,360) {3,757)
Additions of property, plant and equipment 3,330 824 4,175
Identifiable assets 824,751 205,381 275,718
Consolidated
Sales $ 127,297 $104,910 $ 91,997
Operating loss before depreciation
and amortization and nonrecurring charge (7,670) 25,803 16,994
Nonrecurring charge 10,000 - -
Depreciation and amortization 53,208 38,881 22,336
Operating loss {70,875) (13,078) (5,342)
Additions of property, plant and equipment 79,042 38,548 29,854

Identifiable assets 1,150,992 628,085 649,610




3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates - The preparation of financial statements in conformity with
generally accepted accounting principles 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 financial
statements and the reported amounts of revenues and expenses during the
reporting peried. Actual results could differ from those estimates.

Cash and Temporary Cash Investments - For purposes of reporting cash flows, the
Company considers all highly liquid investments purchased with an original
maturity of three months or less to be temporary cash investments. Temporary
cash investments are stated at cost which approximates market.

Short Term Investments and Investments Restricted for Debt Service - Management
determines the appropriate classification of its investments in debt and equity
securities at the time of purchase and reevaluates such determination at each
balance sheet date in accordance with Statement of Financial Accounting
Standards No. 115 - "Accounting for Certain Investments in Debt and Equity
Securities." At December 31, 1997 and 1996, marketable debt and equity
securities have been categorized as available for sale. The Company states its
short term investments at cost, which approximates market. Investments
restricted for debt service have been categorized as held to maturity.

Property, Plant and Equipment and Depreciation - Property, plant and equipment
reflects the original cost of acquisition or construction, including payroll and
related costs such as taxes, pensions and other fringe benefits, and certain
general administrative costs.

Depreciation is provided on the straight-line method based on the useful lives
of the various classes of depreciable property. The average estimated lives of
depreciable property, plant and equipment are:

Lives
Hybrid fiber/coaxial plant 5-22 years
Bdvanced fiber plant 10-15 years
Wireless & other plant 5 years
Buildings and leasehold improvements 5-45 vyears
Furniture, fixtures and wvehicles 3-10 years
Other 3 years

Repairs of all property, plant and equipment and minor replacements and renewals
are charged to expense as incurred. Major replacements and betterments are
capitalized. Gain or loss is recognized on major retirements and dispositions.

Intangible Assets - Intangible assets are amortized on a straight-line basis

over the expected period of benefit ranging from 2 to 15 years.

Accounting for Impairments - The Company follows the provisions of Statement of
Financial Accounting Standards No. 121 - "Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Asgets to be Disposed of " ("SFAS 121"). SFAS
121 reqguires that long-lived assets and certain identifiable intangibles to be
held and used by an entity be reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount of an asset may not be
recoverable. In performing the review for recoverability, the Company estimates
the future cash flows expected to result from the use of the asset and its
eventual disposition. If the sum of the expected net future cash flows
(undiscounted and withouf: interest charges) is less than the carrying amount of
the asset, an impairment loss is recognized. Measurement of an impairment loss
for long-lived assets and identifiable intangibles expected to be held and used
is based on the fair value of the asset.




No impairment losses have been recognized by the Company pursuant to SFAS 121.

Revenue Recognition - Local telephone service revenue is recorded as earned
based on tariffed rates. Long distance telephone service revenue is recorded
based on minutes of traffic processed and tariffed rates or contracted fees,
Revenues from cable programming services are recorded in the month the service
is provided. Internet access service revenues are recorded based on contracted
fees.

Advertising Expense - Advertising costs are expensed as incurred. Advertising

expense charged to operations was $12,203, $1,441 and $862 in 19%7, 1996 and
1995, respectively.

Stock Based Compensation - The Company applies Accounting Principles Board

Opinion No. 25 - "Accounting for Stock Issued to Employees" ("APB 25"} in
accounting for its stock plans. The Company has adopted the disclosure - only
provisions of Statement of Financial Accounting Standards No. 123 - “Accounting

for Stock-Based Compenzation®™ ("SFAS 123") .

Barnings {loss) per share - The Company has adopted Statement of Financial
Accounting Standards No. 128 - Earnings Per Share ("SFAS 128"). Basic earnings
(loss} per share is computed based on net income {loss) divided by the weighted
average number of shares of common stock outstanding during the period.

Diluted earnings (loss) per share is computed based on net income (loss) divided
by the weighted average number of shares of common stock outstanding during the
period after giving effect to convertible securities considered to be dilutive
common stock eguivalents. The converszion of stock options during periods in
which the Company incurs a loss from continuing operations ig not assumed since
the effect is anti-dilutive. The number of stock cptions which would have bheen
converted in 1997 and have a dilutive effect if the Company had income from
continuing operations is 517,506,

For periods prior to October 1, 1997, during which the Company was a wholly
owned subsidiary of C-TEC, earnings (loss) per share was calculated by dividing
net income {loss) by the number of average common shares of C-TEC cutstanding,
based upon a distribution ratio of one share of Company common eguity for each
share of C-TEC common egquity owned.

Years Ended December 11,

1897 1996 1935
Income (loss) before extraordinary charge $ {49,181) 5 (5,989) 5 2,114
Basic earnings per average common share:
Average shares outstanding 54,965,716 54,518,394 54,830,334
(Loss} income per average commcn share s {0.85) & (0.11) 5 0.04
Diluted earnings per average common share:
Average ghares outrstanding 54,985,716 54,918,354 54,890,334

Dilutive shares resulting from stock options = - -

54,965,716 54,918,394 54,890,334

{Loss) income per average common share $ (0.83) § {ig.11) & 0.04

Income Taxes - The Company and its subsidiaries report income for federal tax
purposes on a consclidated basis. Prior to the Distribution, the Company and its
subsidiaries were included in the consolidated federal income tax return of C-
TEC. Income tax expense is allocated to subsidiaries on a separate return basis
except that the Company's subsidiaries receive benefit for the utilization of
net operating losses and




investment tax credits inecluded in the consolidated return even if such losses
and credits could not have been used on a separate return basias. The Company
accounts for income taxes using Statement of Financial Accounting Standards No.
109 - "Accounting for Income Taxes." The statement requires the use of an asset
and liability approach for financial reporting purposes. The asset and liability
approach requires the recognition of deferred tax agssets and liabilities for the
expected future tax consequences of temporary differences between financial
reporting basis and tax basis of assets and liabilities. If it is more likely
than not that some portion or all of a deferred tax asset will not be realized,
a valuation allowance is recognized.

Investment tax credits ("ITC") for the Company have been deferred in prior years
and are being amortized over the average lives of the applicable property.

Poreign Currency Translation - The Company has a 40% interest in Megacable. For
purposes of determining its equity in the earnings of Megacable, the Company
translates the revenues and expenses of Megacable inkto U.S. dollars at the
average exchange rates that prevailed during the period. Assets and liabilities
are translated into U.3. dollars at the rates in effect at the end of the fiscal
period. Prior to 1997, the Company's share of the gains or losses that result
from this process are shown in the cumulative translation adjustment account in
the common shareholders' equity section of the balance sheet. Effective January
1, 1997, since the three-year cumulative rate of inflation at December 31, 1996
exceeded 100%, Mexico is treated for accounting purposes as having a highly
inflationary economy. As a result, the financial statements of Megacable are
remeasured as if the functional currency were the U.S. dollar. The
remeasurement of the Mexican peso into U.S. dollars creates translation
adjustments which are included in net income. The Company's proportionate share
of gains and losses resulting from transactions of Megacable, which are made in
currencies different from its own, are included in income as they occur.

4. BUSINESS COMBINATIONS

The following business combinations were transacted by wholly owned subsidiaries
of C-TEC. The acquired businesses were transferred to the Company in connection
with the Distributicn.

On August 30, 1996, FNY Holding Company, Inc., formerly a wholly owned
subgidiary of C-TEC ("FNY") acquired from Kiewit Telecom Holdings, C-TEC's
controlling shareholder at the time, an B80.1% interest in Freedom New York, LLC
and all related rights and liabilities ("Freedom") for cash consideration of
approximately $29,000. In addition, FNY assumed liabilities of approximately
$7,600. (In March 1996, Preedom had acquired the wireless cable television
business of Liberty Cable Television). The acquisition was accounted for as a
purchase, and accordingly, Freedom is included in the Company's consolidated
financial statements since September 1986. The full fair value of assets
acquired and liabilities assumed has been reflected in the Company's financial
statements with minority interest reflecting the separate 19.9% ownership.

FNY allocated the purchase price paid on the basis of the fair wvalue of
property, plant and eguipment and identifiable intangible assets acgquired and
liabilities assumed. There was no excess cost over fair value of net assets
acquired.

Contingent ccnsideration of 515,000 was payable in cash and was to be based upon
the number of net eligible subscribers, as defined in the Acquisition Agreement,
in excess of 16,563 delivered to the Company. The contingent consideration is
not included in the acquisition cost total above but was to have been recorded
when and if the future delivery of subscribers ocourred. In addition, PNY paid
5922 to Kiewit Telecom Holdings which represents compensation for foregone
interest on the amount invested by Kiewit Telecom Holdings in Freedom. This
amount has been charged to operations.

On Maxch 21, 1997, the Company paid $15,000 in full satisfaction of contingent
consideration payable for the original acquisition of Freedom. Additionally,
pursuant to the terms of the Freedom Operating Agreement, the assets of RCH
Telaecom Services of New York, Inc., a wholly-owned subsidiary of RCN, were
contributed to Freedom, in which the Company had an 80.1% ownership interest
prior to such




contribution. Subsequent to this contribution, the Company paid $15,000 to
acquire the minority ownership of Freedom. These amounts were primarily
allocated to excess cost over fair value of net assets acquired and are being
amortized over a period of approximately six years. The Company also paid
$10,000 to terminate a marketing services agreement between Freedom and an
entity controlled by Freedom's former minority owners. The Company charged this
amount to operations for the guarter ended March 31, 1997.

On May 15, 1995, C-TEC Cable Systems, Inc., ("RCN Cable") formerly a wholly
owned subsidiary of C-TEC, acquired 40% of the outstanding common stock of Twin
County Trans Video, Inc. ("Twin County") in exchange for cash of approximately

526,300, including a $1,000 deposit made in 1994, and a $4,000, 5% promissory
note of RCN Cable. In addition, RCN Cabkle paid $11,000 in consideration of a
noncompete agreement and assumed liabilities of approximately $16,400. The
remaining shares were subject to an escrow agreement, pending completion of the
merger, and were required to be voted under the direction of RCN Cable. As of
May 15, 1895, RCN Cable algo assumed management of Twin County. As a result, RCN
Cable had control of Twin County and accordingly Twin County is consclidated in
the Company's financial statements since May 1995, the date of the criginal
acquisitieon. The remaining outstanding common stock of Twin County was acquired
in September 1985 in exchange for $52,000 stated value redeemable convertible
preferred stock of C-TEC. The preferred stock has a stated dividend rate of 5%,
beginning January 1, 1996. The fair wvalue of the preferred stock, as determined
by an independent appraiser was $39,500 which was recorded as additional paid-in
capital to the Company. In 1996, the $4,000 promissory note was canceled and RCN
Cable paid cash of $500 in settlement of certain purchase price adjustments.

RCN Cable has allocated the purchase price paid for Twin County on the basis of
the fair value of property, plant and equipment and identifiable intangible
agsets acquired and liabilities assumed. The excess of the consideration for
the acquisition over the fair value of the net assets acquired of approximately
$16,700 has been allocated to goodwill and iz being amortized over a period of
approximately 10 yvears.

In January 1995, RCN Internaticnal Holdings, Inc. {(formerly C-TEC International,
Inc.), formerly a wholly owned subsidiary of C-TEC, purchased a 40% equity
position in Megacable. The aggregate consideration for the purchase was cash of
$84,115. The Company accounts for its investment by the eguity method of
accounting. The original excess cost over the underlying equity in the net
assets acquired is approximately $94,000, which is being amortized on a
straight-line basis over 15 years.

In January 1995, RCN Cable purchased the assets of Higgins Lake Cable, Inc. for
cash of approximately $4,750.

In June 1995, C-TEC invested approximately $2,220 for a one-third interest in a
partnership which intends to provide alternative access telephone service to
commercial subscribers. C-TEC transferred this investment to RCN Cable in 1996
at net book value of $1,977. The Company disposed of its investment in 1997 and
realized a gain of $661.

In November 1995, the Company purchased the assets used in the provision of
residential telephone services in New York by RealCom Office Communications,
Inc. for cash of approximately $1,050.




The following unaudited pro forma summary presents information as if the
acquisitions of Freedom and Twin County had occurred at the beginning of 1996.
The pro forma informaticn is provided for information purposes only. It is based
on historical informaticn and does not necessarily reflect the actual results
that would have occurred nor ig it necessarily indicative of future results of
cperations of the consclidated entities.

Years Ended December 31,

1997 1996
{Unaudited)

Sales $127,297 $110,116
(Loss} from continuing operations before extracordinary items ${72,245) ${20,189}
Net (loss) $153,831) $(16,807)
Pro Forma Earnings Per Share:

(Loss} from continuing operations before extraordinary items 5 (1.31) S {.37}
Net (loss) $ {.98) $ {.31}

5. SHORT-TERM INVESTMENTS

Short-term investments, stated at cost, include the following at December 31,
1997 and 1996:

1897 1996
Federal Agency notes $110, 966 3 -
Commercial Paper 43,859 8,823
Corporate debt securities 222,785 38,008
Certificates of deposit 37,993 -
Total $415,603 $ 46,831

At December 31, 1997, short term investments with an amortized cost of $329,714
have contractual maturities of one to three years. All remaining short term
investments have contractual maturities under one year.

6. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the following at December 31,

1997 1996
Hybrid fiber/coaxial plant $ 157,652 $148,172
Advanced fiber plant 76,572 29,226
Wireless & other plant 4,771 4,245
Buildings, leasehold improvements and land 16,607 10,989
Furniture, fixtures and vehicles 23,399 15,119
Construction in process 28,195 9,013
Other 563 593
Total property, plant and equipment 307,759 220,357
Less accumutlated depreciation {107,419) (84,529)
Property, plant and equipment, net $ 200,340 $135,828

Depreciation expense was $24,257, 519,372 and $13,236 for the years ended
December 31, 1997, 1996 and 1995, respectively.




7. INVESTMENTS AND JOINT VENTURES

Investments at December 31, are as follows:

1957 1896
Megacable $70,363 574,232
Partnership = 2,315
Other 6l =
Total Investments $70,424 $76,547

Investments carried on the equity method consist of the following at
December 31:

Percentage Owned

1997 1396
Megacable 40.00% 40.00%
Partnership Interest = 33.33%
Starpower Communications, LLC 50.00% o
a. In September 1996, RCN and Boston Edison Company ("BECO"), through wholly

owned subsidiaries, entered into a letter of intent to form a joint venture to
utilize 126 fiber miles of BECO's fiber optic network to deliver RCN's
comprehensive communicationsg package in Greater Boston. The venture, in the form
of an unregulated entity with a term expiring in the year 2060, was formed
pursuant to a joint venture agreement dated December 23, 1996 (the "Boston Joint
Venture Agreement®) providing for the organization and operation of RCN-BECOCOM,
LLC {"RCN-BECOCOM"}. RCN-BECOCOM was crganized to own and operate an advanced
fiber optic telecommunications network and to provide, in the warket in and
around Boston, Massachusetts, voice, video and data services, as well as the
communications support component of energy related customer services offered by
BECO. RCN owns 51% of the equity interest in RCN-BECOCOM and BECO, owns the
remaining 49% interest. Future capital contributions are required tc be made on
a 51% and 49% basis for RCN and BECO, respectively.

The closing of the transactions contemplated by the Boston Joint Venture
Agreement occurred on June 17, 1997. RCN will manage the business of RCN-BECOCOM
pursuant to the terms of the Management Agreement and, in consideration
therefor, will receive reimbursgement for its reasonable costs, and a performance
-based fee (based on factors including the number of subscribers and operating
cash flow) to be determined by agreement of RCN and RCN-BECOCOM. The initial
term of the agreement expires on December 31, 2001. The agreement provides for
automatic successive three-year renewal periods, unless notice is given ninety
days before the end of the pericd. As a result of its ownership, management and
control, this joint venture with BECO is consolidated in RCN's financial
statements.

Pursuant to an Indefeasible Right of Use Agreement ("IRU Agreement") , BECO
will, for certain agreed upon fees, (i) provide construction services to build
out the Network, (ii) make available to RCN-BECOCOM (a) all of the available
capacity of BECO's existing fiber backbone, and (b} the ability to use BECO's
real estate, poles, easements and other interests for the construction and
operation of the Network and (iii) maintain the Network. BECO's construction
obligations expire on June 17, 2007 and the term of the IRU Agreement expires on
December 31, 2060. One year before each respective expiration date, BECO agrees
to commence good-faith negotiations to extend construction cobligations beyond
June 17, 2007 and to allow continued use of BECO's facilities beyond December
31, 2060. The fair value of the IRU transferred by BECO to the joint venture is
reflected as "Advanced Fiber Plant® in property, plant and equipment.




BECO will have the right at the time of the Distribution and every two years
thereafter to convert its ownership interest in RCN-BECCOCOM into the Common
Stock of RCN pursuant tc specifie terms and conditions. If BECO exercises its
conversion rights, BECO will remain obligated to make 49% of all cash
contributions by the parties and any cash contributions made after conversion
will result in it owning a portion of RCN-BECOCOM based on the value of RCN-
BECOCOM at the time of the contribution. BECO may exercise its conversion rights
in whole or in part from time to time. In January 1998, BECO notified RCN that
it has elected to exercise its option to the full extent permitted by the
Exchange Agreement with respect to 19%57. RCN and BECO are presently in
discussions with respect to the calculation of the agreed upon value for the
exercise of such option.

b. ©On August 1, 1597, RCN and Potomac Capital Investment Corporation ("PCI"), a
wholly owned subsidiary of PEPCO, entered into a letter of intent (the "Letter
of Intent") to form a jcint venture which will own and operate a communications
network to provide voice, video, data and other communications services to
residential and commercial customers in the greater Washington, D.C., Virginia
and Maryland area (the "Washington, D.C. Market"). Starpower, an unregulated
limited liability company with a perpetual term, was formed on October 28, 1997
to construct, own, lease, operate and market a network for the selling of wvoice,
video, data and other telecommunications services to all potential commercial
and residential customers in the Washington, D.C. Market. RCN owns 50% of the
equity interest in Starpower and PCI owns the remaining 50% interest.

The closing of the Starpower joint venture (the "Starpower Closing") occurred on
December 1%, 1997,

Pursuant to the Amended and Restated Operating Agreement, RCN and Pepco
Communications are each required to make additicnal capital contributions in
accordance with a schedule set forth in such agreement on a 50%/50% basis.
Failure of either RCN or Pepco Communications to make a scheduled capital
contribution or to vote in favor of certain additional capital contributions may
result in the recalculation of equity interests. The business and affairs of
Starpower is to be managed by RCN and Pepco Communications. So long as RCN and
Pepco Communications maintain a 50%/50% equity interest in the joint venture,
each of RCN and Pepco Communications will appoint three members to the operating
committee, the approval of which is required for any business action. Certain
fundamental business actions, such as mergers, acquisitions, sales of
substantially all of the assets, liquidation and amendments to the certificate
of organization or any agreement signed at the Starpower Closing, require the
unanimous approval of the operating committee regardless of whether the parties
continue to maintain a 50%/50% ownership interest. As a result of the joint
control, Starpower is accounted for under the equity method of accounting.

A subsidiary of RCN will provide support services including customer service,
billing, marketing and certain administrative, accounting and technical support
services, each of which shall be provided at cost.

¢. The basis of the Cowpany's investment in Megacable exceeded its underlying
equity in the net assets of Megacable when acquired by approximately $94,000
which excess is being amortized on a straight-line basis over 15 years. At
December 31, 1997, the unamortized excess over the underlying egquity in the net
assgets was $75,886. The Company recorded its proportionate share of (losses) and
amortization of excess cost over net assets of {5$3,869), ($2,190) and ($3,061)
in 1997, 1996 and 1995, respectively.

Effective January 1, 1997, since the three-year cumulative rate of inflation at
December 31, 1996 exceeded 100%, Mexico is being treated for accounting purposes
under Statement of Financial Accounting Standards No. 52 - "Foreign Currency
Translation", as having a highly inflationary economy. As a result, the
financial statements of Megacable are remeasured as if the functional currency
were the U.S. dollar. The remeasurement of the Mexican peso into U.S. dollars
creates translation adjustments which are included in net income. Exchange
gaing {losses) of $(12), $247, and $(932) in 1997, 1996, and 1995, respectively,
including translation losses in 1997, are included in the respective statements
of operations through the Company's proportionate share of losses of Megacable.




The following table reflects the summarized financial position and results of
operations of Megacable as of and for the years ended December 31, 1997 and
1996:

1997 1996

Assets $ 76,323 $ 67,872
Liabilities $ 8,347 5 6,455
Stockholders' eguity $ 67,976 % 61,217
Sales $ 30,441 $ 23,225
Costs and expenses 5 23,389 $ 15,689
Foreign currency transaction gains (losses) 5 {31y % 618
Net income %4 6,653 $ 10,226
8. INTANGIBLE ASSETS
Intangible assets consist of the following at December 31,

Amortization period 1997 1996
Franchises and subscriber lists 2-10.5 years $ 79,273 s 78,720
Noncompete agreements 5-8 years 11,209 11,209
Goodwill 5-10 years 42,787 16,830
Building access rights 3-4 years 15,197 14,920
Other intangible assets 5-15 years 1,469 520
Total intangible assets 145,935 122,199
Less accumulated amortization {53,388} {28,728}
Intangible assets, net $ 96,547 $ 93,471

Amortization expense charged to operations in 1597, 1996 and 1995 was $28, 948,
$19,509 and $9,100, respectively.




9. DEFERRED CHARGES AND OTHER ASSETS

Deferred charges and other assets consist of the following at December 31:

1997 1996
Note and interest receivable - Mazon Corporativo, S.A. de C.V. $17,682 $15,310
Debt issuance costs 19,743 309
Prepaid pension costs - 2,967
Prepaid professional services 938 3,439
Other 2,675 2,121
Total 541,038 524,146

10. DEBT
a. Long-term debt

Long-term debt outstanding at December 31 is as follows:

1937 1996
Senior Secured Notes 9.65% due 1999 3 - %$131,250
Revolving Credit Agreement 3,000 -
Term Credit Agreement 100,000 -
Senior Notes 10% due 2007 225,000 =
Senior Discount Notez 11 1/8% due 2007 358,103 -
Total 686,103 131,259
Due within one year - -
Total Long-Term Debt 5686,103 $131,250

In Qutober 1997, pursuant to Rule 144A of the Securities Exchange Act of 1933,
the Company completed an offering of 10% Senior Nctes with an aggregate
principal amount of $225,000 and 11 1/8% Senior Discount Notes with an aggregate
principal amount at maturity of $601,045, both due 2007, to gualified
institutional huyers as defined in Rule 144A. The Senicr Discount Notes were
issued at a discount and generated gross proceeds to the Company of $350,000. In
December 1997, the Company commenced an SEC registered Exchange Offer of its 10%
Senior Notes due 2007, Series B for any and all outstanding 10% Senior Notes due
2007, Series A and its 11 1/8% Senior Discount Notes due 2007, Series B for any
and all outstanding 11 1/8% Senior Discount Notes due 2007 Series A. The
Exchange Offer closed in January of 1%%8. All outstanding ncotes were exchanged.

The 10% Senior Notes were issued under an indenture dated October 17, 1997 (the
"10% Indenture") between the Company and The Chase Manhattan Bank, as Trustee,
The 10% Senior Notes are general sgenior obligations of the Company which mature
on October 15, 2007 and are collateralized by a pledge of the Escrow Account
which contains approximately 561,000 of the net proceeds from the sale of the
10% Senior Notes plus approximately 351,000 of aggregate interest, representing
tunds that, together with the future proceeds from the investment thereof, will
be sufficient to pay interest on the 10% Senior Notes for six scheduled interest
payments. Interest on the 10% Senior Notes is payable in cash semi-annually in
arrears on each April 15 and October 15, commencing April 15, 1998.

The 10% Indenture containg certain c¢ovenants that, among other things, limit the
ability of the Company and its subksidiaries to incur indebtedness, pay
dividends, prepay subordinated indebtedness, repurchase




capital stock, engage in transactions with stockholders and affiliates, create
liens, sell assets and engage in mergers and consolidations.

The 10% Senior Notes are redeemable, in whole or in part, at any time on or
after October 15, 2002 at the option of the Company. The 10% Senior Notes have
redemption prices starting at 105% of the principal amount and declining to 100%
of the principal amocunt, plus any accrued interest.

The 11 1/8% Senior Discount Notes were issued under an indenture dated October
17, 1997 (the "1l 1/8% Indenture") between the Company and The Chase Manhattan
Bank, as Trustee. The 11 1/8% Senior Discount Notes are general senior
obligations of the Company, limited to $601,045 aggregate principal amount at
maturity and will mature on October 15, 2007. The 11 1/8% Senior Discount Notes
were issued at a discount to yield gross proceeds of $350,000. The 11 1/8%
Senior Discount Notes will not bear cash interest prior to October 15, 2002.

The 11 1/8% Indenture contains certain covenants that, among other things, limit
the ability of the Company and its subsidiaries to incur indebtedness, pay
dividends, prepay subordinated indebtedness, repurchase capital stock, engage in
transactions with stockholders and affiliates, create liens, sell assets and
engage in mergers and consolidations.

The 11 1/8% Senior Discount Notes are redeemable, in whole or in part, at any
time on or after October 15, 2002 at the option of the Company. The 11 1/8%
Senior Piscount Notes have redemption prices starting at 105.562% of the
principal amcunt at maturity and declining to i00% of the principal amount at
maturity, plus any accrued interest.

Certain subsidiaries of the Company, including RCN Cable, have in place a
$125,000 credit agreement comprised of two credit facilities. The first is a
five yvear revolving credit facility in the amount of $25,000 which provides
credit availability through June 30, 2002. Revolving loans may be repaid and
reborrowed from time to time. The second is a term credit facility in the amount
of $100,000 which is to be repaid over six years in quarterly installments from
September 30, 1999 through June 30, 2005. Interest only is due through June 30,
1999, The interest rate is based on either a LIBOR or Base Rate option, at the
election of the Company (6.82% at December 31, 1997). The credit agreement is
collateralized by a pledge by the Company of its stock in RCN Cable and may, in
the future, be secured by pledges of stock of subsidiaries of the Company. At
December 31, 1997, the entire $100,000 term credit facility is outstanding and
$3,000 of the revolving credit facility is outstanding. RCN Cable used a portion
of its initial borrowings under the credit facilities to prepay higher priced
Senior Secured Notes. The early extinguishment of the Senior Secured Notes
resulted in an extraordinary charge of 33,210, net of taxes of 51,728. The
credit agreement containg restrictive covenants which, among other things,
require the Company to maintain certain debt to cash flow and interest coverage
ratios and place certain limitations on additicomal debt and investments. The
Company does not believe that these covenants will materially restrict its
activities.

In 1989, in order to complete the August 29, 1989 Michigan Cable Television
acquisition, RCN Cable entered intc a private placement of Senior Secured Notes
for $150,000 and a 570,000 Revolving Secured Credit Agreement, which was
voluntarily reduced to $60,000 in 1930 and which, in accordance with its terms,
reduced on a quarterly basis, through original scheduled maturity in September
1996. In August 1996, RCN Cable obtained an amendment and waiver related to this
Revolving Secured Credit Agreement which extended final maturity to December
1996 and increased the amount of available borrowings. Additionally, the
restrictive covenant relating to limitations on the amount of capital
expenditures was waived for the year ending December 31, 1996. The Senior
Secured Notes were collateralized by the stock of certain cable subsidiaries of
the Company. On September 1, 1996 and on each September 1 thereafter, a
mandatory principal repayment was required on the Senior Secured Notes. The
Senior Secured Notes contained restrictive convenants which, among other things,
required maintenance of a specified debt to cash flow ratio. These notes were
prepaid in 1997 as discussed above. The Senior




Secured Notes were classified as long-term at December 31, 1996 aince the
Company had the intent and the ability to refinance this obligation on a long-
term basis through the above credit facilities.

In connection with the acquisition of Twin County Trans Video, Inc., RCN Cable
issued a $4,000 promissory note at 5% due in May 2003. The note was unsecured.
In September 19%5, the note was canceled in settlement of certain purchage price
adjustments.

Contractual maturities of long-term debt are as follows:

Year Ending December 31, Aggregate Amounts
1998 $ =
1299 $ 3,750
2000 $11, 250
2001 $16,250
2002 $20,500

b. Short-term debt

At December 31, 1997, the Company had unused lines of credit for $%,500 at prime
{8.50% at December 31, 1997). Short-term unsecured borrowings may be made under
these lines of credit. The amounts available under these lines of credit are
reduced by outstanding letters of credit ($3,060 at December 31,1997). All
unused lines of credit are cancelable at the option of the banks. There are no
commitment or facility fees associated with maintaining availability of the
above-mentioned lines of credit.

11. TIKCOME TAXES

The (benefit) provision for income taxes is reflected in the Consolidated
Statements of Operationzs as follows:

1997 1998 1995

Current:

Fedexral $ {11,795) & &,730 ${5,713}

State 1,449 1,1¢2 375
Total Current {10, 346} 6,832 {5,338}
Deferred:

Federal {10,161} (4,751) 7,016

State {342) (1,000) {377)
Total Deferred (1c,503) {5,751) 6,639
Amortization of ITC - (102) (182)
Provision {(benefit) for income taxes:

Before extraordinary item (20,8439) 979 1,119

Extraordinary item {1,728) - -
Total (benefit} provision for income taxes 5 (22,577) S 979 $ 1,119

At December 31, 1997 and 1995, the Company had tax related balances due from
affiliates of $3,186 and $501, respectively. At December 31, 1996, the Company
had tax related balances due to affiliates of %5817,




Temporary differences that give rise to a significant portion of deferred tax
assets and liabilities at December 31, are as follows:

1997 1396
Net operating loss carryforwards $ 10,078 $ 2,13¢
Alternative minimum tax credits 167 219
Employee benefit plans 1,031 882
Reserve for bad debt 844 693
Start-up costs 586 959
Investment in unconsolidated entity 3,985 4,771
Accruals for nonrecurring charges and contract settlements 2,368 2,2%%
Other, net 1,823 1,828
Total deferred tax assets 20,882 13,841
Property, plant and egquipment (14,759) (15,019}
Intangible assets (11,253) (17,776}
All other (1,257) {1,229}
Total deferred liabilities (27,269) (34,024)
Subtotal (6,387) (20,183)
valuation allowance (8,404) {3,691}
Total deferred taxes ${14,791) %(23,874)

In the opinion of management, based on the future turnaround of existing
temporary differences for the consolidated taxpaying group, primarily
depreciation, the Company will more likely than not be able to realize
subsgtantially all of its deferred tax assets.

A valuation allowance has been provided for the portion of deferred tax assets
which, in the opinion of management is uncertain as tco their realization. The
valuation allowance relates primarily to state net operating loas carryforwards
generated by certain subsidiaries.

The net change in the wvaluation allowance for deferred tax assets during 1997
was an increase of $54,713.

Net operating losses will expire as follows:

Federal State

1999 $ 2,793
2000 3,087
2001 14,532
2002 3,141
2003 10,244
2004 3,787
2011 38,116
2012 8,028
2017 58,218 =
Total $8,218 $83,708
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The provision (benefit) for income taxes is different from the amounts computed
by applying the U.S. statutory federal tax rate of 35%. The differences are as
follows:

For the Years Ended
December 31,

1997 1996 1935

(Loss) income before (benefit) provision for income taxes and

extraordinary item $(70,030}) %(5,010) $3,233
Federal income tax benefit at statutory rate $(24,511) $(1,753) 51,131
State income taxes net of federal income tax benefit 719 66 {33}
Investment tax credits amortized - {102) {50}
Amortization of goodwill 830 779 388
Estimated nondeductible expenses 1,913 1,564 (93)
Adjustment to prior year accrual (197} 421 (161}
Other, net 397 4 (63)
Total (benefit) provision for income taxes ${20,849} & 979 51,119

In 1995, C-TEC received official notification of final settlement from the
Internal Revenue Service relating to the examination of C-TEC's consolidated
federal income tax returns for 1989, 1990 and 1991. The most significant
adjustment relates to the disallowance of the claimed amortization of certain
intangible assets. As a result of the disallowance, the Company's taxes payable
for prior years increased approximately $580. The amount accrued in previous
years was sufficient to satisfy the above adjustment. No additional accrual
during 1995 was required.

In 1997 and 1996, estimated non-deductible expenses relate primarily to charges
in connection with the restructuring of the Company.

12. STOCKHOLDERS' EQUITY AND STOCK PLANS

The Company has authorized 100,000,000 shares of 31 par value common stock and
200,000,000 shares of $1 par value Class B nonvoting common stock. The Company
alsc has authorized 25,000,000 shares of 51 par value preferred stock. At
December 31, 1997, 54,989,870 shares of common stock are issued and ocutstanding.

In March 1998, the Company's Board of Directors approved a two-for-one stock
gplit, payable in the form of a 100% stock dividend. The record date for the
stock split is March 20, 1998. Stockholders of recoxrd at the market cloge on
that date will receive an additional share of RCN common stock for each share
held. The distribution date for the stock dividend will be April 3, 1998. All
share and per share data, stock coption data, and market prices of the Company's
common stock have been restated to reflect this stock split.

In connection with the Distribution, the Company Board adopted the 1997 RCN
Corporation Stock Option Plan ("the 1897 Plan"), designed to provide equity
based compensaticn opportunities to key employees when shareholders of the
Company have received a corresponding benefit through appreciation in the wvalue
of RCN Common Stock.

The 1597 Plan contemplates the issuance of incentive stock options, as well as
stock options that are not designated as incentive stock options, performance-
based stock options, stock appreciation rights, performance share units,
restricted stock, phantom stock units and other stock-based awards
(collectively, "Awards"). Up to 5,000,000 shares of Common Stock, plus 3,040,100
shares of Common Stock issuable in connection with the Distribution related
option adjustments, may be issued pursuant to Awards granted under the 1997
Plan.




Unless earlier terminated by the Company Board,
The Company Board or the Compensation

tenth anniversary of the Distribution.
Committee may, at any time,
suspended, reinstate, the 1957 Plan in whole

Prior to the Distribution, certain employees
awards under C-TEC's stock option plans. In
3,040,100 options covering Common Stock were
adjusted so that each holder would currently
CTE Common Stock, RCN Comnonn Stock and Cable
of shares subject to, and the exercise price

or from time to time,

the 1997 Plan will expire on the
amend or suspend and, if
or in part.

of RCN were granted stock option
connection with the Distribution
igsued. Each C-TEC option was
hold options to purchase shares of
Michigan Common Stock. The number
of, such options were adjusted to

take into account the Distribution and to ensure that the aggregate intrinsic
value of the resulting RCN, Cable Michigan and CTE options immediately after the
Distribution was equal to the aggregate intrinsic value of the C-TEC options

immediately prior to the Distribution.

Information relating to stock options is as follows:

Number of
Shares

Price
Outstanding December 31, 1994 1,431,000
Granted 1,257,000
Exercised =
Canceled 280,000
Qutstanding December 31, 1995 2,408,000
Grankted 190,000
Exercised 58,000
Canceled 272,000
Outstanding December 31, 1986 2,268,000
Granted 4,862,100
Exercised 20,000
Canceled 3,000
Outstanding December 3%, 1997 7,107,100
Shares exercisable December 31, 1997 1,221,000

The following table summarizes stock options

December 31, 1597:
Stock Options
Qutstanding
Heighted Average
Range of Exercise Remaining Waighted Average
Prices Shares Contractual Life Exercise Price

7.5 Years
9.8 Years

$6.24 to 5£8.40
$15.32 to 516.82

3,017,100
4,020,000

Total 7.107,.1C0

BAmdumAEE

§ 7.36
15.33 o o

Weighted
Average
Exarcise

outstanding and exercisable at

Steck Options
Exercisable

Waighted Average

Shares Exercise Price

1,221,000

ErvasuwEn




No compensation expense related to stock option grants was recorded in 1997 as
the option exercise prices were egual to fair market walue on the date granted.

Pro forma information regarding net income and earnings per share is required by
SFAS 123, and has been determined as if the Company had accounted for its stock
options under the fair value method of SFAS 123. The fair value for these
optiong was estimated at the date of grant using a Black Scholes option pricing
model with weighted average assumptions for dividend yield of 0% for 1937, 1996
and 1995; expected volatility of 38.6% prior to the Distribution and 49.8%
subseguent to the Distribution for 1997 39,5% for 1996, and 35.9% for 1995;
rigk-free interest rate of 6.52%, 5.95% and &.32% for 1997, 1996 and 1995,
respectively; and expected lives of 5 years for 1927,19%6 and 1995.

The weighted-average fair value of options granted during 1%%7 was 57.46.
For purposes of pro forma disclosures, the estimated fair value of the options

ia amortized to expense over the options' vesting period. The Company's pro
forma net earnings and earnings per share were as follows:

1297 1996 1995
Net earnings - as reported ${52,391} 5(5,989} $2,114
Net earnings - pro forma ${54,419) $(6,612}) 51,695
Basic earnings per share - as reported $ (0.35} § (0.11} $ 0.04
Basic earnings per share - pro forma $ (0.%9) s (0.12} § €G.03
Diluted earnings per share - as reported 5 (0.95y % (0.11)} % 0.04
Diluted earnings per share - pro forma $ (0.99}) § (¢.12) $ 0.03

In November 1996, the C-TEC shareholders approved a stock purchase plan for
certain key executives {(the C~-TEC "Executive Stock Purchase Plan" or "C-TEC
ESPP") . Under the C-TEC ESPP, participants may purchase shares of C-TEC Common
Stock in an amount of between 1% and 20% of their annual base compensation and
between 1% and 100% of their annual bonus compensation provided, however, that
in no event shall the participanttsa total contribution exceed 20% of the sum of
their annual compensaticn, as defined by the C-TEC ESPP. Participant's accounts
are credited with the number of share units derived by dividing the amount of
the participant's contribution by the average price of a share of C-TEC Commen
Stock at approximately the time such contribution is made. The share units
credited to a participant's account do not give such participant any rights as a
shareholder with respect teo, or any rights as a holder or record owner of, any
shares of C-TEC Common Stock. Amounts representing share units that have been
credited to a participant's account will be distributed, either in a lump sum or
in installments, as elected by the participant, following the earlier of the
participant's termination of employment or three calendar years following the
date on which the share units were initially credited to the participant's
account. It is anticipated that, at the time of distribution, a participant will
receive one gshare of C-TEC Commcn Stock for each share unit being distributed.

Following the crediting of each share unit to a participant's account, a
matching share of Common Stock is issued in the participant's name. Each
matching share is subject to forfeiture as provided in the C~TEC ESPP. The
issuance of matching shares will be subject to the participant's execution of an
escrow agreement. A participant will be deemed to be the holder of, and may
exercige all the rights of a record owner of, the matching shares issued to such
participant while such matching shares are held in escrow.

Shares of restricted C-TEC Common Stock awarded under the C-TEC Executive Stock
Purchase Plan and share units awarded under the C-TEC ESPP that relate to C-TEC
Common Stock were adjusted so that following the Distribution, each such
participant was credited with an aggregate equivalent value of restricted shares
of common stock of Commonwealth Telephone Enterprises, the Company and Cable
Michigan. In 1297, the Company's Board of Directors approved the RCN Corporation
Executive Stock Purchase Plan (the "RCN ESPP"}, with terms substantially the
same as the C-TEC ESPP. The number of




shares which may be distributed under the RCN ESPP as matching shares or in
payment of share units is 250,000. At December 31, 1997, 61,412 matching shares
have been issued under the RCN ESPP, none of which are vested. The Company
recognizes the cost of the matching shares cver the vesting period. Expense
recognized in 1997 and 19%6 was $80 and $145, respectively.

13. PENSIONS AND EMPLOYEE BENEFITS

Prior to the Distribution, the Company's financial statementcs reflect the costs
experienced for its employees and retirees while included in the C-TEC plans.

Through December 31, 1996, substantially all employees of the Company were
included in a trusteed noncontributory defined benefit pension plan, maintained
by C-TEC. Upon retirement, employees are provided a monthly pension based on
length of service and compensation. C-TEC funds pension costs to the extent
necessary to meet the minimum funding requirements of ERISA. Substantially, all
employees of C-TEC's Pennsylvania cable television operations {formerly Twin
County Trans Video, Inc.} were covered by an underfunded plan which was merged
into C-TEC'as overfunded plan on February 28, 1596.

The information that follows relates to the entire C-TEC noncontributory defined
benefit plan. The components of C-TEC's pension cost are as follows:

1996 1995
Benefits earned during the year {service cost) 5 2,365 s 1,656
Interest cost on projected benefit cobligation 3,412 3,083
Actual returrn on plan assets (3,880) {12,897)
Other components - net (1,4586) 8,482
Net periodic pension cost 5 441 $ 324

The following assumptions were used in the determination of the consolidated
projected benefit obligation and net periodic pension cost:

Decenmber 31,
1996 1995

Discount rate 7.5% 7.0%
Expected long-term rate of return on plan assets 8.0% 8.0%
Weighted average long-term rate of compensation increases 6.0% 6.0%

The Company's allocable share of the consclidated net periodic pension cests,
based on the Company's proportionate share of consolidated annualized salaries
ag of the valuation date, was approximately $158 and 5251 for 1996 and 1995,
respectively. These amounts are reflected in operating expenses. As discussed
below, no pension cost {credit) was recognized in 1997.

In connection with the restructuring, C-TEC completed a comprehensive study of
its employee benefit plans in 1996. As a result of this study, effective
December 3], 19296, in general, employees of the Company no longer accrue
benefits under the defined benefit pension plans and became fully vested in
their benefit accrued through that date. C-TEC notified affected participants in
December 1996. In December 1996, C-TEC allocated pension plan assets of 56,984
and the related liabilities to a separate plan for employees who no longer
accrue benefits after lump sum distributions. The allocation of assets and
liabilities resulted in a curtailment/settlement gain of $4,292. The Company's$
allocable share of this gain was $3,437. This gain results primarily from the
reduction of the related projected benefit obligation. The curtailed plan has
agsets in excess of the projected benefit obligation. Such excess amounts to
$3,917 which, along with unrecognized items of §1,148 results in prepaid pension
cost of $2,769, which is included in "Prepayments and other" in the accompanying
1997 and 1996 consolidated balance sheets.




The following table sets forth the plans' funded status and amounts reccgnized
in C-TEC's balance sheet at December 31, 1996:

Plan assets at fair value % 55,325
Actuarial present value of benefit obligations:

Accumulated benefit obligations:

Vested 32,372
Nonvested 1,704
Total 34,0786
Effect of increases in compensation 6,042
Plan assets in excess of (less than) projected benefit obligation 15,207
Unrecognized transition asset {3,463)
Unrecognized prior service cost 2,438
Unrecognized net gain {11, 215)
Prepaid pension cost 5 2,967

C-TEC's pension plan has assets in excess of the accumulated benefit obligation.
Plan assets include cash, equity, fixed income securities and pooled funds under
management by an insurance company. Plan assets include common stock of C-TEC
with a fair value of approximately 55,835 at December 31, 1996.

Prepaid pension cost is included in "Deferred Charges and Other Assets" in the
accompanying 1996 consolidated balance sheet. The prepaid pension asset was
transferred to CTE in connection with the Distribution in 1997.

C-TEC sponsors a 401(k) savings plan covering substantially all employees of the
Company who are not covered by collective bargaining agreements. Contributions
made by the Company to the 401(k) plan are based on a specific percentage of
employees contributions. Contributions charged tc expense were 5354 and $268 in
1996 and 1995, respectively. Contributions charged to expense in 1997 prior to
the Pistribution were $515.

In connection with the Distribution, RCN established a gqualified savings plan
under Section 401(k} of the Code that will alsc qualify as an ESOP under
Sections 401{a) and 4975(e) {(7) of the Code (the "ESCP"). Eligible active
employees under the ESOFP, employees of the Company Businesses who make Section
401(k) contributions and certain other employees will be allocated shares of
Company Common Stock. Contributions charged to expense in 1997 were $5306.

The Company provides certain postemployment benefits to former or inactive
employees of the Company who are not retirees. These benefits are primarily
short-term disability salary continuvance. The Company accrues the cost of
postemployment benefits over employees' service lives. The Company uses the
gervices of an enrolled actuary to calculate the expense. Prior to the
Digtribution, C-TEC allocated the cost of these benefits to the Company based on
the Company's proporticnate share of consolidated annualized salaries. The
Company reimbursed C-TEC for its allocable share of the consolidated
postemployment benefit cost. The net periodic postemployment benefit cost
{credit) was approximately $458, $539 and ($106) in 19397, 1996 and 19955,
respectively.




14. COMMITMENTS AND CONTINGENCIES

a. The Company had various purchase commitments at December 31, 1997 related to
its 1998 construction budget.

h. Total rental expense, primarily for office space and pole rentals, was
%3,505, 53,632 and 32,846 for 1997, 1996 and 1995, respectively. At December 31,
1997, rental commitments under noncancelable leases, excluding annual pole
rental commitments of approximately $794 that are expected to continue
indefinitely, are as follows:

Year Aggregate Amounts
1998 $3,725
1999 53,314
2000 52,939
2001 52,826
2002 $2,848
Thereafter $8,501

c. The Company has outstanding letters of credit aggregating $3,060 at December
31, 1997.

d. The Company has entered into various noncancelable contracts for network
services. Future obligations under these agreements are as follows:

Year Network Services
1998 53,026
1999 53,064
2000 53,012
2001 52,762
2002 3 12
Thereafter $ 14

e. The Company is subject to the provisions of the Cable Television Consumer
Protection and Competition Act of 1992, as amended, and the Telecommunications
Act of 1996. The Company has either settled challenges or accrued for
anticipated exposures related to rate regqulation. However, there is no
agsurance that there will not be additional challenges to its rates.

f. In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the financial position or results of operations or
liquidicty of the Company.

g. The Company has agreed to indemnify Cable Michigan and CTE and their
respective subsidiaries against any and all liabilities which arise primarily
from or relate primarily to the management or conduct of the business of the
Company prior to the effective time of the Distribution. The Company has also
agreed to indemnify Cable Michigan and CTE and their respective subsidiaries
againat 30% of any liability which arises from or relates to the management or
conduct prior to the effective time of the Distribution of the businesses of C-
TEC and its subsidiaries and which is not a true CTE liability, a true Cable
Michigan liability or a true Company liability.

The Tax Sharing Agreement, by and among the Company, Cable Michigan and CTE (the
"Tax Sharing Agreement®), governs contingent tax liabilities and benefits, tax
contests and other tax matters with regpect to tax returns filed with respect to
tax periods, in the case of the Company, ending or deemed to end on or before
the Distribution Pate, Under the Tax Sharing Agreement, Adjustments (as defined
in the Tax Sharing Agreement) to taxes that are clearly attributable to the
Company Group, the Cable Michigan




Group, or the CTE Group will be borne solely by such group. Adjustments to all
other tax liabilities will be borne 50% by CTE, 30% by the Company and 20% by

Cable Michigan.

Notwithstanding the above, if as a result of the acquisition of all or a portion
of the Capital stock or assets of the Company, the Distribution fails to qualify
as a tax-free distribution under Section 355 of the Code, then the Company will
be liable for any and all increases in tax attributable thereto.

h. Under the Starpower Amended and Restated Operating Agreement, the Company is
committed to make quarterly capital contributions aggregating the following in
the years ended December 31:

1998 $56,250
1999 $68,750
2000 $25,000

i. If, within five years after the Distribution, the ESOP portion of the 401 (k}
Plan does not hold shares representing at least 3% of the number of shares of
Company Common Stock outstanding immediately after the Distribution as increasged
by the number of shares issuable to BECO pursuant to the Exchange Agreement
{collectively, "Outstanding Company Common Stock") with a market value at such
time of not lesg than $24,000, RCN will issue tc the ESOP, in exchange for a
note from the ESOP (the "ESOP Note"), the amount of Company Common Stock
necessary to increase the ESOP's holdings of Company Common Stock te that level,
provided, however, that RCN is not obligated to issue shares to the ESOP in
excess of 5% of the number of shares of Outstanding Company Common Stock.




15. AFFILIATE AND RELATED PARTY TRANSACTIONS

The Company had the following transactions with affiliates during the years
ended December 31, 1997, 1996 and 1995:

1997 1556

Corporate office costs allocated to affiliates $12,091 $12,362 S
Cable gtaff and customer service costs allocated to

Cable Michigan 3,489 3,577
Interest income on affiliate notes 8,688 15,119
Interest expense on affiliate notes 537 354
Long-distance terminating access charge expense from CTE 1,312 728
Rovalty fees charged by CTE 669 859
Revenue from engineering services = 296
Cther affiliate revenues 1,576 =
Other affiliate expenses 2,199 1,980

At December 31, 1997 and 1996, the Company has accounts receivable from related
parties of £9,829 and $12,614, respectively, for these transactions. At
December 31, 1997 and 1996, the Company has accounts payable to related parties
of $3,748 and $4,880, respectively, for these transactions.

The Company had notes receivable of $7,914 in 1296 from advances by the
Company's corporate financial services company to CTE. The Company also had
notes receivable of $147,567 at December 31, 1996, from Cable Michigan, Inc.
primarily related to the acquisition of the Michigan cable operations and
subsequent operations. &all intercompany notes receivable were settled in
connecticon with the Distribution.

The Company had notes payable of 511,854 in 1996 from excess cash advanced by
CTE to the Company's corporate financial services company for investment. All
intercompany notes payable were settled in connecticon with the Distribution.

l6. OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

Certain financial instruments potentially subject the Company to concentrations
of credit risk. These financial instruments consist primarily of trade
receivables, cash and temporary cash investments, and short-term investments.

The Company places its cash and temporary investments with high credit guality
financial institutions and limits the amount of credit exposure to any one
financial institution. The Company also periodically evaluates the
creditworthiness of the institutions with which it invests. The Company doces,
however, maintain unsecured cash and temporary cash investment balances in
excess of federally insured limits.

The Company's trade receivables reflect a customer base primarily centered in
the Boston to Washington, D.C. corridor of the United States. The Company
routinely assesses the financial strength of its customers., As a conseguence,
concentrations of credit risk are limited.

17. DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS
a. Cash and temporary cash investments
The carrying amount approximates fair value because of the short maturity of

these instruments.
b. Short-term investments

1995

10,009

2,952
17,340
279
862
533
2,169
6
2,090




Short-term investments consist of commercial paper, corporate debt securities,
certificates of deposit and federal agency notes. Short-term investments are
carried at amortized cost which approximates fair value due to the short period
of time to maturity.

¢. Long-term investments

Long-term investments consist of investments accounted for under the equity
methed for which disclosure of fair value is not required. The note and
interest receivable are carried at cost plus accrued interest which management
believes approximates fair value.

d. Investments restricted for debt service

Investments restricted for debt service consists of an amount placed in escrow
from the proceeds of the 10% Senior Notes which, together with the proceeds from
the investment thereof, will be sufficient to pay interest on the 10% Senior
Notes for six scheduled interest payments. Investments restricted for debt
service are carried at amortized cost.

e. Long-term debt

The fair wvalue of fixed rate long-term debt was estimated based on the Company's
current incremental borrowing rate for debt of the same remaining maturities.
The fair value of floating rate debt is considered to be equal to the carrying
value since the debt reprices at least every six months and the Company believes
that its credit risk has mnot changed from the time the floating rate debt was
borrowed and therefore, it would cobtain similar rates in the current market.

f. Letter of credit

The contract amount of letters of credit represents a reasonable estimate of
their value since such instruments reflect fair value as a condition of their
underlying purpose and are subiect to fees competitively determined in the
marketplace.

The estimated carrying fair value of the Company's financial instruments are as
follows at December 31:

Carrying Carrying
Amount Fair value Amount FairValue

Financial Assets:

Cash and temporary cash investments $222,910 $222,910 § 61,843 $ 61,843
Short-term investments $415,603 $415,603 S 46,831 $ 46,831
Note and interest receivable $ 17,682 $ 17,682 & 15,310 $ 15,310
Investments restricted for debt service $ 61,911 5 61,911 - -

Financial Liabilities:
Fixed rate long-term debt:

Senior Secured Notes s - 3 - $131,250 $137,459

Senior Notes 10% $225,000 $233,438 - -

Senicor Discount Notea 11.125% $358,103 $377,156 - =
Floating rate long-term debt:

Revolving Credit Agreement $ 3,000 s 3,000 = =

Term Credit Agreement $100,000 $100,000 ~ =

Unrecognized financial instruments:
Letters of credit $ 3,060 $ 3,060 & 3,060 5 3,060




18. QUARTERLY INFORMATION (Unaudited)

1997 lst Quarter 2nd Quarter ird Quarter 4th Quarter
Sales 5 29,677 $ 31,029 5 31,148 $ 35,443
Operating income {loss) before depreciation,

amertization and nonrecurring charges $ 4,153 ] 850 ($4,332) (58,341)
Operating {loas} ${18,037) ${12,416) 2(18,011) 5{22,411)
Losg before extraordinary tharcge N/A N/B N/A ${17,1186)
Loge before extracrdinary charge per

average commorn share N/A N/A N/A $ (0.31)
Common Stock

High N/A N/R $ 16.63 $ 21.83

Low N/A N/A $ 12.44 $ 12.50
1996 1st Quarter 2nd JQuarter 3rd Quarter 4th Quarter
Sales 5 24,165 S 24,852 $ 26,746 & 29,147
Operating income before depreciation

and amortization 5 4,199 s 7,777 $ 9,188 $ 4,639
Operating (loass) 5 (4,621) $ (1,233) $ {19) § (7,205)

19. SUBSEQUENT EVENTS

a. In February 1998, the Company completed an offering of 9.8% Senior Discount
Notes with an aggregate principal amount at maturity of $567,000, due February
2008. The 9.8% Senior Discount Notes were issued at a discount and generated
gross proceeds to the Company of $350,587.

The 9.8% Senior Discount Notes are general senior obligations of the Cowmpany,
limited to $567,000 aggregate principal amount at maturity and will mature on
February 15, 2008. The 9.8% Senior Discount Notes were issued at a discount to
yield gross proceeds of $350,587. The 9.8% Senior Discount Notes will not pay
cash interest prior to Februvary 15, 2003. The yield to maturity of the 9.8%
Senior Discount Notes, determined on a semi-annual bond equivalent basis, will
be 9.8% per annum.

The 9.8% Indenture contains certain c¢ovenants that, among other things, limit
the ability of the Company and its subsidiaries to incur indebtedness, pay
dividends, prepay subordinate indebtedness, repurchase capital stock, engage in
transactions with stockholders and affiliates, create liens, sell assets and
engage in mergers and consolidations.

The 9.8% Senior Discount Notesg are redeemable, in whole or in part, at any time
on or after Pebruary 15, 2003 at the option of the Company. The 92.8% Senior
Discount Notes may be redeemed at redemption prices starting at 104.9% of the
principal amount at maturity and declining to 100% of the principal amount at
maturity, plus any accrued and unpaid interest.

b. On January 21, 1998, RCN entered into the Agreement and Plan of Merger (the
"Ercls Merger Agreement") among RCN, Erols Internmet, Inc. ("Erols"}, Erol
Onaran, Gold & Appel Transfer, S.A., a British Virgin Islands corporation ("Gold
& Appel"), and ENET Holdings, Inc., a Delaware corporation and a wholly owned
subsidiary of RCN ("ENET"), to acgquire all of the outstanding shares of common
stock of Erols. The mercer was consummated on February 20, 1998. Erols merged
with and into ENET {the "Erols Merger"), with ENET as the surviving corporation.
The approximate total Erols Merger consideration was $29,200 in cash, 1,730,648
shares of RCN common stock plus the assumption and repayment of $5,800 of debt.
Additionally, the Compary is converting approximately 999,000 Erols stock
options to 699,104 RCN stock options at an average exercise price of $3.424 per
share. The transaction was accounted for under the purchase method of
accounting.




RCN expects to contribute to Starpower approximately 60% of the subscribers
acquired in the acquisition of Erols.

c. On January 21, 1998, RCN, UNET Holdings, Inc., a wholly owned subsidiary of
RCN, and Ultranet Communications, In¢c. ("Ultranet"} entered into an Agreement
and Plan of Merger (the "UUltranet Merger Agreement"). The total consideration
for the acquisiticn was 7,368 in cash, 890,384 shares of RCN common stock, and
53,000 in deferred compensation. Additionally, the Company is converting 63,500
UltraNet stock options to 117,052 RCN stock options at an average exercise price
of $1.825 per share and making cash payments aggregating approximately $503 to
certain other holders of WJltraNet stock options. The transaction was
consummated on February 27, 1998. The transaction was accounted for under the
purchase method of accounting.

RCN expects to contribute to RCN-BECOCOM approximately 30% of the subscribers
acquired in the acquisition of Ultranet.

d. RCN paid $12,500 in cash in January 1998 as its initial capital contribution
to Starpower.

e. In January 1998, BECO notified RCN that it has elected to exercise its
option to the full extent permitted by the Exchange Agreement (Note 7) with
respect to 1997. RCN and BECO are presently in discussions with respect to the
calculation of the agreed upon value for the exercise of such option.

f. On February 27, 1998, the Company entered into an Agreement and Plan of
Merger (the "Merger Agreement") with Lancit Media Entertainment, Ltd. ("Lancit")
and LME Acquisition Corporation ("MergerSub"}, a wholly owned subsidiary of RCN.
Pursuant to the terms of the Merger Agreement, MergerSub will be merged with and
into Lancit (the "Merger") such that immediately following the Merger, Lancit
will be a wholly-owned subsidiary of RCN. The consummation of the Merger is
subject to customary conditions, including the adoption and approval of the
Merger and the Merger Agreement by the stockholders of Lancit in accordance
with the provisions of applicable law and the filing and effectiveness of a
registration statement of RCN. There is no assurance that this transaction will
be consummated.




REPORT OF MANAGEMENT

The integrity and objectivity of the financial information presented in these
financial statements is the responsibility of the management of RCN Corporation.

The financial statements report on management's accountability for Company
operations and assets. To this end, management maintains a system of internal
controls and procedures designed to provide reascnable assurance that the
Company's agsets are protected and that all transactions are accounted for in
conformity with generally accepted accounting principles. The system includes
documented peolicies and guidelines, augmented by a comprehensive program of
internal and independent audits conducted to moniter overall accuracy of
financial information and compliance with established procedures.

Coopers & Lybrand, L.L.P., independent accountants, conduct a review of internal
accounting controls to the extent required by generally accepted auditing
standards and perform such tests and procedures as they deem necessary to arrive
at an opinion on the fairness of the financial statements presented herein.

The Board of Directors meets its responsibility for the Company's financial
statements through its Audit Committee which is comprised exclusively of
directors who are not officers or employees of the Company. The Audit Committee
recommends to the Board of Directors the independent auditors for election by
the shareholders. The Committee alsoc meets periodically with management and the
independent and internal auditors to review accounting, auditing, internal
accounting controls and financial reporting matters. As a matter of policy, the
internal auditors and the independent auditors periodically meet alone with, and
have access to, the Audit Committee.

\s\ Bruce C. Godfrey
Bruce C. Godfrey
Executive Vice President
Chief Financial Officer




REPORT OF INDEPENDENT ACCOUNTANTS

To Shareholders of RCN Corporation:

We have audited the consolidated financial statements and financial statement
schedules of RCN Corporation and Subsidiaries listed in Item 1l4(a) of this Form
10-K. These financial statements and financial statement schedules are the
regponsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements and financial statement schedules based on
our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. BAn audit also includes
asgessing 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 consclidated financial position of RCN
Corporation and Subsidiaries as of December 31, 1997 and 1996, and the
consolidated results of their operations and their cash flows for each of the
three years in the period ended December 31, 1997 in conformity with generally
accepted accounting principles. In addition, in our opinion, the financial
statement schedules referred to above, when considered in relation to the basic
financial statements taken as a whole, present fairly, in all material respects,
the information required to be included therein.

\s\ Coocpers & Lybrand L.L.P.
COOPERS & LYBRAND, L.L.P.
2400 Eleven Penn Center
Philadelphia, Pennsylvania
March 13, 1998




EXHIBIT 10.M

AMENDED AND RESTATED
OPERATING AGREEMENT
OF
STARPOWER COMMUNICATIONS, LLC

Thigs AMENDED AND RESTATED OPERATING AGREEMENT OF STARPOWER COMMUNICATIONS, LLC

(this "Agreement”) is made and entered into effective as of , 1997
(the "Effective Date"), by and between Pepco Communications, L.L.C. ("PCI-Sub"}
and RCN Telecom Services of Washington, D.C., Inc. ("RCN-Sub").

WHEREAS the Members have entered intec an initial LLC operating agreement dated
as of Octcber 28, 1997 (the "Initial Operating Agreement") and desire to amend
and restate the Initial Operating Agreement, in its entirety.

FOR AND IN CONSIDERATION OF the mutual covenants, rights, and obligations set
forth in this Agreement, fthe benefits to be derived therefrom, and other good
and valuable consideration, the receipt and the sufficiency of which sach Member
acknowledges, the Members agree that the Initial Operating Agreement is hereby
amended in its entirety as follows:

ARTICLE 1

DEFINITICNS

1.1 CERTAIN DEFINITIONS. As used in this Agreement, the following terms have
the following meanings:

"Act" means the Delaware Limited Liability Company Act.

"adjusted Capital Account Deficit" means, with respect to any Member, the
deficit balance, if any, in such Member's Capital Account as of the end of the
relevant fiscal year of the Company (i) increased by an amount equal to the sum
of such Member's allocable share of the Company's Minimum Gain attributable to
Company Nonrecourse Liabilities and such Member's allocable share of the
Company's Minimum Gain attributable to Member Nonrecourse Debt, in each case as
computed on the last day of such fiscal year in accordance with applicable
Regulations and (ii} reduced by all reasonably expected adjustments,

allocations and distributions described in Regulations Sections 1.704 -
1(b){2) (ii) (d) (4), (5) and (6). This definition of Adjusted Capital Account
Deficit is intended to comply with the provisions of Regulations Section 1.704-
1(b) (2) {(ii) {d} and shall be interpreted consistently therewith.

"Affiliate" means, with respect to any Person or Entity, any other Person
directly or indirectly through one or more intermediaries, Controlling,
Controlled by, or under common Control with that first Person.




"Agency Agreement" means the Agency Agreement by and among RCN-Sub, RCN
Telecom Services of Maryland, Inc., RCN Telecom Services of Virginia, Inc. and
the Company dated as of the date hereof and attached hereto as Exhibit A.

"Agents" has the meaning, solely for the purpose of Section 13.8, given that
term in Section 13.8.

"Agreed Value" of any Contributed Property means the fair market value of
such property or other consideration as determined by agreement of all of the
Members using such reasonable method of valuation as they may adopt for that
Contributed Property contributed after the date hereof.

"Agreement" has the meaning giwven that term in the introductory paragraph

hereof.

"Assignment of Benefits Agreement" means the Assignment of Benefits

Agreement,

dated as of the date hereof, between RCN-Sub and the Company and

attached hereto as Exhibit B.

"Bankrupt Member" means any Member:

(a}

(b)

that (i) makes a general assignment for the benefit of creditors, (ii)
files a voluntary bankruptecy petition, (iii) becomes the subject of an
order for relief or is declared a bankrupt or insolvent in any federal
or state bankruptcy or insolvency proceeding, (iv) files a petition or
answer seeking for such Member a reorganization, arrangement,
composition, readjustment, liquidation, dissolution, or similar relief
under any law, statute or regulation, (v) files an answer or other
pleading admitting or failing to contest the material allegations of a
petition filed against such Member in a proceeding of the type
described in clauses (i)-(iv), (vi) seeks, consents to, or acquiesces
in the appointment of a trustee, receiver, or liquidator of the Member
or of all or any substantial part of the Member's properties, or

with respect to which (i) a proceeding is commenced seeking
reorganization, arrangement, composition, readjustment, ligquidaticn,
dissolution, or similar relief under any law, statute or regulation,
and 120 days have expired without the proceeding being dismissed, or
(ii) without that Member's consent or acquiescence, a trustee,
receiver, or ligquidatcr is appointed of that Member or of all or any
substantial part of its properties and 90 days have expired without
the appointment being vacated or stayed, or if stayed, 90 days have
expired after
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the date of expiration of a stay, unless the appeointment
has been vacated.

"Baltimore Gag Merger® shall mean the merger of PEPCO and Baltimore Gas and
Electric Company ("BGE") into Constellation Energy Company, a newly formed
company, pursuant to a merger agreement entered into between PEPCO and BGE, to
create an integrated, non-holding company structure. The companies are awaiting
regulatory approvals before the merger can be completed. The exact structure of
the subsidiaries of the companies has not yet been determined. In the event the
Baltimore Gas Merger does not occur, a strategic alliance between PCI and a BGE
entity may occur.

"Basic Agreements" means this Agreement, the Non-Competition Agreement, the
IRU Agreement, the Support Services Rgreement, the Assignment of Benefits
Agreement, the PCI Guarantee, the RCN Guarantee, the Overhead Attachment
Agreements, the Agency Agreement and the Contributicn Agreement.

"Business Day" means any day other than a Saturday, a Sunday or a holiday on
which banks in the District of Columbia generally are closed.

"Business Plan" has the meaning given that term in Section 7.17.

"Capital Account" means the capital accounts maintained with respect to
Membership Interests pursuant to Section 6.1.

"Capital Calls" has the meaning given that term in Section 4.2(b}.

"Capital Contribution" means contributions of capital to the Company as set
forth in Schedule I and any other contribution of capital, whether in cash
or in kind, made in accordance with this Agreement except Non-Cash Capital
Contributions.

"Carrying Value" means, with respect to any asset, the asset's adjusted tax
basis for federal income tax purposes except as follows:

{a) The initial Carrying Value of any asset contributed tec the Company by a
Member shall be the Agreed Value of such asset;

{b} Consistent with the provisions of Section 1.704-1{(b) {2} (iv) {f) of the
Regulations, the Carrying Value of all Company assets shall be adjusted to equal
their respective gross fair market values upon the happening of any of the
following events: (i) issuance of additional Membership Interests to new or
exigting Members for more than a de minimis amount of cash or Contributed
Property, (ii) immediately prior to a distribution
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to a Member of more than a de minimis amount of Company property {(other than a
distribution solely of cash that is not in redemption or retirement of a
Membership Interest) in consideration for an interest in the Company and {(iii)
the liquidation of the Company within the meaning of Regulations Section 1.704-
1{b} {2} (ii) (g).

(c) The Carrying Values of Company assets shall be increased or decreased to
reflect any adjustments to the adjusted basis of such assets pursuant to Section
734 (b) or Section 743 (b} of the Code, but only to the extent that such
adjustments are taken into account in determining Capital Accounts pursuant to
Regulations Section 1.704-1(b) (2) (iv) {m), Section 6.2(b) {(vii} hereof and
paragraph (e} of the definition of Net Income or Net Loss.

If the Carrying Value of an asset has been determined or adjusted pursuant
to subparagraphs (a}), (b) or {(c) of the definition for Carrying Value, such
Carrying Value shall be adjusted thereafter by the Depreciation taken into
account with respect to such asset for purposes of computing the amount of Net
Income or Net Loss.

*Certificate” has the meaning given that term in Section 2.1.

"Change of Control" of a Member shall be deemed to have occurred when the
Member Parent of such Member or a Wholly Owned Affiliate of such Member Parent
shall no longer (i) beneficially own, directly or indirectly, wmore than 50% of
the outstanding voting interests in such Member entitled to vote generally in
the election of directors, managers or other members of the management group of
such Member or (ii)} otherwise contrcol the management of such Member; provided,

however, that the Baltimore Gas Merger shall not be deemed a Change of
Control for the purposes of this Agreement.

"Change of Control Member" has the meaning given that term in Section 3.3.

"*Change of Control Member's Interest"™ has the meaning given that term in
Secticon 3.3.

"Change of Control Notice" has the meaning given that term in Section
3.3(b) (ii).

"Code" means the Internal Revenue Code of 1986 and any successor statute, as
amended from time to time.

"Company" means Starpower Communications, LLC, a Delaware limited liability
Y
company .

-4-




"Company Nonrecourse Deductions" means the amount of deductions, losses and
expenses attributable to Company Nonrecourse Liabilities, as determined in
accordance with applicable Regulations.

"Company Nonrecourse Liabilities" means nonrecourse liabilities (or portions
thereof) of the Company for which nc Member (or any Person related to a
Member) bears the Economic Risk of Loss.

"Contributed Property" means each property or other asset, in such form as
may be permitted by the Act, but excluding cash, contributed to the Company.

"Contribution Agreement" means the Contribution Agreement, of even date
herewith, by and between RCN-Sub and the Company.

"Control" (including the terms “"Controlling®, "Controlled by" and "under
common Control with") of an Entity means the power to direct or cause the
direction of the management or poclicies of such Entity, whether through the
ownership of voting securities, by agreement or otherwise.

"Cost" shall mean reascnable costs incurred including (a) all costs directly
related to the relevant transactions and (b) indirect project/departmental,
general and administrative overheads which have an agreed upon relationship to
the Company and can be allocated on an agreed upon fair basis at their cost, but
no element of markup or profit by a Member Parent, subsidiary or any Affiliate,
shall be included in any costs charged to the Company unless agreed to in
advance in writing by the Members. The direct costs of a Member resulting from
transactions with its Member Parent, or any subsidiary or Affiliate, shall
reflect a consistent and fair transfer pricing methodology at its cost and
agreed to by the Members. Cost shall not exceed the fair market price for
identical or substantially similar transactions. Notwithstanding anything herein
to the contrary, the facilities and services provided pursuant to the IRU
Agreement, the Master Facility Lease Agreement and the Pole Attachment
Agreements shall be provided at the value as set forth therein.

"Covenant Viclation" has the meaning given that term in Section 7.11.
"Deadlock Event" has the meaning given that term in Section 7.15.

"Default Interest Rate" means the prime rate charged by Citibank, N.A., plus
5%.

"Delinquency Notice" has the meaning given that term in Section 4.3 (a}.
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"Delinguent Member" with respect to a Capital Contribution means a Member
who fails to pay its portion of such Capital Contribution at the time and in the
amount required under this Agreement following notice and an opportunity to cure
such failure in accordance with Section 4.3 hereof.

"Depreciation” means, for each fiscal year or other relevant period, an
amount eqgual to the depreciation, amortization or other cost recovery deduction
allowable with respect to an asset for such year or other relevant period,
except that if the Carrying Value of an asset differs from its adjusted basis
for federal income tax purposes at the beginning of such year, Depreciation
shall be an amount which bears the same ratio to such beginning Carrying Value
as the federal income tax depreciaticn, amortization or other cost recovery
deduction for such year bears to such beginning adjusted tax basis; provided,
however, that if the adjusted basis for federal income tax purposes of an asset
at the beginning of such year is zero, Depreciation shall be determined with
reference to such beginning Carrying Value using any reasonable method selected
by the Tax Matters Partner.

"Disapproving Member" has the meaning given that term in Section 7.11.

"Disapproving Member Loan" has the meaning given that term in Section
7.11{(d) (ii).

"Dispose, " "Disposing," or "Disposition" means a sale, assignment, transfer,
exchange, pledge, grant of a security interest, or other disposition or
encumbrance, or the acts therecof.

"Disputing Member” has the meaning given that term in Section 7.15(b} (i).

"Dispute Notice” has the meaning given that term in Section 7.15(b}) (i).

"Dispute Price" has the meaning given that term in Section 7.15(b) (i).

"Economic Risk of Loss" has the meaning ascribed to it in Section 1.752-2 of
the Regulaticns.

"Effective Date® has the meaning given that term in the intrecductory
paragraph hereof.

"Electing Member"” has the meaning given that term in Section 3.2(b) (vi}.
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"Entity" means any corporation, limited liability company, general
partnership, limited partnership, venture, trust, business trust, estate or
other entity.

"Estimated Value has the meaning given that term in Secticon 3.3 (b} (ii).

"Forecast Member Tax Reguirements" means an annual amount computed by taking
the taxable income to be reported by a Member as a result of its Sharing Ratio
in the Company for any fiscal year multiplied by the highest, then applicable,
federal income tax rate and the estimated average, then applicable, state income
tax rate which would be applied to the taxable income reported by such Member
for that fiscal year of the Company, reduced by any tax credits or other
benefits available to such Member solely as a result of the operations of the
Company, but irrespective of such Member's separate net operating loss, tax
credit or other tax benefit which may be available to such Member for that
fiscal vyear.

"GAAP" means the generally accepted accounting principles in the United
States of America in effect from time to time.

"General Interest Rate" means a rate per annum equal to the lesser of (a) a
varying rate per annum that is equal to the interest rate publicly gquoted by
Citibank, N.A., from time o time as its prime commercial or similar reference
interest rate, with adjustments in that varying rate to be made on the same date
as any change in that rate, and (b) the maximum rate permitted by applicable
law.

"Governmental Entity" has the meaning given that term in Section
2.5(a) (1ii).

"Holding Company"” means a Holding Company as defined in Section 2{(a) {7) of
PUHCA.

"Initial LLC Agreement" means that certain operating agreement, dated as of
October 31, 1997, entered intoc by RCN-Sub and PCI-Sub and attached hereto as
Exhibit C.

"IRU Agreement" means that certain Fiber Use Agreement entered into by the
Company and PEPCO of even date herewith in the form attached hereto as
Exhibit D.

"Majority Interest" means, in combination, Membership Interests of one or
more Members which, in the aggregate, are entitled to a combined Sharing Ratio
of more than 50%.

"Major Cost Categoriesg" has the meaning given that term in Section 7.13.
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"Manager” has the meaning given that term in Section 7.2.
"Marks" has the meaning given that term in Section 2.14({(a).

"Member" means any Person executing this Agreement as of the date hereof as
a member or hereafter substituted or admitted to the Company as a Member as
provided in this Agreement, but does not include any Person who has ceased to be
a Member in the Company. For purposes of this Agreement, all consents, elections
or other actions by a Member shall be acted upon by such Member and any of its
Affiliates who are also Members, acting asg a single Member for purposes of any
such consent, elections or other actions hereunder.

"Members Committee" has the meaning given that term in Section 7.1.

"Member Nonrecourse Debt® means any nonrecourse debt of the Company for
which any Member (or any Person related to a Member) bears the Economic Risk of
Loss, as determined in accordance with applicable Regulations.

"Member Nonrecourse Deductions" means, with respect to Member Nonrecourse
Debt, the amount of deductions, losses and expenses equal to the net increase
during the year in Minimum Gain attributable to Member Nonrecourse Debt, reduced
(but not below zero) by the proceeds, if any, of auch Member Nonrecourse Debt
distributed during the year to the Members who bear the Economic Risk of Loss
for such debt, as determined in accordance with applicable Regulations.

"Member Parent" means, with respect to RCN-Sub, RCN,and, with respect to
PCI-Sub, PCI, and their respective successors and assigns, whether by means of
merger, spinoff or otherwise, provided that, (a} if PCI-Sub becomes a subsidiary
of another Entity following compliance with Section 3.3 hereof, then the Member
Parent with respect to PCI-Sub shall mean such other Entity and (b) if RCN-Sub
becomes a subsidiary of another Entity following compliance with Section 3.3
hereof, then the Member Parent with respect to RCN-Sub shall mean such other
Entity.

"Membership Interest" means the interest of a Member in the Company,
including, without limitation, such rights to distributions (ligquidating or
otherwise), allocations, information and to consent or approve as shall be
provided by law or by this Agreement.

"Minimum Gain" means (i) with respect to Company Nonrecourse Liabilities,
the amount of gain that would be realized by the Company if it disposed of (in a
taxable transaction) all Company properties that are subject to Company
Nonrecourse Liabilities
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in full satisfaction of asuch liabilities, computed in accordance with applicable
Regulations or (ii) with respect to each Member Nonrecourse Debt, the amount of
gain that would be realized by the Company if it disposed of {(in a taxable
transaction) the Company property that is subject to such Member Nonrecourse
Debt in full satisfaction of such debt, computed in accordance with applicable
Regulations.

'"Net Agreed Value" means (i) in the case of any Contributed Property, the
Agreed Value of such property reduced by any liabilities either assumed by the
Company upon such contribution or to which such property is subject when
contributed and {(ii) in the casze of any property distributed to a Member by the
Company, the Company's Carrying Value of such property (as adjusted pursuant to
clause (b){ii)} of the definition of Carrying Value) at the time such property is
distributed, reduced by any liabilities either assumed by such Member upon such
distribution or to which such property is subject at the time of distribution,
in either case, as determined under Section 752 of the Code and any other
applicable provisions of the Code.

"Net Income® or "Net Logs" means, for each fiscal year or other period, the
taxable income or loss of the Company, as determined in accordance with Section
703 of the Code, with the following adjustments:

(a} Any income of the Company that 1s exempt from federal income tax and
not otherwise taken into account in computing Net Income or Net Loss
shall be added to such taxable income or loss;

{b) Any expenditures of the Company described in Section 705(a} (2} (B) of
the Code or treated as Code Section 705(a) (2) (B) expenditures pursuant
to Regulations Section 1.704-1(b} (2) {iv} (i} and not otherwise taken
into account in computing Net Income or Net Loss shall be subtracted
from such taxable income or loss;

{c) In the event that the Carrying Value of any Company asset is adjusted
pursuant to paragraph {(b) of the definition for Carrying Value, the
amount of such adjustment shall be taken into account as gain or loss
from the disposition of such asset for purposes of computing Net
Income or Net Loss;

(d) Gain or loss resulting from any disposition of property with respect
to which gain or loss is recognized for federal income tax purposes
shall be computed by reference to the Carrying Value of the property
disposed of, notwithstanding that the adjusted tax basis of such
property differs from its Carrying Value;

-9-




(e) To the extent that an adjustment to the adjusted tax basis of any
Company asset pursuant to Section 734(bk) or Section 743(b) of the Code
is required pursuant to Regulations Section 1.704-1(b) (2) {iv) (m) (4) to
be taken into account in determining Capital Accounts as a result of a
distribution other than in complete liguidation of a Member's
Membership Interest, the amount of such adjustment shall be treated as
an item of gain (if the adjustment increases the basis of the asset}
or loss (if the adjustment decreases the basis of the asset) from the
disposition of the asset and shall be taken into account for purposes
of computing Net Income or Net Loss;

(f) In lieu of depreciation, amortization and other cost recovery
deductions taken into account in computing such taxable income or
loss, Depreciation shall be taken into account.

(g} Any items which are specially allocated pursuant to Section 6.2(b)
hereof shall not be taken into account in computing Net Income or Net
Loss.

"Net Operating Available Cash" means at the time ¢of determination, (a) all
cash and cash equivalents on hand in the Company, plus (b) for the twelve month
period following the date of determination, forecast net income of the Cowmpany,
plus the sum of forecast depreciation, amortization and other non-cash charges
to income, in each case to the extent deducted in determining such net income,
plus the forecast cash proceeds of dispositions of assets (net of expenses),

plus an amount equal to the forecast net proceeds of debt financings, less {c}
the Forecast Cash Requirement, if any, of the Company, as determined by the
Members. For purpcses of this definition, Forecast Cash Requirement means, for
the twelve-month period following the date of determination, projected capital
expenditures, cash contributions to other entities and other casgh investments,
cash payments in connec¢tion with acgquisitions, cash income tax payments and debt
service (including principal and interest)} reguirements and other non-cash
credits to income, plus forecast cash reserves for future operations or other

reguirements.
"1998 Business Plan" has the meaning given that term in Section 7.17.

"Non-Cash Capital Contribution" has the meaning given that term in Section
5.2.

"Non-Competition Agreement" means that certain Non-Competition Agreement
entered into by PCI and RCN of even date herewith in the form attached hereto as
Exhibit E.

"Nondelinquent Member" as the meaning given that term in Section 4.3(a).
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"Other Member" has the meaning given that term in Section 3.3(b) (ii}.

"Overhead Attachment Agreements" means those certain Overhead Attachment
Agreements entered into by the Company and PEPCO of even date herewith in the
forms attached herete as Exhibits F and G.

"PCI" means Potomac Capital Investment Corporation, Inc., a Delaware
corporation.

"PCI Guarantee™ means that certain Guarantee of even date herewith granted
by PCI on behalf of PCI-Sub in favor of the Company in the form attached hereto
as Exhibit H.

"pPCI-Sub" means PEPCO Communications, LLC, a Delaware limited liability
company and a wholly-owned subsidiary of PCI.

“pCI-Sub Non-Cash Capital Contribution" has the meaning given that term in
Section 5.2.

"PEPCO" means Potomac Electric Power Company, a District of Columbia and
Virginia corporation.

"Person® means any natural person or Entity.

"Phase I Business Plan" has the meaning given that term in Section 7.17.

"Profits Distributions" shall mean net income of the Company for any fiscal
year determined in accordance with GAAP increased by the sum of depreciation,
amortization and any non-cash charges tc income and reduced by the sum of any
non-cash credits to income for such fiscal year.

"Proposed Funding" has the meaning given that term in Section 7.11.

"PUHCA" means the Public Utility Holding Company Act of 1935, as amended
from time to time, 15 U.S.C. (8} (8)79-792-6.

"Purchasing Member" has the meaning given that term in Section 11.2.
"Purchasing Price" has the meaning given that term in Section 3.3(b) (ii).

-11-




"RCN" means RCN Telecom Services, Inc¢., a Delaware corporation.

"RCN Corporation" means RCN Corporation, a Delaware corporation.

"RCN Guarantee" means that certain Guarantee of even date herewith granted
by RCN Corporation on behalf of RCN-Sub and certain other RCN Entities in favor
of the Company in the form attached hereto as Exhibit I.

"RCN-Operating” means RCN Operating Services, Inc., a New Jersey
corporation.

"RCN Services" means RCN Telecom Services, Inc., a Delaware corporation.

"RCN-Sub" means RCN Telecom Services of Washington, D.C., Inc., a District
of Columbia corporation and wholly-owned subsidiary of RCN.

"RCN-Sub Non-Cash Capital Contribution" has the meaning set forth in Section
S.1{a).

"Regulations” means the final and temporary Income Tax Requlations
promulgated under the Code, as amended from time to time, and including
corresponding provisions of succeeding regulations.

"Regulatory Allocaticns" has the meaning given that term in Section
€.2(b) (viii).

"Relevant Business" means the selling of voice, wvideo, data and other
telecommunications services set forth on Schedule II to all potential commercial
and residential customers in the Relevant Market.

"Relevant Market" means that specific service territory as set forth on
Schedule IIIX.

"Secretary of State" means the Secretary of State of the State of Delaware.

"Selling Price" has the meaning given that term in Section 3.3(b) (ii).

"Sharing Ratio" means, subject to adjustments on account of Dispositions
{(pursuant to Section 3.2}, or Capital Contributions or Capital Calls

(pursuant to Sections
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4.3 and 7.11), with respect to a particular Member, the percentage set
forth opposite such Member's name on Schedule IV,

nsShortfall Amount" has the meaning given that term in Section 7.11(a).
nghortfall Funding" has the meaning given that term in Section 7.11(d} (ii).

"Support Services Agreement" means the Support Services Agreement between
RCN-Operating and the Company dated as of the date hereof and attached hereto as
Exhibit J as the same may be modified and amended from time to time.

"Tax Matters Partner" means PCI-Sub.
"Third Party Sale" has the meaning given that term in Section 3.2(b) (v).

"Unrealized Gain" or "Unrealized Loss" attributable to any item of Company
property means, as of any date of determination, the excess or shortfall,
respectively, of {a) the fair market value of such property as of such date (as
determined under Section 6.1(d)) over (b} the Carrying Value of such property as
of such date (prior to any adjustment to be made pursuant to the definition of
Carrying Value as of such date}.

"Wholly Owned Affiliate" means as to any Entity, an Affiliate all of the
equity interests of which are owned, directly or indirectly, by a Member, by
another Wholly Owned Affiliate, or by the Member Parent thereof.

0.1 OTHER DEFINITIONS. Other terms defined herein have the meanings soc given
them.

0.2 CONSTRUCTION. Whenever the context regquires, the gender of all words
used in this Agreement includes the masculine, feminine, and neuter. All
references to Articles and Sections refer to articles and Sections of this
Agreement, and all references to Exhibits are to Exhibits attached heretc, each
of which is made a part hereof for all purposes.

ARTICLE 1

ORGANIZATION

1.1 ORGANIZATION. The Company was organized on October 28, 1897 pursuant to
a Certificate of Formation filed in the office of the Secretary of State {the
"Certificate").

1.2 NAME. The name of the Company is "Starpower Communications, LLC" and all
Company business must be conducted in that name or such other names that comply
with
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applicable law as the Members may select from time to time.

1.3 REGISTERED OFFICE; REGISTERED AGENT; PRINCIPAL OFFICE IN THE UNITED
STATES; OTHER OFFICES. The registered office of the Company in the State of
Delaware shall be the initial registered office desigmated in the Certificate or
such other office {which need not be a place of business of the Company) as the
Members may designate from time to time in the manner provided by law. The
registered agent of the Company in the State of Delaware shall be the initial
registered agent designated in the Certificate, or such cother Person or Persons
as the Members may designate from time to time in the manner provided by law.
The principal office of the Company in the United States shall be at 1130
Connecticut Avenue, N.W. Suite 400, Washington, D.C. 20036 or such other
place{s) as the Members may designate from time to time, which need not be in
the State of Delaware but shall be in the District of Columbia. The Company may
have such other offices as the Members may determine appropriate.

1.4 PURPOSE. The business purpose of the Company is (i) to construct, own,
lease and operate a network to conduct the Relevant Business(es), (il) to market
the Relevant Business(es) to business and residential customers in the Relevant
Market, and (iii) to engage in and carry on any lawful business purpose or
activity which is required to conduct the Relevant Business in the Relevant
Market that is not prohibited by the Act or other applicable law.

1.5 COMPANY POWERS.

(a) In furtherance of the business purpose specified in Section 2.4 hereof,
but subject to the limitations and restrictions set forth in this Agreement, the
Company shall be empowered to do or cause to be done, or omit to do or cause to
be done, any and all acts deemed to be necessary or advisable in furtherance of
the business purpose of the Company, including, without limitation, the power
and authority to:

{i) Have, maintain or c¢lose one or more offices within or without the
State of Delaware and in connection therewith to rent or acquire office space
and to engage personnel;

(ii) Open, maintain and close bank and money market accounts, including
the power to draw checks or other orders for the payment of moneys, and to
invest such funds as are temporarily not required for Company purposes in
short-term investments;

{iii) Bring and defend actions and proceedings at law or equity
before any domestic or foreign governmental or regulatory authority,
agency ©or commission (each, a "Governmental Entity");
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(iv} Have outstanding at any time any indebtedness {including any
indebtedness of subsidiaries) for money borrowed, guarantee the cbligations
of others or otherwise become contingently liable with respect to any
indebtedness or obligations of others (collectively, "Company Debt"), and in
connection therewith to grant security interests, if and only if the Company
Debt was incurred in connection with, or for the purpose of entering into,
the financing of the operations of the business of or for other business
purposes of the Company; provided that "Company Debt" shall, for purposes
of this Agreement, be deemed to include all interest, fees (including
commitment, guaranty and facility fees), expenses thereon and all other
amounts due in respect thereof;

{v) Enter into, perform and carry out contracts and agreements of every
kind necessary or incidental to the accomplishment of the Company's
purposes, and to take or omit to take such other action in connec¢tion with
the business of the Company as may be necessary or desirable to further the
purposes of the Company; and

(vi) Carry on any other activities necessary to, in connecticn with, or
incidental to any of the foregoing or the Company's business.

(b) Notwithstanding anything in Section 2.5{a) to the contrary, the Company
will not take any action, nor will any Member or officer or employee of the
Company take any action, which, in each such case, would cause the Company to be
in violation of any applicable statute, rule or regulation of any Governmental
Entity.

1.6 FOREIGN QUALIFICATION GOVERNMENTAL FILINGS. Prior to the Company's
conducting business in any jurisdiction other than the State of Delaware, the
Members shall cause the Company to comply, to the extent procedures are
available, with all requirements necessary to qualify the Company as a foreign
limited liability company in such jurisdiction. Each Member shall execute,
acknowledge and deliver all certificates and other instruments conforming to
this Agreement that are necessary or appropriate to qualify, or, as appropriate,
to continue or terminate such qualification of, the Company as a foreign limited
liability company in all such jurisdictions in which the Company may conduct
business.

1.7 REGULATORY APPROVALS. The Members agree to use all commercially
reascnable efforts to cooperate in obtaining all regulatory, third party and
other approvals which may be necessary to form the Company and cperate the
Relevant Business of the Company in the Relevant Market as is intended herein.

1.8 EFFORTS. Upon the terms and subject to the conditions of this Agreement
and the other Basic Agreements, documents and instruments pursuant to which the
transactions contemplated hereby are to be consummated, PCI-Sub and RCN-Sub will
use their respective
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commercially reascnable efforts to take, and to cause their Affiliates to take,
all other actions, and to do, or cause to be done, all cther things necessary,
proper or advisable to carry out their obligations under this Agreement and to
consummate and make effective the transactions contemplated hereby and by the
Basic Agreements, including, without limitatiom,

(1) as soon as practicable following the execution ©f this Agreement, to
make all applications and filings and to use their respective commercially
reasonable efforts to obtain all other authorizations and consents required
toe be obtained by each Member or its Affiliates in connection with the
congsummation of the transactions contemplated by this Agreement and by the
other Basic Agreements;

(ii) in the event any changesg in the structure or the terms of the
transactions or agreements contemplated by this Agreement or by any of the
other Basic Agreements are required to facilitate obtaining the
authorizations required in order to achieve the purposes of the Company, to
use their respective commercially reascnable efforts to accommodate such
changes to the extent they would not adversely affect such Member's rights or
cbligations hereunder (or under any other agreement, document or instrument
contemplated hereby), or have an adverse effect on the Relevant Business in
the Relevant Market; and

{iii} Subject to Section 13.1{(e), in the event any claim, action, suit,
investigation or other proceeding by any governmental authority or other
person is commenced which guestions the validity or legality of any of the
transactions contemplated hereby or by any of the other Basic Agreements or
any injunction or other order is issued in any such proceeding, to ccooperate
with the Company or the other Member hereto regarding the defense of such
proceedings and the removal of any such impediment to the consummation of
such transactions and to use its commercially reascnable efforts to have such
injunction or other order dissolved.

1.9 TERM. The Company commenced on the date the Certificate for the Company
was filed with the Secretary of State, and shall continue in existence in
perpetuity unless terminated in accordance with Article 12.

1.10 NO STATE-LAW PARTNERSHIP. The Members intend that the Company not be a
general partnership or limited partnership, and that no Member be a partner of
any other Member, for any purposes other than federal, state and local income
tax purposes, and this Agreement shall not be construed to suggest otherwise.

1.11 ACTIVITIES OF THE MEMBERS. Except as expressly restricted by the Non-
Competition Agreement, each Member and its Affiliates may engage in or hold
interests in other business ventures and activities of any nature, including,
without limitation, ventures and activities similar to those of the Company, and
neither the Company nor the other Members
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shall, by virtue of this Agreement, have any interest or rights in or to such
other ventures or business or any liability or obligation with respect thereto.

1.12 BRANDING. Each Member shall cause its respective appropriate Affiliate
to grant to the Company a non-exclusive, worldwide, royalty-free license,
without right of gublicense, to use the name of such Member in connection with
the Relevant Business in the Relevant Market, for so long as such Member remains
a Member. The Company will not attempt to register any marks which include the
name of such Member. Upon terminaticn of the licenge granted hereunder, the
Company will cease all use of the name of such Member, subject to a reasonable
transition license not to exceed six months in duration from the date such
Member ceases to be a Member.

1.13 NO UNILATERAL ACTION. The Members agree that neither Member nor any of
their respective affiliates will take any action on its own behalf to bind or
obligate the Company or restrict the operations of the Company in any way that
would have a material adverse effect on the Company.

1.14 TRADEMARK USAGE. (a) The Company reccgnizes that RCN Services is the
owner of all right, title, and interest in the trademarks and/or service marks
listed on Schedule 2.14 (the "Marks")}. The parties agree that the Company may
prominently use the Marks, but only in combination with a separate name to be
determined by the Company. In furtherance therecf, RCN Services hereby grants to
the Company a non-exclusive, worldwide, royalty-free license, with right of
sublicense solely for the purpose of use by resellers of the Company's services,
to use the Marks in combination with the name of the Company in connection with
the Relevant Business in the Relevant Market. RCN Services will have the right
to set reasonable guality standards with respect to the use of the Marks,
including reasonable rights of inspection with respect therete, in order to
preserve the validity of the Marks as trademarks and/or service marks of RCN
Services.

{(b) The Company will not attempt to register any marks which include the
Marks. Notwithstanding the foregoing, all trademark or service mark rights which
may accrue in the Company name which is used with the Marks shall belong to the
Company and the Company may seek registrations for the separate name, so long as
such registrations do not include the Marks. Upon termination of RCN-Sub's or
any RCN Entities' membership in the Company, the license toc use those certain
Marks which are or have been utilized by the Company shall continue for a period
of seven years from the date RCN-Sub or any RCN Entity is no longer a Member of
the Company.

1.15 ALLOCATION OF COSTS. The Members agree that all costs incurred by any
Member prior to the date hereof shall be borne solely by such Member and not
passed through to the
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Company unless otherwise agreed to by the Members.

1.16 ALLOCATION OF REVENUES. The Members agree that the Company will be
compensated for the use of any Company facilities used by or leased by any RCN-
Sub affiliate or PCI-Sub affiliate to 1) originate or terminate
telecommunications services (including, but not limited to, voice, video or data
services) in the Relevant Market; or 2) transport telecommunications services
(including, but not limited to, voice, video or data services ) through the
Relevant Market. The compensation will be negotiated on an individual case basis
between the Company and such affiliate and will be based on factors including,
but not limited to, the market rate for similar services, the type of facility
provided, mileage of the facility in the Relevant Market, and construction and
other costs.

ARTICLE 2

MEMBERS; DISPOSITIONS OF INTERESTS

2.1 MEMBERS. The Members of the Company are the Persons executing this
Agreement and/or Persons admitted as substitute or additional Members as
permitted by this Article 3. No additional Members may be admitted as such
without the consent of PCI-Sub and RCN-Sub. At such time as any additional
Member is to be admitted, this Agreement shall be amended to reflect the terms
agreed to by the Members. Any assignee pursuant to a transfer of all of a
Member's Interest in accordance with this Agreement shall automatically be
admitted as a Member.

2.2 RESTRICTIONS ON THE DISPOSITION OF AN INTEREST.

(a) Except as provided in this Section 3.2, a Disposition by a Member of
all or any part of a Membership Interest may be effected only with the
prior express written consent of the other Member. Any attempted
Disposition by a Person of a Membership Interest, or any part thereof,
other than in accordance with this Section 3.2 is void and the Company
shall not recognize it.

{b} Subject to the provisions of Section 3.2(c¢)-(h), from and after the
date that is four years from the Effective Date (the "Standstill Period"),
a Member may Dispose of part or all of its Membership Interest to a bona
fide third party purchaser provided that the Member who wishes to Dispose
of its Membership Interest (an "Offerox") first offers such Membership
Interest to the other Member (the "Offeree") and Disposes of such
Membership Interest in accordance with the following procedures:

(i} The ©Offeror shall give written notice of the terms of the offer,

-18-




including but not limited to the price, terms of payment, the Sharing
Ratio of such Offeror's Membership Interest offered and the Sharing
Ratios of all Membership Interests then held by the Offeror (an "Offer
Notice") to the Offeree and the Company.

{ii) The Offeree shall have 60 days, commencing with the date on which
it has received the Offer Notice, to purchase all of the Membership
Interest offered.

{iii} The Offeree may exercise this election to purchase
the Membership Interest by giving the Offeror and the Company written
notice thereof within 60 days of Offeree's receipt of the Offer Notice,
and the Company shall then specify the date and time of the closing of
the purchase at the Company's principal office, which shall be
reasonably acceptable to the Offeror and the Offeree, but shall not be
later than 10 days following the Offeree's exercise of its election to
purchase the Membership Interest (unless the Offeree and the Offeror
agree upon another time and/or place of closing).

{iv) At the closing, the purchasing Offeree (if any) shall purchase
the Membership Interest at the price and on the terms set forth in the
Offer Notice, and the Offeror shall execute and deliver such usual and
customary documents and instruments of transfer and conveyance as are
required to provide clear title in the transferred Membership Interest
to the Offeree, including all deeds, assignments, releases,
agreements, receipts or other documents necessary to consummate the
transfer of the Membership Interest being sold and delivered upon
payment by the Offeree.

{(v) Should the Offeree fail to purchase all of the offered Membership
Interests specified in the Offer Notice, then the Offeror shall not be
required to Dispose of any of its Membership Interest to the Offeree,
but shall be permitted to Dispose of all of the offered Membership
Interest specified in the Offer Notice to a third party on terms no more
favorable to the third party than the terms set forth in the Offer
Notice (a "Third Party Sale"), provided that the Third Party Sale is
consummated within 120 days of the date of the Offer Notice.

(vi) If an Offeror proposes to sell any part of its Membership Interest
in one or a series of related Third Party Sales, the Offeror shall give
notice to the Offeree and the Company, not less than 30 and not more
than 60 days prior to the consummation of the Third Party Sale, of the
material terms of the Third Party Sale, including the price, terms of
payment, and the Sharing Ratio of such
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Offeror's Membership Interest offered and the Sharing Ratios of all
Membership Interests then held by the Offeror, which terms shall be the
same or better to the Offeree than the terms offered to Offeree pursuant
to Section 3.2(b) (i) hereof. The Offeree who so elects by written notice
{an "Electing Member") to the Company and the Offeror within 15 days
thereafter shall be entitled to sell a portion of its Membership
Interest in the Third Party Sale that is egual to the proportion that
the Sharing Ratio of the Membership Interest being sold bears to the
Sharing Ratio of the entire Membership Interest owned by the Offeror.

{(vii) Should an Offeror fail or choose not to sell its
Membership Interest at the terms previously presented to the Offeree,
but rather proposes to sell such Membership Interest to a third party on
new terms more favorable than such previocusly presented terms, such
Offeror shall offer again to sell its Membership Interest to the Offeree
on such new terms, in compliance with this Section 3.2.

(¢) The Company may not recognize for any purpose any purported Disposition of
all or part of a Membership Interest unless and until the other applicable
provisions of this Section 3.2 have been satisfied and the non-Disposing
Member has received, on behalf of the Company, a document

(i)

executed by both the Member effecting the Disposition and the Person
to which the Membership Interest or part thereof is Disposed,

(ii} including the notice address of any Person to be admitted to the

Company as a Member and its agreement to be bound by this Agreement in
respect of the Membership Interest or part thereof being cbtained,

(iti)setting forth the Sharing Ratios after the

Disposition of the Member effecting the Disposition and the Person to
which the Membership Interest or part thereof is Disposed (which
together must total the sum of the Sharing Ratios of such Person and
the Member effecting the Disposition before the Disposition},

{iv)} containing representations and warranties by such Person and such

Member as may be reasonably requested by the non-Disposing Member that
the Disposition was made in accordance with all applicable laws and
regulations (including securities laws}, that any necessary regulatory
approvalg have been obtained, including representations concerning its
solvency and regarding its ability to carry out all obligations of the
Offeror to the Company, including its Capital Contribution
obligations, and
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(v} containing a condition to closing requiring a certificate, dated as of
the date of the Disposition, duly executed by such Person, to the
effect that the representations and warranties in Section 3.2 are true
and correct with respect to that Person, and that all actions have
been taken as are required to provide clear title in the transferred
Membership Interest to the Offeree, including all deeds, assignments,
releases, agreements, receipts or other documents necessary to
consummate the transfer of the Membership Interest being sold and
delivered upon payment by the Offeree.

Each Disposition complying with the provisions of this Section 3.2(c} is
effective as of the first day of the calendar month immediately succeeding the
month in which all requirements of this Section 3.2 have been met so long as the
closing of the purchase and sale pursuant to this Section 3.2(¢) shall occur no
later than 60 days following the receipt of the election by the non-Disposing
Member or the later receipt of all required regulatory and other approvals and
in no event later than 180 days following receipt of such election. Such closing
shall be subject to (i) the receipt of all required regulatory and other
approvals and in no event later than 180 days following receipt of such election
and (ii) the satisfaction of all amounts due hereunder in connection with the
disposition by the Disposing Party or the Person being admitted as a Member.

{d) Notwithstanding the foregoing, the provisions of this Section 3.2 shall
not apply to any transfer from a Member to its Member Parent, or a direct or
indirect wholly owned subsidiary of its Member Parent, provided that such Member
Parent guarantees the performance of all of such Member's obligations to the
Company, and provided further that such transferee shall comply with all of the
requirements of Section 3.2 (c} hereof.

(e} For the right of a Member to Dispose of a Membership Interest or any
part thereof and of any Person to be admitted to the Company in connection
therewith to exist or be exercised (if applicable}, either (i} the Membership
Interest or part thereof subject to the Dispositicn or admission must be
registered under the Securities Act of 1933, as amended, and any applicable
state securities laws or (ii) the Company must receive a favorable opinion of
the Company's legal counsel or of other legal counsel reasonably acceptable to
each non-Digposing Member to the effect that the Disposition or admission is
exempt from registration under those laws and regarding compliance with laws.
Each non-Disposing Member, however, may waive the requirements of this Section
3.2(e)-

{(f} In the event that (i) a Member effects a Disposition, or (ii) an Offeror
determines not to Dispose of its Membership Interest after having delivered an
Offer Notice to the other Members, the Member effecting such Disposition and any
Person admitted tco the Company in connection with such Disposition or the
Offeror, as the case may be, shall pay, or
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reimburse the Company and the other Member for, all reasonable, documented costs
incurred by the Company and the other Member in connection with the Disposition,
admission or evaluation of the Offer (including, without limitation, the legal
fees reasonably incurred in comnection with the legal opinions referred to in
Section 3.2(e)) on or before the 10th Businesg Day after the receipt of the
Company's and the other Member's invoices for the amount due by that Person. If
payment is not made by the date due, the Person owing such amount shall pay
interest on the unpaid amount from the date due until paid at a rate per annum
equal to the Default Interest Rate, and such amount may be withheld from any
future distributions. In addition to the foregoing, the Member effecting such
Disposition and any Person admitted to the Company in connection with such
Disposition hereby agrees to indemnify and hold the other Member harmless from
and against any material adverse affect on such other Member's present or future
allocable share of Company income or loss in respect of its Membership Interest
as compared to such other Member's present or future allocable share of Company
income or loss in respect of its Membership Interest if there had not been such
Disposition.

{g) Notwithstanding anything herein to the contrary, RCN-S5ub may not
transfer or assign its Membership Interest to a third party after the Standstill
Period if PCI-Sub can reasonably demonstrate that the failure of the benefits of
one or more of the RCN Agreements to survive such transfer or assignment would
have a material adverse impact on the ability of the Company to conduct the
Relevant Business in the Relevant Market.

{h) The Members and any Offeree acquiring a Member's Membership Interest in
the Company agree that the obligations under the Support Services Agreement and
the PCI Support Services Agreement, as the case may be, shall, at the option of
the non-Disposing Member, survive the transfer or assignment of the transferring
Member's equity interest in the Company for a minimum of five years thereafter.
Each of the Members agrees that the benefits of the use of the IRU Agreement,
the Master Facility Lease Agreement and the Overhead Attachment Agreements (in
the event PCI-Sub is the Disposing Member) and the Assignment of Benefits
Agreement {(in the event RCN-Sub is the Disposing Member) will, at the option of
the non-Disposing Member, continue under the terms and conditions thereof.

2.3 CHANGE OF CONTROL. (a) Upon any Change of Control of either RCN-Sub or
PCI-Sub, the Member subject to the Change of Control {(the "Change of Cocntrol
Member"} shall promptly give notice thereof to the other Member. If reascnably
practicable, the Member subject to the Change of Control will give notice to the
other Member prior to such Change of Control. Such Change of Control shall not
affect the affected Member's status as a Member so long as such Change of
Control does not have a material adverse effect on the Company.

{b} In the event that, in the reasonable judgment of the other Member, the
Change of Control of a Member will have a material adverse effect on the
Company :
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{i} such Member shall so notify the Change of Control Member within five
days of its receiving notice of the Change of Control.

(ii) The Change of Control Member shall submit a notice (a "Change of
Control Notice") to the other Member {the "Other Member") within 60 days after
receipt of such notice of material adverse effect. The Change of Control Notice
shall set forth an estimated value (the "Estimated Value") for the Company as of
the date of the Change of Control Notice. The Estimated Value multiplied by the
Change of Control Member's Sharing Ratio shall be the price (the "Selling
Price") at which the Change of Contrcl Member is willing to sell its Membership
Interest to the Other Member. The Estimated Value multiplied by the Other
Member's Sharing Ratio shall be the price (the "Purchasing Price") at which the
Change of Control Member is willing to purchase the Other Member's Membership
Interest.

(iii) Within 60 days after the Other Member's receipt of the Change of
Control Notice, the Other Member shall signify in writing its election, whether
to buy the Change of Control Member's Interest at the Selling Price or to sell
its Membership Interest at the Purchasing Price. If the Other Member fails to
make such election within such 60 day period, the Change of Control shall be
deemed to have been accepted by the Other Member.

{iv) Each Member agrees to execute and deliver all deeds, assignments,
releages, agreements, receipts or other documents necessary to either (A)
consummate the transfer of the Membership Interest being sold and delivered upon
payment by the purchasing Member of the consideration provided for in the Change
of Control Notice or (B) affirm and ratify the Change of Control Member's status
as a Member.

{v) Subject to the receipt of all required regulatory and other approvals,
the closing of the purchase and sale pursuant to this Section 3.3(b) shall occur
no later than 60 days following the receipt of the election by the Other
Members.

2.4 INTERESTS IN A MEMBER. Notwithstanding any provision of this Agreement
to the contrary, without the prior express written consent of each other Member,
no Member shall Dispose of all or any part of its Membership Interest in such a
manner that, after the meaning of Section 708 of the Code if such termination
would result in material adverse tax consequences to the non-
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transferring Members or (ii) the Company would become an association taxable as
a corporation for federal income tax purposes.

2.5 LIABILITY TO THIRD PARTIES. No Member shall have any perscnal obligation
for any liabilities of the Company, whether such liabilities arise in contract,
tort or otherwise, except te the extent that any such liabilities are expressly
assumed in writing by such Member; provided, however, that nothing in this
Section 3.5 shall be construed as an agreement by the Company to indemnify or
hold harmless any Member.

ARTICLE 3

CAPITAL CONTRIBUTIONS

3.1 INITIAL CAPITAL CONTRIBUTIONS. Within 30 days of the execution of this
Agreement, each Member ghall make the Initial Capital Contribution set forth
cpposite such Member's name on Schedule T.

3.2 ADDITIONAL CAPITAL CONTRIBUTIONS.

(a) Each Member shall be required to make Additional Capital Contributions
in the amcunts and on the dates set forth opposite such Member's name on
Schedule I unless otherwise agreed to unanimously by the Members.

{b) In addition, upon 30 days prior written notice to the Members, the
Company may, from time to time require the Members to make additicnal
contributions of capital to the Company in proportion to their respective
Sharing Ratios ("Capital Calls"), as may be unanimously agreed by the Members.
Capital Calls specifically referred to in any annual Business Plan may be made
by the general manager of the Company.

3.3 FAILURE TO PAY A CAPITAL CONTRIBUTION OR CAPITAL CALL.

(a) If any Member (the "Delinguent Member") fails to make payment when due
of all or any portion of its share of any Capital Contribution set forth in
Schedule I hereto, the secretary of the Company shall immediately give written
notice of the failure to such Member, with a copy to the other Member (the
"Nondelinguent Member"). If the Delinguent Member fails to pay the amount due
within 10 days following receipt of notice, the secretary shall promptly give
notice of such failure (the "Delinquency Notice") to the Non-Delinguent Member.
At any time within 15 days following receipt of the Delinguency Notice, then,
unless the Nondelinquent Member elects to make Capital Contributions in
accordance with Section 4.3(b) herecof, (i) the amount contributed by the
Nondelingquent Member pursuant to the Capital Contribution cor Capital Call shall
be treated as a loan to the Company for a term to be specified
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by such Nondelinguent Member not to exceed one year, bearing interest payable
quarterly at the Default Interest Rate, and (ii} the Nondelinquent Member may
make an additional loan to the Company for a term to be specified by such
Nondelinquent Member not to exceed one year, also bearing interest payable
quarterly at the Default Interest Rate, in an amount equal to all or any portion
of the contribution unpaid by the Delinguent Member.

{b) If the Nondelinguent Member so elects, then in lieu of making loans to
the Company in accordance with Section 4.3(a) hereof, (A) the amount contributed
by such Nondelinguent Member pursuant tco the Capital Contribution shall be
treated as a contribution to the capital of the Company in exchange for an
additional interest in the Company and (B} upon receipt of the Delinguency
Notice, the Nondelinguent Member may make an additional contribution of capital
to the Company in exchange for an additional interest in the Company in an
amount equal to all or any portion of the contribution unpaid by the Delinguent
Member .

(c) The amounts contributed pursuant to Section 4.3(b) hereof shall increase
the Capital Accounts of the contributing Member in accordance with the terms of
this Agreement. In addition, the Sharing Ratios shall be recalculated (and such
recalculated Sharing Ratios shall thereafter apply for all purposes of this
Agreement) such that the Sharing Ratios of each Member shall egqual the ratio of
its aggregate Capital Contributions to the aggregate Capital Contributions of
all of the Members.

{d) Notwithstanding anything in this Agreement to the contrary, a
Nondelinguent Member shall have the right to refer the matter to any court of
competent jurisdiction for specific performance of cobligations of a Delingquent
Member pursuant to this Article 4 (and each Member hereby waives any defense
that money damages would be a satisfactory remedy for such breach).

3.4 RETURN OF CONTRIBUTIONS. A Member is not entitled to the return of any
part of its Capital Contributions or Capital Calls or to be paid interest in
respect of either its Capital Account, its Capital Contributions or its Capital
Calls. An unrepaid Capital Contribution or Capital Call is not a liability of
the Company or of the other Members. A Member is not required to contribute or
to lend any cash or property to the Company to enable the Company to return the
other Member's Capital Contributions or Capital Calls.

3.5 NO OTHER CONTRIBUTIONS. Except as otherwise set forth in this Article 4,
Article 5 or Section 7.11, no capital contributions other than Capital
Contributions ag set forth in Schedule I or Capital Calls, whether in cash or in
kind, shall be made by any Member without the written consent of all the other
Members and agreement amcng the Members as to the value of such contributions.
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ARTICLE 4

NON-CASH CAPITAL CONTRIBUTIONS AND BASIC AGREEMENTS

4.1 RCH-SUB NON-CASH CAPITAL CONTRIBUTICONS.

{a} On the Effective Date, RCN-Sub shall contribute, and shall cause RCN or
itg Affiliate to comntribute, to the Company 211 its right, title and interest in
and to (i) all of the customer accounts of RCN Long Distance in the Relevant
Market (such accounts are listed on Schedule 5.1(a}l hereto) (any of which
entered into subsequent to the Effective Date shall be executed in the name of
the Company), provided, however, that RCN will have up to 60 days after the
Effective Date to transition such customer accounts to the Company from an
operational basis and RCN-Sub hereby represents that none of such accounts has
been pledged by RCN and RCN has no notice of any pledge, lien or encumbrance by
any other persgon, (ii} its business plan in the Relevant Market and experience
with respect to the provision of integrated voice, video, data and related
services to residential and commercial customers, (iii) all building access
agreements covering any property located in the Relevant Market prior to the
Effective Date, copies of which have been delivered to the Company, as set forth
on Schedule 5.1(a)2 hereto (any of which entered into subsequent to the
Effective Date shall be executed in the name of the Company and any of which are
entered into prior to the date of this Agreement shall be automatically assigned
to the Company upcn the execution of this Agreement)}, none of which are subject
to any claims by third parties as to which RCN has notice, (iv) the Support
Services Agreement and (v} the benefit of the RCN Agreements (as defined in the
Assignment of Benefits Agreement)} pursuant to the Assignment of Benefits
Agreement (collectively, the "RCN-Sub Non-Cash Capital Contribution"). RCN-Sub
shall also contribute, or shall cause RCN or its Affiliate to contribute, all
agreements which it or they enter into after the execution of this Agreement
with third parties which are of the same nature as those agreements described in
clauge (iii} above, and such agreements shall also be included as RCN-Sub Non-
Cash Capital Contributions. Such RCN-Sub Non-Cash Capital Contributions shall be
at RCN's Cost on terms that are cost-effective, reasonably acceptable to the
Company and commercially reascnable so as to facilitate timely network
deployment and provision of service.

(b} To the extent RCN-Sub or its Affiliates are required to recognize any
taxable income or reduce any net operating loss currently generated or net
operating loss carryforwards solely as a result of the contribution of the
customer accounts listed on Schedule 5.1(a)l to the Company, the Company agrees
to reimburse RCN-Sub or the respective Affiliates an amount sufficient to pay
such federal and state income tax or to reimburse RCN-Sub and its respective
Affiliates for the deemed tax resulting from the loss of use of its federal and
state net operating loss, but in no event shall the Company be respongible to
reimburse more than $200,000 in the aggregate on account of such tax or deemed
tax. This reimbursement shall be
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treated as a distribution to RCN-Sub.

4.2 PCT NON-CASH CAPITAL CONTRIBUTIONS. From and after the Closing Date,
PCI-Sub shall contribute, and shall cause PCI to contribute its efforts with
respect to a fair value (i} IRU Agreement and {ii) Overhead Attachment
Agreements with PEPCO (collectively, the "PCI-Sub Non-Cash Capital Contribution™
and, together with the RCN-Sub Non-Cash Contribution, the "Non-Cash Capital
Contributions"). The PCI-Sub Non-Cash Capital Contribution is to be on terms and
conditions that are cost-effective, reasonably acceptable to the Company and
commercially reasonable sc as to enable the Company to facilitate timely network
deployment and provision of service.

4.3 VALUE OF NON-CASH CAPITAL CONTRIBUTIONS. PCI-Sub and RCN-Sub agree that
the RCN-Sub Non-Cash Capital Contribution and the PCI-Sub Non-Cash Capital
Contribution are of equal but non-gquantifiable value to the Company but will be
reflected in the Capital Accounts at zero value and will not affect the Sharing
Ratios of the Members.

4.4 BASIC AGREEMENTS. Upon the Effective Date hereof, as applicable, each of
the Members shall have executed the Basic Agreements and shall deliver a copy of
each Baszic Agreement to the Company.

ARTICLE 5
MEMBER ACCOUNTS; ALLOCATIONS OF PROFIT AND LOSS; DISTRIBUTIONS

5.1 CAPITAL ACCOUNTS.

{a) A Capital Account shall be established and maintained for each Member,
and such Capital Account shall be increased by (i) the amount of cash and
the Net Agreed Value of all property transferred to the Company as Capital
Contributions with respect to such Member's Membership Interest pursuant to
this Agreement and (ii) the amount of Net Income (and items thereof)
allocated to the Member pursuant to Article 6 herecof, and decreased by
(iii) the amount of cash and the Net Agreed Value of all actual and deemed
distributions of cash or property made with respect to such Member's
Membership Interest pursuant to this Agreement and (iv) the amount of Net
Loss (and items thereof) allocated toc the Member pursuant to Article 6
hereof.

(b) A transferee of a Membership Interest shall succeed to a pro rata
portion of the Capital Account of the transferor relating to the Membership
Interest so transferred; provided, however, that, if the transfer causes a
termination of the Company under Section 708(b) (1) (B) of the Code, the
rules under the Regulations promulgated under Section 708 of the Code shall
govern the treatment of the Company and the Members upon a termination of
the
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Company pursuant to Section 708 of the Code.

{c} To the extent not provided for in this Section 6.1, the Capital
Accounts of the Members shall be adjusted and maintained in accordance with
applicable Regulations, but only if and to the extent that such adjustment
and maintenance do not have a material adverse effect on the economic
interests of the Members.

{d) No Member shall be required to pay to the Company or to any other
Member the amount of any deficit balance in such Member's Capital Account.

5.2 ALLOCATIONS FOR CAPITAL ACCOUNT AND TAX PURPOSES.

{a) ALLOCATIONS OF NET INCOME OR NET LOSSES TO CAPITAL ACCOUNTS. After
giving effect to the special allocations set forth in Section 6.2(b), Net
Income and Net Loss for each taxable period shall be allocated to Capital
Accounts as set forth below.

(i) Net Income shall be allocated between the Members in the following
manner :

(A} Pirst, to each Member having a deficit balance in its Capital
Account, in the proportion that such deficit balance bears to the
total deficit balances in the Capital Accounts of all Members,
until each such Member has been allocated Net Income equal to any
such deficit balance in its Capital Account;

{B) Second, to the Members previously allocated Net Loss under
Section 6.2(a) {ii) (A) pro rata to the extent of such Net Loss
previously allocated and not otherwise previously recouped under
Section 6.2(a) (i) (A) or this Section 6.2(a) (i) (B);

(C) Third, to the Members in accordance with their respective
Sharing Ratios.

(ii) MNet Loss shall be allocated to the Members in the following
manner :

(A} First, to the Members in proportion to, and to the extent of,
the positive balances in their respective Capital Accounts; and

(B) Second, the balance, if any, to the Members in accordance
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with their respective Sharing Ratios.

{iii) Notwithstanding Section 6.2(a) (ii}, no allocation of Net Losses
{or items thereof) shall be made to any Member to the extent that such
allocation would create or increase an Adjusted Capital Account Deficit.

{iv) If, upon the dissolution and termination of the Company pursuant
to Article 12 and after all other allocations to Capital Accounts provided
for in Section 6.2 have been tentatively made as if this Section
6.2(a) (iv) were not in this Agreement, a distribution to the Members under
Section 12.2 would be different from a distribution to the Members under
Section 6.3, then Net Income (and items thereof) and Net Losses {(and items
thereof) for the taxable period in which the Company dissolves and
terminates pursuant to Article 12 shall be allocated among the Members in
a manner such that the Capital Account balance of each Member, immediately
after giving effect to such allocation, is, as nearly as possible, equal
(proportionately) to the amount of the distributions that would be made to
such Member during such last taxable period pursuant to Section 6.3. The
Tax Matters Partner may apply the principles of this Section 6.2{a) (iv} to
any taxable period preceding the taxable period in which the Company
dissolves and terminates {including through application of Section 761 (c)
of the Code) if delaying application of the principles of this Section
6.2(a) {iv) would likely result in distributions under Section 12.2 that
are materially different from distributions under Section 6.3 in the
taxable period in which the Company dissolves and terminates.

{b}) REGULATORY ALLOCATIONS TO CAPITAL ACCOUNTS. Notwithstanding any other
provision of this Section 6.2, the following special allocations to Capital
Accounts shall be made in the following order:

(i) COMPANY'S MINIMUM GAIN CHARGEBACK. Except as provided in
Regulations Section 1.704-2(f), notwithstanding any other provision of
this Section 6.2, if there is a net decrease in Minimum Gain attributable
to Company Nonrecourse Liabilities during any Company taxable period, each
Member shall be allocated items of Company income and gain for such period
(and, if necessary, subsequent periods) in the manner and amounts provided
for in the applicable provisions of Regulations Sections 1.704-2(f), (g)
and (j). This Section 6.2(b) (i) is intended to comply with the
"partnership minimum gain chargeback" requirement in Regulations Section
1.704-2(f) and shall be interpreted consistently therewith.
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(ii} CHARGEBACK OF MEMBER NONRECOURSE DEBT MINIMUM GAIN. Except as
otherwise provided in Regulations Section 1.704-2(i) (4},
notwithstanding the other provisions of this Section 6.2 (other than
Section 6.2(bk) (i)}, if there is a net decrease in Minimum Gain
attributable to Member Nonrecourse Debt during any Company taxable pericd,
any Member with a share of Minimum Gain attributable to such Member
Nonrecourse Debt at the beginning of such taxable period shall be
allocated items of Company income and gain for such period (and, if
necessary, subsequent periods) in the manner and amounts provided for in
the applicable provisions of Regulations Sections 1.704-2(i) and (j). This
Secrion 6.2(b} (ii) is intended to comply with the chargeback of items of
income and gain requirement in Regulations Section 1.704-2{i) (4) and shall
be interpreted consistently therewith.

(iii) QUALIFIED INCOME OFFSET. In the event any Member unexpectedly
receives any adjustments, allocations or distributions described in
Sections 1.704-1(b) (2) (ii) (d} (4}, 1.704-1(b} (2) (ii) (d) (5) or 1.704-

1(b) {2} {ii) {(d) (6) of the Regulations, items of Company income and gain
shall be specially allocated to such Member in an amount and manner
sufficient to eliminate, to the extent required by the Regulations
promulgated under Section 704 (b) of the Code, its Adjusted Capital Account
Deficit created by such adjustments, allocations or distributions as
quickly as possible; provided, that an allocation pursuant to this Section
6.2(b}) (iii) shall be made only if and to the extent that such Member would
have such an Adjusted Capital Account Deficit after all other allocations
provided for in this Section 6.2 have been tentatively made as if this
Section 6.2 (b) {iii) were not in this Agreement.

{iv) GROSS INCCME ALLOCATIONS. In the event any Member has a deficit
balance in its Capital Account at the end of any Company taxable peried in
excess of the amount such Member is deemed to be cbligated to restore
pursuant to the penultimate sentences of Regulations Section 1.704-2(g) (1)
and Section 1.704-2(i) (5), such Member shall be specially allocated items
of Company gross income and gain in the amount of such excess as quickly
as possible; provided, that an allocation pursuant to this Section
6.2(b) (iv) shall be made only if and to the extent that such Member would
have a deficit balance in its Capital Account after all other allocations
provided for in this Section 6.2 have been tentatively made as if Section
6.2(b) {iii) and this Section 6.2(b) (iv) were not in this Agreement.

{v) COMPANY NONRECOURSE DEDUCTIONS. Company Nonrecourse Deductions for
any taxable period shall be allocated to the Members in accordance with
their respective Sharing Ratios. If the Members determine in their good
faith
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discretion that the Company's Nonrecourse Deductions must be allocated in
a different ratio to satisfy the safe harbor requirements of the
Regulations promulgated under Section 704 (b} of the Code, the Members are
authorized to revise the prescribed ratio to the numerically closest ratio
that satisfies such reguirements.

(vi) MEMBER NONRECOURSE DEDUCTIONS. Member Nonrecourse Deductions for
any taxable period shall be allocated 100% to the Mewmber that bears the
Economic Risk of Loss with respect to the Member Nonrecourse Debt to which
such Member Nonreccurse Deductionsg are attributable in accordance with
Section 1.704-2(i} of the Regulations. If more than one Member bears the
Economic Rigk of Loss with respect to a Member Nonrecourse Debt, such
Member Nonrecourse Deductions attributable thereto shall be allocated
between or among such Members in accordance with the ratios in which they
share such Economic Risk of Loss.

(vii) CODE SECTION 754 ADJUSTMENTS. To the extent an adjustment to the
adjusted tax basis of any Company asset pursuant to Section 734(b) or
743({b) of the Code is required, pursuant to Regulations Section 1.704-
1(b){2) {iv) (m), to be taken into account in determining Capital Accounts,
the amount of such adjustment tc the Capital Accounts shall be treated as
an item of gain {if the adjustment increases the basis of the asset}, or
loss (if the adjustment decreases such basis}, and such item of gain or
loss shall be specially allocated to the Members in a manner consistent
with the manner in which their Capital Accounts are regquired to be
adjusted pursuant to such Section of the Regulations.

(viii}) The allocations set forth in Sections 6.2(a) (iii) and 6.2({Db) (i}
through (vii} (cocllectively, the "Regulatory Allocations®) are intended to
comply with certain requirements of the Regulations. It is the intent of
the Members that, tc the extent possible, all Regulatory Allocations shall
be offset either with other Regulatory Allccations or with special
allocations of other items of Company income, gain, loss oxr deduction
pursuant to this Section 6.2(b) (viii). Therefore, notwithstanding any
other provision of this Section 6.2 (other than the Regulatory
Bllocations), the Tax Matters Partner shall make such offsetting special
allocations of Company income, gain, loss or deduction in whatever manner
it determines apprcpriate so that, after such offsetting allocations are
made, each Member's Capital Account balance is, to the extent possible,
egual to the Capital Account balance such Member would have had if the
Regulatory Allocations were not part of this ARgreement and all Partnership
items were allccated pursuant to Section 6.2(a)} (determined without regard
to Section 6.2(a) (iii)). In exercising its
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discretion under this Section 6.2(b) (viii}, the Tax Matters Partner shall
take into account future Regulatory Allocations under Sections 6.2 (b) (1)
and 6.2(b) (ii) that, although not yet made, are likely to offset other
Regulatory Allocations previously made under Sections 6.2(Db) (v} and
6.2(b) {vi}.

{c) ALLOCATICNS FOR TAX PURPQOSES.

(1) Except as otherwise provided in Section 6.2({c) {(ii), items of
Company income, gain, lossg, deduction and expense shall be allocated for
federal, state and local income tax purposes among the Members in the same
manner as the income, gain, loss, deduction and expense of which such
items are components were allocated pursuant to Section 6.2(a) and (b).

{ii) All items of income, gain, loss and deduction in respect of
Contributed Property for federal income tax purposes shall be allocated
among the Members in the manner provided under Section 704 (¢} of the Code
that takesg intc account the variation between the Agreed Value of such
property and its adjusted tax basis at the time of contribution. In the
event that the Carrying Value of any Company asset is adjusted pursuvant to
paragraph (b) of the definition of Carrying Value herecf, subsequent
allocations of income, gain, loss and deduction with respect to such asset
shall take account any variation between the adjusted tax basis of such
asset and its Carrying Value in the same manner as under Section 704 (c) of
the Code and the Regulations thereunder.

{iii)} For purposes of Section 1.752-3(a) (3} of the Regulations, the
Members agree that Company Nonrecourse Liabilities in excess of the sum of
{A) the amount of Minimum Gain attributable to Company Nonrecourse
Liabilities and (B) the total amount of taxable gain, if any, that would
be allocated to the Members under Section 704 (¢c) of the Code if the
Company were to dispose of all Company assets (in a taxable transaction)
subject to one or more Company Nonrecourse Liabilities in full
satisfaction thereof shall be allocated among the Members in accordance
with their respective Sharing Ratios.

(iv) Allocations pursuant to this Section 6.2{c) are solely for
federal, state and local tax purposes and shall not affect, or in any way
be taken into account in computing, any Member's Capital Account or sghare
of inc¢ome, gain, loss, deduction and expense degcribed in Section 6.2 (a)
or (b} or distributions pursuant to any provision of this Agreement.

(v} The Members are aware of the tax consequences of the alleccations
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made by this Section 6.2{c} and hereby agree to be bound by the provisions
of this Section 6.2(¢) in reporting their shares of items of Company
income, gain, loss, deduction and expense.

{d} DETERMINATION BY TAX MATTERS PARTNER. All matters concerning the
computation of Capital Accounts, the allocation of items of Company income,
gain, loss, deduction and expense for all purposes of this Article 6 and
the adoption of any accounting procedures not expressly provided for by the
terms of this Agreement shall be determined by the Tax Matters Partner,
which shall act, or shall refrain from acting, on behalf of the Company and
in accordance with the directions of the Members, and shall make no
election, declaration or statement, settle or compromise any audit matter
or dispute, or execute or file any tax return, tax filing or other tax
document on behalf of the Company without the prior approval of the
Members, unless otherwise required by applicable tax laws.

5.3 DISTRIBUTIONS.

(a) DISTRIBUTIONS OF NET OPERATING AVAILABLE CASH. Except as otherwise
provided in Section 12.2, the Company shall distribute to the Members from time
to time, in proportion to their Sharing Ratios, the sum of (i} Forecast Member
Tax Requirements and (ii) Profits Distributions, but only to the extent of Net
Operating Available Cash. Notwithstanding the foregoing and except as otherwise
provided in Section 12.2, the Company shall not distribute any unexpended
Capital Contributions unless unanimously agreed by the Members. In addition, the
Company shall make such additional distributions to the Members, in proportion
to their Sharing Ratios, at such times and in such amounts as may be determined
by the Members.

{b) DISTRIBUTIONS IN KIND. In the event that at any time or from time to
time the Members shall determine to make a nonliquidating distribution of
property other than cash, (i) such property shall be deemed to be sold for its
Carrying Value, (ii) any gain or loss associated with such deemed sale shall be
allocated to the relevant Capital Accounts of the Members in accordance with
Section 6.2, and (iii) such property shall be distributed to the relevant
Members in the manner set forth in Section 6.3 (a).

{c) WITHHOLDING. Notwithstanding anything expressed or implied to the
contrary in this Agreement, the Tax Matters Partner is authorized to take any
action that it determines to be necessary or appropriate to cause the Company to
comply with any foreign or United States federal, state or local withholding
requirement with respect to any allcocation, payment or distribution by the
Company to any Member or other Person. All amounts so withheld, and, in the
manner determined by the Tax Matters Partner (which gshall act, or shall refrain
from acting, on behalf of the Company in accordance with the directiong of the
Members), amounts withheld
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with respect to any allocation, payment or distribution by any Person to the
Company, shall be treated as distributions to the applicable Members under the
applicable provision of this Agreement. If any such withholding requirement with
respect to any Member exceeds the amount distributable to such Member under this
Agreement, or if any such withholding requirement was not satisfied with respect
to any amount previously allocated, paid or distributed to such Member, such
Member or any successor or assignee with respect to such Membership Interest
hereby indemnifies and agrees to hold harmless the other Members and the Company
for such excesgs amount or such withholding requirement, as the case may be.

ARTICLE 6

MANAGEMENT

6.1 MEMBERS COMMITTEE. The business and affairs of the Company shall be
managed under the direction of the Members Committee (the "Members Committee");
and all powers of the Company, except those specifically reserved or granted to
the Members by this Agreement, are hereby granted to and vested in the Members
Committee. The Members Committee shall have the power to delegate authority to
such officers, employees, agents and representatives of the Company as it may
from time to time deem appropriate. Any delegation of authority to take any
action must be approved in the same manner as would be required for the Members
Committee to directly approve such action. No Member shall take any action in
the name of or on behalf of the Company, including, without limitation, assuming
any obligation or responsibility on behalf of the Company, unless such action,
and the taking thereof by such Member, shall have been expressly authorized in
writing by the Members Committee or shall be expressly and specifically
authorized by this Agreement. Each Member, by execution of this Agreement,
agrees to, consents to, and acknowledges the delegation of power and authority
to the members of the Members Committee hereunder and to the actions and
decisions of the members of the Members Committee within the scope of such
authority.

6.2 EMPLOYEES OF THE COMPANY. With the exception of work performed on behalf
of the Company under contract under the Basic Agreements and any other
agreements entered intoc by the Company, all of the activities of the Company
shall be carried out by employees of the Company. The Members Committee shall
appoint employees to serve at its direction and discretion, including a general
manager, a director of franchising/community relations, a director of technical
operations, a sales director, a general counsel, a human resources specialist,
and a director of finance. Other employees may be appcinted by the Members
Committee or by such persons to whom it may delegate such powers. Such
management positions are set forth on the organizational chart attached hereto
as Schedule 7.2.

6.3 NUMBER OF MANAGERS AND TERM OF OFFICE. Initially there shall be six
managers (the "Managers") serving on the Members Committee. Each of the Members
shall have the right
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to designate Managers to serve on the Members Committee in proportion to each
Member's respective Sharing Ratio, except that in the event any Member acquires
a Majority Interest, such Member shall have the right to designate one more
Manager than Members without a Majority Interest. Members shall designate
Managers to serve on the Members Committee by delivering written notice to the
secretary of the Company and to each other Member. Each Member shall elect from
among the designated Managers one Co-Chair each year, provided, however, that,
go long as any Member shall be in breach of its obligations pursuant to Article
4 herecf, a Manager selected by the non-breaching Member shall serve as sole
Chair until such breach is cured. Except as set forth in the immediately
preceding sentence, the Co-Chairs shall alternate presiding over the meetings of
the Members Committee. Each Manager shall be an officer or employee of a Member
or an Affiliate thereof but may not be a current employee of the Company. Former
cofficers or employees of a Member shall not serve on the Members Committee
without the consent of the other Member.

6.4 RESIGNATIONS AND REMOVALS OF MANAGERS. Any Manager serving on the
Members Committee may resign at any time by giving written notice to the
secretary of the Company and the Member that appointed such Manager. Such
resignation shall take effect on the date shown on or specified in such notice
or, if such notice is not dated, at the date of the receipt of such notice by
the secretary of the Company. No acceptance of such resignation shall be
necessary to make it effective. Any Member may at any time, and from time to
time, remove or replace any or all of the Managers designated by such Member,
and shall give written notice to the secretary of the Company and to each other
Member of any such removal or replacement. The Member that appointed a resigning
or removed Manager shall be entitled to appoint a Manager to f£ill the vacancy
created by such resignation or removal by written notice to the secretary of the
Company and to each other Member. Effective upon a Member ceasing to be a Member
of the Company, the Managers serving on the Members Committee appointed by such
Member shall cease to be Managers.

6.5 PLACE OF MEETING OF MEMBERS COMMITTEE. The Members Committee may hold
its meetings at zuch place or places within or outside the State of Delaware as
the Members Committee may from time to time determine or as may be designated in
the notice calling the meeting. If a meeting place is not so designated, the
meeting shall be held at the Company's principal office. Managers may
participate in meetings of the Members Committee by means of a conference
telephone or similar communications equipment by means of which all persons
participating can hear each other, and such participation shall constitute
presence in person at the meeting.

6.6 REGULAR MEETINGS OF MEMBERS COMMITTEE. Regular meetings of the Members
Committee may be held without notice at such time and place as shall be
designated from time to time by resolution of the Members Committee, but such
meetings shall be held at least monthly

-35-




for the twelve months immediately following the initial execution of this
Agreement. After such time, the Members Committee shall agree on the frequency
of regular meetings, provided, however, that the regular meetings will continue
on a monthly basis if the Members cannot so agree. If the date fixed for any
such regular meeting is a Saturday, Sunday or legal holiday under the laws of
the state where such meeting is to be held, then the meeting shall be held on
the next succeeding business day or at such other time as may be determined by
resolution of the Members Committee. At such meetings Members Committee shall
transact such business as may properly be brought before the meeting.

6.7 SPECIAL MEETINGS OF MEMBERS COMMITTEE. Special meetings of the Members
Committee may be called by any Co-Chair serving on the Members Committee or by
the general manager of the Company. Notice of each such meeting shall be given
to each Manager serving on the Members Committee by telephone, telecopy,
telegram or similar metheod (in which case notice shall be given at least three
days before the time of the meeting) or sent by first-class mail (in which case
notice shall be given at least three days before the meeting), unless otherwise
specified by the Members Committee. Each such notice shall state the time, place
and purpcse of the meeting to be so held.

6.8 MANAGER COMPENSATION; REIMBURSEMENT. Managers serving on the Members
Committee shall receive no compensation for performing their duties under this
Agreement; provided, however, that each of the Managers shall be entitled to
receive, out of Company funds available therefor, reimbursement of all amounts
expended by such Manager in payment of reasonable expenses incurred by such
Manager in attending meetings of the Members Committee.

6.9 VOTING BY MANAGERS. The Manager or Managers who are present (in person
or by written proxy) at any meeting of the Members Committee (or who are acting
by written consent in lieu of a meeting) shall be entitled to act on behalf of
such Members. If only one Manager appointed by a given Member is present at 2
meeting, such Manager shall be entitled to vote the entire voting power held by
all Managers appointed by such Member. If more than one Manager appointed by a
given Member is present at a meeting or if an Affiliate of a Member is also
represented by a Manager at a meeting, such Managers shall vote such Member's or
Members' entire voting power as a single unit. In the event of a disagreement at
a meeting among Managers appointed by a single Member as tc how to vote on any
matter, the vote of the Manager designated by such Member as its Co-Chair shall
be controlling and the vcte of the other Manager or Managers representing such
Member shall be disregarded with respect to such matter. In the event of a
dispute or ¢laim under any agreement entered into, other than a decision to
enter into or amend such an agreement, between the Company and either of PCI-Sub
or RCN-Sub or any of their respective Affiliates (including a determination to
enforce the PCI Guarantee or the RCN Guarantee), the Member which is {or whose
Affiliate is}) a party to such
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agreement or guarantee shall not vote in respect of such dispute, claim or
determination, and the Company may take such action as may be directed by the
other Member.

6.10 MANNER OF ACTING AND ADJOURNMENT OF MEMBERS COMMITTEE. Any action of
the Members Committee shall reqguire the affirmative vote of all of the Managers
serving on the Members Committee (subject to Section 7.9 above) so long as the
Sharing Ratio of each Member is 50%; in the event that the Sharing Ratios of the
Members are no longer 50% each, decisions taken by the Members Committee shall
require the affirmative vote of Members holding a majority of the Sharing
Ratios, with the exception of the approval of fundamental business actions
provided for in Section 7.12 below and except as otherwise set forth in this
Agreement or in the Basic Agreements. The presence at a duly called meeting of
the Members Committee of a majority of the number of Managers fixed by or in
accordance with this Agreement shall constitute a quorum. If a gquorum shall not
be present at any meeting of the Members Committee, the Managers serving on the
Members Committee present thereat may adjourn the meeting from time to time,
without notice other than announcement at the meeting, until a guorum shall be
present.

6.11 APPROVAIL OF CAPITAL CONTRIBUTIONS. In the event either Member (a
"Disapproving Member"} either disapproves or fails to vote in favor of, or fails
to consummate, a proposed borrowing or Capital Contribution (other than any
Capital Contribution contemplated by Schedule I hereto) in the amount of
500,000 or more (a "Proposed Funding”) the Disapproving Member shall provide to
the Remaining Member within thirty days of the vote in respect of such Proposed
Funding, a certificate of the independent public accountants of the Disapproving
Member's parent entity, showing that after giving effect to the making of the
Proposed Funding and the proposed use of proceeds thereof, and all other pending
transactions by the Disapproving Member and its Affiliates, such Proposed
Funding and the proposed use of proceeds thereof would not (whether
automatically, with the giving of notice or the passage of time) be in violaticn
of any indenture, credit agreement, lease or other agreement or instrument by
which the Disapproving Member or its Affiliates are bound (a *Covenant
Violation"). If the Disapproving Member fails to deliver such certificate:

(a) The Disapproving Member shall, to the extent the same would not result
in a Covenant Violation, make a Disapproving Member Loan {as defined below)
in an amount {the "Shortfall Amount") equal to the full amount of any debt
contemplated by a Proposed Funding (less any portion of such Proposed
Funding obtained in accordance with paragraph (¢) below) or such
Disapproving Member's pro rata share of any Capital Contribution
contemplated by a Proposed Funding.

(b) If the Disapproving Member fails to make a Disapproving Member Loan
within forty-five days of the vote in respect of the Proposed Funding, the
remaining Member
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shall have the right, but not the obligation, to make a Shortfall Funding
{as defined below} to the Company in an amount equal to the Shortfall
Bmount. The Digapproving Member shall have a period of 180 days from the
date of the making of a Shortfall Funding to take such action to make
available to the Company the Shortfall Amount in accordance with the
Proposed Funding, plus an amount equal to all accrued dividends payable by
the Company in respect of such Shortfall Funding, the proceeds of which
will be used to repay the Shortfall Funding and all accrued dividends
payable thereon. In the event the Disapproving Member fails to cause such
replacement and repayment of the Shortfall Funding within such 180 day
period, the Sharing Ratios shall be recalculated as of the close of
business on the last day of such 180 day period (and such recalculated
Sharing Ratios shall thereafter apply for all purposes of this Agreement)
such that the Sharing Ratios of each Member shall egual the ratio of its
aggregate Capital Contributions to the aggregate Capital Contributions of
all of the Members, provided that, so long as any Disapproving Member Loan
or Shortfall Funding remains outstanding, no adjustment of Sharing Ratios
shall be made on account of any Capital Contributions made in connection
with such Disapproving Member Loan or Shortfall Funding until the earlier
of (i) the elimination of such Disapproving Member Loan or Shortfall
Funding in accordance with this Section 7.11 or (ii) 180 days from the
making of such Shortfall Funding.

{(¢) If the Proposed Funding is indebtedness, the Company shall have the
right to consummate rthe Proposed Funding or any portion thereof, provided
that (i) the same does not result in a Covenant Violation, and (ii) the
proceeds thereof shall be applied to reduce the amount reguired for any
Disapproving Member Loan or Shortfall Funding required in connection
therewith.

{d) For the purposes of this Section 7.11,

(i) "Disapproving Member Loan" shall mean a leoan to the Company by a
Disapproving Member in respect of a Proposed Funding, bearing
interest at the lesser of (i) the General Interest Rate and (ii)
the interest rate the Company could have obtained for the
proposed borrowing from an unaffiliated lender. Disapproving
Member Loans shall be unsecured, non-recourse as to any Member,
not gsubject to default or acceleration, and shall be payable in a
single installment of principal and accrued interest only if and
at such time as the Capital Contribution or proposed loan which
such Disapproving Member Loan was made in lieu of is effected
without resulting in a Covenant Vicolation, and if the
Disapproving Member Loan is made in lieu of a Capital
Contribution, the Disapproving Member has reimbursed the Company
for all interest costs associated with such Disapproving Member
Loan. In the event a Disapproving Member Loan does not mature
prior to
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liquidation or dissolution of the Company, such

Disapproving Member Loan shall, upon liquidation or dissolution,
be automatically converted into a Capital Contribution by the
applicable Member, and such member shall be obligated to
reimburse the Company for all interest accrued on such
Disapproving Member Loan.

(ii) "Shortfall Funding" shall mean the portion of a Proposed
Funding which is made available to the Company by the
remaining Member ({other than such Member's pro rata share of
any Capital Contribution included in such Proposed Funding).
Any Shortfall Funding shall be made as a Capital
Contribution and shall accrue dividends at a rate equal to
the General Interest Rate.

6.12 FUNDAMENTAL BUSINESS ACTIONS. The following actions may not be taken by
the Company without the prior unanimous approval of the Members Committee:

{(a) a merger, consgclidation or reorganization of the Company or a
dispogition of substantially all of its assets;

{b) the issuance by the Company of any equity or eqguity-like instruments
including effecting an initial public offering of equity securities;

(c) voluntary liguidation, dissolution or winding-up of the Company,
except as specifically provided in this Agreement, or voluntary initiation by
and with respect to the Company of bankruptcy or similar proceedings; or

{d) amendments to the Company's Certificate, this Agreement, or any cof the
Basic Agreements; or

{e) any lease or sub-lease by the Company to third parties of dark fiber.

6.13 ACTIONS REQUIRING MEMBERS COMMITTEE APPROVAL. It is the understanding
and intent of the Members that the Company shall operate, as an independent
Company for the purpose of conducting the Relevant Business. The Members
Committee will make all policy decisions and approve all deployment,
construction, marketing, financing, business, pricing and other plans and
budgets and all amendmentg thereto and deviations therefrom, and will otherwise
manage and direct operations of the Company. The Members Committee will agree on
the delegation of authority to employees. Notwithstanding anything herein to the
contrary, no approval of the Members Committee shall be required for the
following:
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{(a) individual expenditures of less than 15% above the amount set forth
for major cost categories (the "Major Cost Categories"} identified and
established as such in the annual Business Plan (but only to the extent that
expenditures for other Major Cost Categories are reduced such that the overall
annual Business Plan is not exceeded); and

{b) any agreement for services of less than $50,000 or which is approved
in the annual Business Plan for the Company (including, amcong other things,
accounting services, advertising, cash management and legal services).

6.14 CONTRACTING SUPPORT SERVICES. The Members Committee shall determine
what services shall be or continue to be performed for or on behalf of the
Company by RCN-Operating pursuant to the Support Services Agreement upon the
expiration of the term for any services provided thereunder or the extension of
the term in accordance with the provisions of the Support Services Agreement on
the basis of a determination by the Members Committee that the contracting or
continued contracting of such services is commercially preferable and in the
best interests of the Company.

6.15 DISPUTE RESOLUTION. Upon the inability of the Members Committee to
reach agreement on any actions, either Co-Chair of the Members Committee shall
declare in writing that a deadlock has occurred. Thereafter, so long as RCN-Sub
and PCI-Sub each have Sharing Ratios of 50%, the Co-Chairs of the Members
Committee shall attempt to resolve the deadlock. If, after 30 days, the Co-
Chairs of the Members Committee cannot reach a mutually satisfactory sclution (a
"Deadlock Event"), the Members shall resclve such Deadlock Event as provided
herein:

{a) If the Deadlock Event occurs within the three year period immediately
following the executicon of this Agreement, the proposed action will be
deemed rejected and the Company will operate in accordance with the most
recently agreed upon actions, plans and funding levels until the Deadlock
Event is resolved by mutual agreement of all of the Members.

{(b) If the Deadlock Event occurs after the three year period immediately
following the execution of this Agreement, the parties agree that such
Deadlock Event will not be referred to any court but that one Member or an
Affiliate thereof shall purchase the entire Membership Interest of the
other Member in accordance with the provisions of this Section 7.15.

(i) Either Member (the "Disputing Member"} shall submit a notice (a
"Digpute Notice") to the other Member (the "Non-Disputing Member") within
60 days of the date the matter becomes a Deadlock Event. The Dispute Notice
shall set forth, in reasonable detail, the nature of the dispute and the
price (which price shall be determined
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by selecting a value for the entire Company, and pro-rating such amount by
the Sharing Ratic of the Membership Interest to be purchased or sold;
hereinafter, the "Digpute Price") at which the Disputing Member is willing
to either sell its Membership Interest to the Non-Disputing Member or
purchase all Membership Interests from the Non-Disputing Member.

{(ii) Within 60 days after the Non-Disputing Member's receipt of the
Dispute MNotice, the Non-Disputing Member will signify in writing its
election, whether to buy the Digputing Member's Membership Interest at the
Dispute Price or to sell its Membership Interest at the Dispute Price. If
the Non-Disputing Member fails tc make such election within such €0 day
period, the Disputing Member may, within 15 days thereafter, elect to buy
the Non-Disputing Member's Membership Interest at the Dispute Price.

{iii) Each Member agrees to execute and deliver all deeds,
assignments, releases, agreements, receipts or other documents necessary to
consummate the transfer of the Membership Interest being sold and delivered
upon payment by the purchasing Member of the consideration provided for in
the Dispute Notice.

(iv) Subject to the receipt of all regulatory approvals required, if
any, the closing of the purchase and sale pursuant to this Section 7.15
shall occur no later than 30 days following the receipt of the election by
the Disputing Member or the Non-Disputing Member, as the case may be.

{v) Until the closing of the purchase and sale of the Membership
Interest pursuant to this Section 7.15, the Company shall operate in
accordance with the most recently agreed upon actions, plans and funding
levels.

(vi) Notwithstanding anything herein to the contrary, if RCN-Sub
invokes the deadlock resolution mechanism set forth in this Section 7.15
and, as a result, PCI-Sub acquires RCN-Sub's Membership Interest, RCN-Sub
agrees to provide the services provided under the Support Services
Agreement for a period no longer than two years from the date PCI-Sub
acquires RCN-Sub's Membership Interest.

6.16 INDEMNIFICATION.

{a) Subject to paragraph (¢} below, the Company shall indemnify any

Person who was or is a party or is threatened to be made a party to any
threatened, pending or completed action, suit or proceeding, whether civil,
criminal, administrative or investigative {other than an action by or on behalf
of a Member) by reason of the fact that he is or was a

-41-~




Manager, officer or employee of the Company, or is or was an officer or employee
of the Company serving at the request of the Company as a manager, director,
officer, employee or agent of another Entity against expenses (including
attorneys' fees), judgments, fines and amounts paid in settlement actually and
reascnably incurred by him in connection with such action, suit or proceeding if
he acted in good faith and in a manner he reasonably believed to be in or not
opposed to the best interests of the Company, and, with respect to any criminal
action or proceeding, had no reasonable cause to believe his conduct was
unlawful. The termination of any action, suit or proceeding by judgment, order,
settlement, conviction, or upon a plea of nolo contendere or its eguivalent,
shall not, of itself, create a presumption that the Person did not act in good
faith and in a manner which he reasonably believed to be in or not opposed to
the best interests of the Company, and, with respect to any criminal action or
proceeding, had reasonable cause to believe that his conduct was unlawful.

{(b) Subject to paragraph (¢) below, the Company shall indemnify any
Person who was or is a party or is threatened to be made a party to any
threatened, pending or completed action or suit by or on behalf of a Member to
procure a judgment in its favor by reascn of the fact that he is or was a
Manager or officer of the Company, or is or was an officer of the Company
serving at the request of the Company as a manager, director, officer, employee
or agent of another Entity against expenses (including attorneys' fees) actually
and reasonably incurred by him in connection with the defense or settlement of
such action or sguit if he acted in good faith and in a manner he reasonably
believed to be in or not opposed to the best interests of the Company; except
that no indemnification shall be made in respect of any claim, issue or matter
as to which such person shall have been adjudged to be liable unless and only to
the extent that the ¢ourt in which such action or suit was brought shall
determine upon application that, despite the adjudication of liability but in
view of all the circumstances of the case, such person is fairly and reasonably
entitled to indemnity for such expenses which the court shall deem proper.

(¢} Any indemnification under this Section 7.16 (unless ordered by a
court}) shall be made by the Company only as authorized in the specific case upon
a determination that indemnification of the Manager or officer is proper in the
circumstances because he has met the applicable standard of conduct set forth in
paragraphe (a) or (b) above. Such determination shall be made (i} by a majority
vote of the Members, or (ii) or if the Members Committee so directs, by
independent legal counsel in a written opinion. To the extent, however, that a
Manager or officer of the Company has been successful on the merits or otherwise
in defense of any action, suilt or proceeding described above, or in defense of
any claim, issue or matter therein, he shall be indemnified against expenses
{including atterneys' fees) actually and reasonably incurred by him in
connection therewith, without the necessity of authorization in the specific
case.

{d) For purposes of any determination under this Secticn 7.16, a
person shall be deemed to have acted in good faith and in a manner he reasonably
believed to be in or not opposed to the best interests of the Company, or, with
respect to any criminal action or proceed-
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ing, to have had no reasonable cause to believe his conduct was unlawful, if his
action is based on the records or books of account of the Company or ancother
enterprise, or on information supplied to him by the officers of the Company or
another enterprise in the course of their duties, or on the advice of legal
coungsel for the Company or another enterprise or on information or records given
or reports made to the Company or another enterprise by an independent certified
public accountant or by an appraiser or other expert selected with reasonable
care by the Company or another enterprise. The term "another enterprise" as used
in this paragraph (d) shall mean any Entity which such person is or was serving
at the request of the Company.

(e} Notwithstanding the foregoing, any Manager or officer may apply to
any court of competent jurisdiction in the State of Delaware for indemnification
to the extent otherwise permissible under paragraphs (a) and (b} above by reason
of the fact that he has met the applicable standard of conduct. If successful,
in whole or in part, the Manager or officer seeking indemnification shall also
be entitled to be paid the expense of prosecuting such application.

(f) Expenses incurred by a Manager or officer in defending or
investigating a threatened or pending action, suit or proceeding shall be paid
by the Company in advance of the final disposition thereof upon receipt of an
undertaking to repay such amount if it shall ultimately be determined that he is
not entitled to be indemnified by the Company as authorized in this Section
7.16.

{g) The indemnification and advancement of expenses in this Section
7.16 shall not be deemed exclusive of any other rights which may apply, it being
the policy of the Company that indemnification of the persons specified in
paragraphs {(a) and (b) above shall be made to the fullest extent permitted by
law. The provisions of this Section 7.16 shall not preclude the indemnification
of any person who is not aspecified herein but whom the Company has the power or
obligation to indemnify under the Act, or otherwise.

(h) The Company may purchase and maintain insurance on behalf of the
persons specified in Section 7.16(a) against any liability asserted against him
and incurred by him in any such capacity, or arising ocut of his status as such,
whether or not the Company would have the power or the obligation to indemnify
him under this Section 7.16.

(i) The indemnification and advancement of expenses provided by this
Section 7.16 shall, unless otherwise provided when authorized or ratified,
continue as to a person who hag ceased to be a Manager or officer and shall
inure to the benefit of the heirs, executors and administrators of such a
person.

{j) Except for proceedings to enforce rights to indemnification (which
shall be governed by paragraph (e) above), the Company shall not be obligated to
indemnify any
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Manager or officer in connection with a proceeding {(or part thereof} initiated
by such person unless such proceeding (or part thereof) was authorized or
congented to by the Members Committee.

6.17 BUSINESS PLAN; BUDGET.

(a2} The Company shall prepare an initial detailed business plan for the
fiscal year ended December 31, 1998, to be based upon the Phase I business plan
attached hereto as Exhibit K (the "Phase I Business Plan"), unless otherwise
agreed upon by the Members, and presented to the Members Committee within 30
days of the Effective Date. The Company shall alsc prepare an annual Business
Plan for each year thereafter based upon the Phase I Business Plan, unless
otherwise agreed upon by the Members. Each such annual Business Plan shall
include the following: (i} an annual operating budget; (ii) an annual budget for
capital expenditures; (iii) a budget for capital contributions required from the
Members; (iv) a sales and marketing plan and (v) pro-forma financial balance
sheet, income statement and statement of cash flows (clauses (i) through (v) are
collectively referred to herein as the "Business Plan”, and for 1998 shall be
referred to as the 1998 Buginess Plan"). It is the intention of the Members
that the 1998 Business Plan and each succeeding Business Plan be prepared so as
to conduct the Company's business in accordance with the details contained in
the Phase I Business Plan. Each annual Business Plan, including the 1958
Buginess Plan, must be approved by the Members Committee.

{b) Each annual Business Plan shall set forth the operations of the
Company between January 1 to December 31 of the applicable year and shall be
prepared or caused to be prepared by the Company. A preliminary business plan
shall be delivered to the Members by the Company no later than October 1 of the
previous year. The Company shall consult with Members, as it deems appropriate,
in the process of preparing such preliminary business plan. Each Member shall
thereafter have 30 days to review the preliminary business plan and to propose
revisions. The Company shall then have an additional 30 days to resolve any
differences in and to finalize the Business Plan. If, after such additicmal 30
day period, the Members Committee cannot agree or any line item of such
preliminary budget, the matter shall be considered a Deadlock Event, to be
resolved in accordance with the provisgions set forth in Section 7.15. Pending
the resolution of such Deadlock Event, (i) all line items not in dispute in the
preliminary business plan shall take effect and (ii) the amount budgeted in the
previous year will be in effect, as if restated in the new annual Business Flan,
for those line items in dispute.

{(c) At such time as all disputes on the preliminary business plan have
been resolved, the preliminary business plan as so resclved shall become the
annual Business Plan.

6.18 BUSINESS REVIEW. After five years from the initial execution of this
Agreement,
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the Members shall review their mutual business goals and cbjectives and will
evaluate strategies for maximizing value to the Members including, without
limitation, an initial public offering.

ARTICLE 7

RIGHTS OF MEMBERS

7.1 ACCESS TO INFORMATION. In addition to the other rights specifically set
forth in this Agreement, each Member shall have access to all information to
which a Member is entitled to have access pursuant tc the Act and such other
informaticn regarding the Company and its business and affairs, as it may
reasonably request from time to time.

ARTICLE 8

8.1 TAX RETURNS. The Tax Matters Partner shall cause to be prepared and filed
all necessary federal and state income tax returns for the Company, including
making the elections described in Section 9.2 at the direction of the Members
Committee. Each other Member shall furnish to the Tax Matters Partner all
pertinent information in its possession relating to Company operations that is
necessary to enable the Company's income tax returns to be prepared and filed.
The Tax Matters Partner ghall prepare all federal and state tax returns on a
timely basis and shall furnish to each other Member copies of returns that are
actually filed promptly after their filing.

8.2 TAX ELECTIONS. The Company shall make such elections on tax returns as are
deemed appropriate by the Tax Matters Partner. It is the intent of the Members
that the Company be treated as a partnership for federal, state and local income
and other tax purposes, and the Company will make any election necessary to
achieve that status. Neither the Company nor any Member may make an election for
the Company to be excluded from the application of the provigions of subchapter
K of chapter 1 of subtitle A of the Code or any similar provisions of applicable
state or local law, and no provision of this Agreement (including, without
limitation, Section 2.8) shall be construed to sanction or approve such an
election.

8.3 TAX MATTERS PARTNER. The Tax Matters Partner shall take such action as may
be necessary to cause each other Member to become a "notice partner” within the
meaning of Section 6223 of the Code. The Tax Matters Partner shall inform each
other Member of all significant matters that may come to its attention in its
capacity as tax matters partner by giving notice thereof on or before the fifth
Business Day after becoming aware thereof and, within that time, shall forward
to each other Member copiss of all significant written communications it may
receive in that capacity. The Tax Matters Partner may take any action
contemplated by Sections 6222 through 6232 of the Code without the consent of
each other Member, but this sentence does
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not authorize the Tax Matters Partner to take any action left to the
determination of an individual Member under Sections 6222 through 6232 of the
Code. The Tax Matters Partner shall act, or shall refrain from acting, on behalf
of the Company and in accordance with the directions of the Members, and shall
make no election, declaration or statement, settle or compromise any audit
matter or dispute, or execute or file any tax return, tax filing or other tax
document on behalf of the Company without the prior approval of the Members,
unless otherwise required by applicable tax laws.

ARTICLE 9

BOOKS, RECORDS, REPORTS, AND BANK ACCOUNTS

9.1 ACCOUNTING. Except as may be otherwise agreed to by the Members or
required by law, the Company will maintain books and records for tax purposes in
accordance with federal income tax accounting principles utilizing the accrual
method of accounting, and for accounting purposes in accordance with GARAP. In
addition, the Company shall cause to be prepared with respect to each fiscal
yvear of the Company financial statements based on GAAP. Appropriate records will
be kept so that upon each closing of the Company bocks it is possible to
determine, among other items defined in this Agreement, (i} the amount of
capital (whether in cash or in kind) actually contributed by each Member; (ii)
the amount of cash or other property distributed to each Member; (iii) the
effect of all Company items of income, gain, loss, deduction or expense on each
Member's Capital Account; and {iv} all pertinent expenses and cash disbursement
accounts.

9.2 FISCAL YEAR. Except as may be otherwise determined by the Members, and
subject to applicable Federal income tax law, the fiscal year of the Company
shall be the twelve months ending December 31 of each year. The initial fiscal
year of the Company shall commence on the date of execution of this Agreement
and end on December 31, 1997.

9.3 STATEMENTS AND REPORTS. Except as may be otherwise determined by all of
the Members, as soon as practicable, but in no event later than 60 days after
the ¢lose of each fiscal year of the Company, the Company will cause to be
prepared and will have furnished to each of the Members, with respect to such
period, (i) a profit and logs statement, (ii) a statement of cash flows, (iii} a
Company balance sheet as of the close of such period, and (iv) such other
statements showing in reasonable detail each Member's interest in each of the
items described in Section 10.1. The foregoing statements will be prepared in
accordance with GAAP, consistently applied, and audited by an independent
certified public accounting firm of national reputation which shall be
designated by the Members, and the cost of preparing the statements and of each
such audit will be paid for by the Company. In addition, an income statement and
balance sheet shall be prepared monthly and furnished to each Member no later
than 30 days from the end of the prior month. For year-end reporting purposes, a
reliable estimate of December results shall
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be provided to each Member within 10 days of December 31.

9.4 INSPECTION. The Company shall maintain or cause to be maintained complete
and accurate books and records with respect to its business. All books of
account and all other records of the Company including an executed counterpart
of this Agreement and all amendments hereto) will at all times be kept at the
Company's principal place of business. Any Member and its representatives may
inspect the bocks and records of the Company. The Company shall provide, during
regular business hours, access to the facilities, systems and books and records
of the Company to the extent reasonably necessary for such inspection. Whenever
any such inspection is conducted by any Member and its representatives, such
Member shall advise the other Membhers and permit the other Members and their
representatives to be present during such inspection.

9.5 BANK ACCOUNTS. The Company shall maintain appropriate accounts at one or
more financial institutions approved by the Members Committee for all funds of
the Company. Such accounts shall be used solely on the business of the Company.
Withdrawals or transfers Ffrom such accounts shall be made only upon the approval
of those persons authorized in writing by the Members.

ARTICLE 10

WITHDRAWAL, EXPULSION, BANKRUPTCY, ETC.

10.1 WITHDRAWAL. EFach Member agrees that it will not resign eor withdraw from
the Company without the consent of each other Member. If a Member attempts or
purports to resign orx withdraw from the Company in breach of this Section 11.1,
the other Member may (i) recover damages from such breaching Member, including,
without limitation, the reasonable cost of obtaining replacement of the services
that such breaching Member is obligated to perform (if any), (ii} seek specific
performance of such breaching Member's obligations to the Company (and each
Member hereby waives any defense that money damages would be a satisfactory
remedy for such breach), (iii) pursue any other remedies available under
applicable law, if any, and (iv) effect recovery of damages by offsetting those
damages against the amount otherwise distributable to such Member.

10.2 BANKRUPT MEMBERS. Subject to the provisions of Section 12.1 herecf, this
Section 11.2 shall apply if any Member becomes a Bankrupt Member. In such event,
the other Member (the "Purchasing Member"), shall have the option (but not the
obligation), exercisable by notice to the Bankrupt Member (or its
representative) at any time prior to the 90th day after receipt of notice or
obtaining actual knowledge of the occurrence of the event causing such Member to
become a Bankrupt Member, to buy or cause their designee, including any
Affiliate of the Purchasing Member, to buy, and on the exercise of this option
the Bankrupt Member (or
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its representative) shall sell, its Membership Interest. The purchase price
shall be an amount equal to the fair market value of the Membership Interest
determined by agreement by the Bankrupt Member (or its representative) and the
Purchasing Member; however, if those Persons do not agree on the fair market
value on or before the 30th day following the exercise of the option, such fair
market value shall be determined by an independent appraiser mutually
satisfactory to the Bankrupt Member and the Purchasing Member. If the Bankrupt
Member and the Purchasing Member are unable to agree upon a mutually
satisfactory independent appraiser, each such Member shall appoint an
independent appraiser to determine the fair market value; if the valuations of
each of such independent appraisers does not differ by greater than fifteen
percent {15%), then the fair market value shall be determined by taking the
arithmetic average of the two valuations. If the valuations of each of such
independent appraisers differs by greater than fifteen percent (15%), then a
third independent appraiser shall be selected by mutual agreement of the two
independent appraisers and fair market value shall be determined by such third
independent appraliser. The Purchasing Member shall pay the fair market value as
so determined in four equal cash installments, the first due on closing and the
remainder {(together with accumulated interest on the amount unpaid at the
General Interest Rate) due on each of the first three anniversaries of the
¢losing. The payment to be made to the Bankrupt Member or its representative
under this Section 11.2 is in complete liquidation and satisfaction of all the
rights and interest of the Bankrupt Member and its representative (and of all
Persons claiming by, through, or under the Bankrupt Member and its
representative) in and in respect of the Company, including, without limitation,
any Membership Interest, any rights in specific Company property, any rights
with respect to the management, control or operation of the Company and any
rights against the Company and (insofar as the affairs of the Company are
concerned) against the Members.

ARTICLE 11

TERMINATION, DISSOLUTION AND LIQUIDATION OF THE COMPANY

i1.1 TERMINATION AND DISSOLUTION.
Except as provided below in this Section 12.1, the Company shall
terminate and dissolve upon the earliest to happen of any of the following
events:

{a) A decision unanimously approved by the Members to dissclve the
Company; oY

{b) The happening of any other event, act or omission causing the
dissolution of the Company under the Act or any other laws of the State of
Delaware with the exception of the death, retirement, resignation, expulsion,
bankruptecy or dissolution of a Member.
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The dissolution of the Company shall be effective on the day on which the
event occurs giving rise to the dissolution, unless {and conly if and to the
extent permitted by the Act), Members holding Sharing Ratios of the sum of not
less than a majority of the remaining Sharing Ratios elect to continue the
Company in the manner provided by the Act. Any necessary certificate of
dissolution shall be filed under the Act upon the dissolution and the
commencement of winding up of the Company; provided, however, that the Company
shall not terminate until the assets of the Company have been distributed as
provided in Section 12.2.

11.2 LIQUIDATION.

(a) As goon as practicable after the dissolution of the Company, the
Liquidator {(as defined in Section 12.2{f)) shall notify Members of such fact
and ghall prepare a plan as to whether and in what manner the assets of the
Company shall be liguidated.

(b) The Liquidator shall take full account of the Company's assets and
liabilities. The Company's assets shall be liquidated as promptly as is
consistent with obtaining the fair market value thereof and after the allccation
of Net Income or Net Loss in accordance with Article é above, the proceeds of
liquidation shall be applied and distributed in the following order and
prioricty:

(1} First, to secured creditors {including Members and their
affiliates) in accordance with the priority of their security interests;

(ii) Next, to the payment of debts and liabilities of the Company to
general unsecured creditors including Members and their affiliates;

{(iii) Next, to the establishment of any reserves which are
reasonably necessary for contingent, unmatured, unligquidated, disputed,
or unforeseen liabilities and cbligations of the Company;

{(iv) Last, to the Members in accordance with the positive balances
in their respective Capital Accounts, after taking into account all
adjustments to Capital Accounts for all pericds and including
allocations under Article 6 for the interim period from the end of the
prior figcal yvear to the date of the ligquidating distribution.

{c) The amount of any reserves established pursuant to Section
12.2(b} (iii) above shall be determined with the approval of the Members who are,
or may be, liable for any liabilities or obligations of the Company for which
guch reserves are being established. If any or all of the amount of the resgerves
are no longer required by the Company and become available
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for distribution to the Members, such amounts shall be distributed to the
Members in accordance with Section 12.2(b) (iv) above.

{d) pistributions to Members pursuant to this Section 12.2 may be made
pursuant to a trust established for the benefit of the Members for the purpose
of liquidating the assets of the Company, c¢ollecting amounts owed to the
Company, and paying any contingent or unforeseen liabilities or obligations of
the Company. The assets of any such trust shall be distributed to the Members
from time to time, in the reasonable discretion of the Liquidator, in the same
proportions as would have applied pursuant to this Agreement to liquidating
distributions by the Company to the Members.

{e) If the Liquidator decides pursuant to this Section 12.2 to make a
distribution of property in kind to the Members upon dissolution and winding up
of the Company, (i} the properties in gquestion shall be deemed to be sold on the
date of distribution for their respective Carrying Values, (ii) any gain or loss
associated with such deemed sales shall be allocated to the relevant Capital
Accounts of the Members in accordance with Section 6.2, and (iii)} such
properties shall be distributed to the relevant Members in the manner set forth
in this Section 12.2.

(f) For the purposes of this Agreement, the "Liguidator" shall be
appointed by the Members from among their number; provided, however that if upon
the dissclution of the Company there is no Member willing or permitted to serve
as Liquidator, the trustee, receiver or other fiduciary who is appointed or is
otherwise authorized by consent of Members holding Sharing Ratios aggregating
more than 50% to act on behalf of the Company in its dissolution, winding up and
liquidation, shall act as Liquidator.

ARTICLE 12

GENERAL PROVISIONS

12.1 REPRESENTATIONS. Each Member hereby represents and warrants to the
Company and each other Member and the other Member, in agreeing to enter into
this Agreement, has relied upon such representations and warranties that:

(a) If such Member is not a natural person, it is duly organized,
validly existing and in good standing under the laws of its jurisdiction of
organization and is duly qualified to conduct business in all jurisdictions
where such qualification is required.

{b}) It has the power and authority (corporate or otherwise) to execute,
deliver and perform its cbligations under this Agreement. Such execution,
delivery and performance have been duly authorized by all necessary action on
the part of such Member and do not and will not contravene the organizational
documents of such Member or conflict with, result in a
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breach of, or entitle any party (with due notice or lapse of time or both) to
terminate, accelerate or call a default with respect to, any agreement or
instrument to which such Member is a party or by which such Member is bound and
will not create, violate or ¢onfliet with any lien upen or with respect to any
of the properties of the Members. The execution, delivery and performance by
such Member of this Agreement will not result in any violation by such Member of
any law, rule or regulation applicable to such Member. Such Member is not a
party to, nor subject to or bound by, any judgment, injunction or decree of any
court or other Governmental Entity which may restrict or interfere with the
performance of this Agreement by such Member. This Agreement is a valid and
binding obligation of such Member enforceable against such Member in accordance
with its terms, except that (i) such enforcement may be subject to bkankruptcy,
insolvency, reorganization, moratorium or other similar laws now or hereafter in
effect relating to creditors' rights generally or general principles of equity
and (ii) the remedy of gpecific performance and injunctive relief may be subject
to equitable defenses and to the discretion of the court before which any
proceeding therefor may be brought.

(¢) Except as set forth on Schedule 13.1{(c¢), no consent, waiver,
approval, authorization or order of, or registration, gualification or filing
with, any court or other Govermmental Entity is required for the executiocn,
delivery and performance by such Member of this Agreement and the consummation
by such Member of the transactions contemplated hereby. No consent or waiver of
any party to any contract to which such Member is a party or by which it is
bound is required for the execution, delivery and performance by such Member of
this Agreement.

{d) Such Member is acgquiring the Membership Interest hereunder for its
own account for investment and not with a view to the distribution thereof, and
such Member shall not offer to sell or otherwise dispose of any of the
Membership Interests so acguired by it in violation of the registration
requirements of the Securities Act or applicable state securities laws. Such
Member has such knowledge and experience in financial, business and tax matters
that such Member is capable of evaluating the merits and risks relating to such
Member's Membership Interest and is capable of bearing the risk of loss of its
entire investment in the Company.

(e) There is no action, suit, grievance, arbitration or proceeding
pending or, to the knowledge of such Member, threatened against or affecting
such Member at law or in equity, before any federal, state, municipal or other
governmental court, department, commission, board, arbitrator, bureau, agency or
instrumentality which prchibits or impairs its ability to execute and deliver
this Agreement or the other Basic Agreements or to consummate any of the
transactions contemplated hereby or thereby. To the knowledge of such Member, it
has not received written notice of any pending or threatened investigation,
ingquiry or review by any Governmental Entity.
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(f} No broker, finder or investment banker is entitled to any brokerage,
finder's or other fee or commission, or to the reimbursement of any of its
expenses, in connection with the transactions contemplated by this Agreement
based upon arrangements made by it or on its behalf.

{g) Such Member has no obligation or agreement, either actual or
contingent, to share any portion of its interest in the Company with any Person.

{h) Such Member is not a Holding Company or otherwise subject to
regulation under PUHCA and the execution and delivery of the Basic Agreements do
not cause such Member to become a Holding Company or otherwise subject to PUHCA.

{i) Such Member has or will have sufficient resources to make Capital
Contributions to the Company in accordance with Schedule I hereto.

{j) In the case of RCN-Sub, such Member and its Affiliates have
sufficient experience to be able to carry ocut the Relevant Business activities
of the Company in the Relevant Market and to engage in activities required of
them in accordance with the Basic Agreements.

12.2 OFFSET. Whenever the Company is to pay any sum to any Member, any amounts
such Member owes the Company may be deducted from that sum before payment.

12.3 NOTICES. All notices, request and other communication hereunder shall be
deemed to have been duly delivered, given or made to or upon any party hereto if
in writing and delivered by hand against receipt, or by certified or registered
mail, postage prepaid, return receipt requested, or to a courier who guarantees
next Business Day delivery or sent by telecopy (with confirmation) to such party
at its address set forth below or to such other address as such party may at any
time, or from time to time, direct by notice given in accordance with this
Section 13.3.

if to RCN-Sub:

RCN Telecom Services of Washington, D.C., Inc.
105 Carnegie Center

Princeton, New Jersey 08540

Fax: (609) 734-0974

Attention: Michael J. Mahoney

and
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RCN Telecom Service, Inc.

105 Carnegie Center

Princeton, New Jersey 08540

Fax: (609) 734-0974 and (609) 734-3830

Attention: Michael J. Mahoney and Raymond B. QOstroski, Esq.

with a copy to:

Skadden, Arps, Slate, Mesagher & Flom LLP
919 Third Avenue

New York, New York 10022

Fax: (212) 735-2000

Attention: Stephen M Banker, Esqg.

if to PCI-Sub:

Pepco Communications, L.L.C

1801 K Street, N.W. Suite 900

Washington, D.C. 20006

Attention: John D. MeCallum and Janet Heck Doyle, Esg.

with a copy to:

Dickstein Shapiro Morin & Oshinsky LLP
2101 L Street, N.W.

Washington, DC 20037-1526

Attention: Emanuel Faust, Jr., Esq.

if to the Company:

Starpower Communications, LLC

1130 Connecticut Avenue, N.W,

Suite 400

Washington, D.C. 20036

Attention: Michael J. Mahoney and John D. McCallum

The date of delivery of any such notice, request or other communication shall be
the earlier of (i) the date of actual receipt or (ii} three Business Days after
such notice, request or other communication is sent if sent by certified or
registered mail, (iii) if sent by courier who guarantees next Business Day
delivery, the Business Day next following the day such notice, regquest or other
communication is actually delivered to the courier or (iv) the date of written
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confirmation of receipt if telecopied.

12.4 ENTIRE AGREEMENT; SUPERSEDURE. This Agreement constitutes the entire
agreement of the Members relating to the Company and supersedes all prior
contracts or agreements with respect to the Company, whether oral or written,
except the Basic Agreements.

12.5 EFFECT OF WAIVER OR CONSENT. A waiver or consent, express or implied, to
or of any breach cor default by any Person in the performance by that Person of
its obligations with respect to the Company is not a consent or waiver to or of
any other breach or default in the performance by that Person of the same or auy
other obligations of that Person with respect to the Company. Failure on the
part of a Person to complain of any act of any Person or to declare any Person
in default with respect to the Company, irrespective of how long that failure
continues, does not constitute a waiver by that Person of its rights with
respect to that default watil the applicable limitations period has expired.

12.6 AMENDMENT OR MODIFICATICON. This Agreement may be amended or modified from
time to time only by a written instrument executed by all of the Members.

12.7 PUBLIC ANNOUNCEMENTS. Except as regquired by law, any governmental agency
or any securities exchange, the parties hereto agree to obtain the prior
approval of each other before issuing (or allowing their Affiliates to issue)
any press release, public disclosure or other announcement with respect to this
Agreement or any of the transactions contemplated by this Agreement. In the
event either party hereto is so required by law, any governmental agency or any
securities exchange to make a public disclosure or other announcement as
aforesaid, it shall use its best efforts to afford the other a reasonable
opportunity to review the form and content of the announcement or disclosure
prior to making same.

12.8 CONFIDENTIALITY. Each of the parties hereto will hold, and will use its
reasonable, good faith efforts to cause its respective shareholders, partners,
members, directors, officers, employees, accountants, counsel, consultants,
agents and financial or other advisors {(collectively "Agents") to hold, in
confidence, all information (whether oral or written), including this Agreement
and the documents contemplated herein, concerning the transactions contemplated
by thig Agreement furnished to such party by or on behalf of any other party in
connection with such transactions, unless legally compelled (by deposition,
interrogatory, request for documents, subpoena, civil investigative demand or
similar process, or by order of a court or tribunal of competent jurisdiction,
or in order to comply with applicable rules or requirements of any stock
exchange, government department or agency or other regulatory authority, or by
requirements of any securities law or regulaticn or other legal requirement) to
discloge any such information or documents, and except to the extent that such
information or documents can be shown to have been (a) previously known on a
nonconfidential basis by such party, (b) in the public domain
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through no fault of such party or (¢} acguired by such party on a
nonconfidential basis from sources not known by such party to be bound by any
obligation of confidentiality in relation thereto. Notwithstanding the foregoing
provisions of this Section 13.8, each party may disclose such information to its
Agents in connection with the transactions contemplated by this Agreement or any
of the other Basic Agreements and to its lenders in connection with obtaining
the financing for the transactions contemplated by this Agreement so long as
such Agents and lenders are informed by such party of the confidential nature of
such information and are directed by such party to treat such information
confidentially and to certain governmental agencies in connection with the
procurement of the governmental authorizations contemplated by this Agreement.
The obligation of each party to hold any such information in confidence shall be
satisfied if such party exercises the same care with respect to such information
as it would take to preserve the confidentiality of its own similar information.
If this Agreement is terminated, each party will, and will use its reasonable,
good faith efforts to cause its respective Agents and lenders to, destroy or
deliver to the other party, upon request, all documents and other materials, and
all copies thereof, obtained by such party or on its behalf from the other party
hereto in connection with this Agreement that are subject to such confidence.

12.5 BINDING EFFECT. Subject to the restrictions on Dispositions set forth in
this Agreement, this Agreement is binding on and inures to the benefit of the
Members and their regpective heirs, legal representatives, successors, and
assigns.

12.10 GOVERNING LAW; SEVERABILITY. THIS AGREEMENT IS GOVERNED BY AND SHALL BE
CONSTRUED IN ACCORDANCE WITH THE LAW QOF THE STATE OF DELAWARE, EXCLUDING ANY
CONFLICT-OF-LAWS RULE OR PRINCIPLE THAT MIGHT REFER THE GOVERNANCE OR THE
CONSTRUCTION OF THIS AGREEMENT TO THE LAW OF ANOTHER JURISDICTION. If any
provision of thig Agreement or its application to any Person or circumstance is
held invalid or unenforceable to any extent, the remainder of this Agreement and
the application of such provision to other Persons or circumstances is not
affected and such provision shall be enforced to the greatest extent permitted
by law.

12.11 SPECIFIC PERFORMANCE. The Members agree that irreparable damage will
regult if this Agreement is not performed in accordance with its terms, and the
Members agree that any damages available at law for a breach of this Agreement
would not be an adequate remedy. Therefore, the provisions hereof and the
obligations of the Members hereunder shall be enforceable in a court of equity,
or other tribunal with jurisdiction, by a decree of specific performance, and
appropriate injunctive relief may be applied for and granted in connection
therewith. Such remedies and all other remedies provided for in this Agreement
shall, however, be cumulative and not exclusive and shall be in addition to any
other remedies that a Member may have under this Agreement, at law or in equity.
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12.12 FURTHER ASSURANCES. In connection with this Agreement and the
transactions contemplated by it, each Member shall execute and deliver any
additional documents and instruments and perform any additional acts that may be
necessary or appropriate to effectuate and perform the provisions of this
Agreement and such transactions.

12.13 COUNTERPARTS. This Agreement may be executed in any number of
counterparts with the same effect as if all signatories had signed the same
document. All counterparts shall be construed together and constitute the same
instrument .

12.14 INTERPRETATION. In the event of any dispute concerning the construction
or interpretation of any provision of this Agreement or any ambiguity thereof,
there shall be no presumption that this Agreement or any provision herecf be
construed against the party who drafted this Agreement

12.15 WAIVER OF PARTITION. Each of the Members hereby irrevocably waives any
and all rights that such Member may have to maintain any action for partition of
any of the Company's property.

12.16 SURVIVAL. All indemnities and reimbursement obligations made pursuant to
this Agreement shall survive dissolution and liquidation of the Company until
expiration of the longest applicable statute of limitatiens (including
extensions and waivers} with respect to the matter for which a party would be
entitled to be indemnified or reimbursed, as the case may be.

12.17 GENERAL. For purposes of paragraph (b) of the definition of Carrying
Value under Section 1.1, the parties agree that the Carrying Value of the Non-
Cash Capital Contributions shall not be adjusted pursuant to such paragraph (b).
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IN WITNESS WHEREOF,

the parties hereto have executed this Agreement as

of the date first above written.

Accepted and Agreed COnly

with Respect to Section 5.1

RCN CORPORATION

By:

MEMBERS :

RCN TELECOM SERVICES OF
WASHINGTON, D.C., INC.

PEPCO COMMUNICATIONS, LLC

Name :
Title:

Accepted and Agreed Only

with Respect to Section 2.14

RCN TELECOM SERVICES, INC.

By:

Name :
Title:
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SCHEDULE I

CASH CAPITAL CONTRIBUTIONS

Period Total RCN-Sub PCI-Sub

4th Quarter 1997 (Initial

Capital Contribution)

$25,000, 000

$12,500,000

$12,500, 000

1st Quarter 1558 $15, 000, 000 $ 7,500,000 $ 7,500,000
2nd Quarter 1998 $ 7,500,000 $ 7,500,000 $15,000,000
3rd Quarter 1998 $20,000, 000 $10, 000,000 $10, 000, 000
4th Quarter 1998 $37,500,000 $18, 750,000 $18,750, 000
1st Quarter 193595 $37,500,000 $18, 750, 000 $18, 750, 000
2nd Quarter 1999 $37,500, 000 518, 750, 000 $18, 750, 000
3rd Quarter 1999 $37,500, 000 $18, 750, 000 $18, 750,000
4th Quarter 1999 $25,000, 000 $12,500, 000 $12,500,000
1st Quarter 2000 $20,000,000 £10,000,000 $10,000, 000
2nd Quarter 2000 $10,000, 000 $20,000,000 $10,000, GO0
3rd Quarter 2000 $14,000, 000 $ 5,000,000 $ 5,000,000

Total Cash Capital
Contribution

The payments {after the first payment) are due on the first working day of the
respective guarter.
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RELEVANT BUSINESS

Long Distance

Local Phone

Wireless Phone

Internet Services

Paging

Videco (Wireline and Wireless)

Broadband Services (Wholesale Voice and Data)

-58~

SCHEDULE II




SCHEDULE III

RELEVANT MARKET

The following outlines the geographic area included in the Relevant Market

I. Washington, D.C.
Montgomery Country, Maryland
Prince Georges County, Maryland

IT. Baltimore County and City, Maryland
Anne Arundel, Maryland
Howard County, Maryland
Carroll County, Maryland
Harford County, Maryland

ITI. Fairfax and Arlington County, Virginia
Loudoun County, Virginia
Frederick County, Maryland
Prince William County, Virginia
Stafford County, Virginia
Charles County, Maryland
Saint Mary's County, Maryland
Calvert County, Maryland
Queen Anne's County, Maryland
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SCHEDULE IV

SHARING RATIO

RCN-Sub 50%
PCI-Sub 50%
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RCN CORPORATION
LIST OF SUBSIDIARIES

RCN Services, Inc

TEC Air, Inc.

RCN Financial Management, Inc.

ENET Holding, Inc.

UNET Holding, Inc.

LME Acquisition Corporation

C-TEC Financial Services, Inc.

C-TEC Cable Systems, Inc.

C-TEC Cable System Services, Inc.

RCN of New Jersey, Inc.

RCN of Southeast New York, Inc.

RCN Telecom Services of Pennsylvania, Inc.
RCN Telecom Services of Southeast New York,
Fiberfone of Pennsylvania, Inc
Fiberfone of New Jersey, Inc.

Fiberfone of Michigan, Inc.

C-TEC Fiber Systems of New Jersey, Inc.
RCN Long Distance Company

RCN International Holdings, Inc.

RCN Telecom Services, Inc.

RCN Operating Services, Inc.

RCN Telecom Services of Illinois, Inc.
RCN Telecom Services of Maryland, Inc.

RCN Telecom Services of Massachusetts, Inc.

RCN Telecom Services of Michigan, Inc.
RCN Telecom Services of New York, Inc.
RCN Telecom Services of Washington, Inc.
RCN Telecom Services of Delaware, Inc.
RCN Telecom Services of California, Inc.
RCN Telecom Services of Philadelphia, Inc.
RCN Telecom Services of New Jersey, Inc.
RCN Telecom Services of Virginia, Inc.

Inc.

RCN Telecom Services of Washington, D.C., Inc.

RCN Telecom Services of Maine, Inc.

RCN Telecom Services of New Hampshire, Inc.
RCN Telecom Services of Vermont, Inc.

RCN Telecom Services of Rhode Island, Inc.
RCN Telecom Services of Connecticut, Inc.
FNY Holding Company, Inc.

RCN Corporate Services, Inc.

RCN Financial Services, Inc.

Freedom New York L.L.C.

RCN-BecoCom, LLC

Starpower Communications, LLC

Homelink Limited Partnership

State of
Incorporation

PA
DE
DE

DE
NY

DE

PA
PA
PA
NY
PA
NJ

NJ
PR
DE

NJ
IL
MI

WA
DE

PA
NI
VA
DC
ME

RI
cT
NJ
DE

DE
NI

Exhibit 21

PERCENTAGE
OWNED

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
51%
50%
80.355%




EXHIBIT 23
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference in the registration statements of
RCN Corporation on Form S+8 (File Nos. 333-37959 and 333-38137) of our report
dated March 13, 1998, on our audits of the consclidated financial statements and
financial statement schedules of RCN Corporation and Subsidiaries as of December
31, 1997 and 1996, and for the years ended December 31, 1997, 1996 and 1995,
which report is included in this Annual Report omn Form 10-K.

/s8/ Coopers & Lybrand L.L.P.

COOPERS & LYBRAND L.L.P.

2400 Eleven Penn Center
Philadelphia, Pennsylvania
March 31, 19938




Exhibit 24

SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas P. O'Neill, III do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1957, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery cf the above-mentioned form with the
same validity as I could, if perscnally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is hy this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998.
/e/ Thomas P. O'Neill, III (SEAL)
Thomas P. O'Neill, III
Witness:

/8/ Chrigtine M. Walsh

Christine M. Walsh




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, James {. Crowe do make, constitute
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1898, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appeint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998

James Q. Crowe

Witness:

/s/ Dinah Sink

Dinah Sink




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, David C. McCcurt do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Qfficer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper tec effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
gubstitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998.

David C. McCourt

Witness:

/s/ Blair Turner

Blair Turner




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael B. Yanney dc make,
constitute and appoint Bruce C. Godfrey, RCN Corporaticn's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter ungil
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revcke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 27th day of March,
1998.
/s/ Michael B. Yanney (SEAL)
Michael B. Yanmey
Witness:

/s/ C.L. Buckingham

C.L. Buckingham




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Richard R. Jaros do make,
constitute and appoint Bruce ¢. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the figcal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 19%8 and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 27th day of March,
1998.

Richard R. Jaros

Witness:

/s/ Lori Jaros

Lori Jaros




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Alfred Fasola do make, constitute
and appeoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREQF, I hereunto set my hand and seal this 26th of
March, 1998.

/8/ Alfred Fasola (SEAL)

Alfred Fasola

Witness:

/a/ Susan Fasola

Susan Fasola




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Stuart E. Graham do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and te file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998 and such spe cific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 26th day of March,
1998,

/8/ Stuart E. Graham {SEAL)

Stuart E. Graham

Witness:

/8/ Camille D'Alessandro

Camille D'Alessandro




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Eugene Roth do make, constitute and
appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my true
and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 S5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 24th day of March,
1998.
/s/ Eugene Roth {SEAL)
Eugene Roth
Witness:

/s/ Janet Kaye

Janet Kaye




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas J. May do make, constitute
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 16-K for the fiscal year ended
December 31, 13997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and autheority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revcke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 27th day of March,
19598.
/s/ Thomas J. May (SEAL)}
Thomas J. May
Witness:

/s/ Carol O'Rourke

Carol O'Rourke




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Walter Scott, Jr. do make,
constitute and appoint Bruce C. Godfrey, RCN Corperation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHERECF, 1 hereunto set my hand and seal this 26th day of March,
1%98.

/8/ Water Scott, Jr. (SEAL)

Walter Scott, Jr.

Witness:

/s/ Julie Haack

Julie Haack




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Michael J. Mahoney do make,
constitute and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial
Officer, as my true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
same validity as I could, if perscnally present, and I hereby ratify and affirm
that my said attorney as I may deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. All rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appoint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHEREOF, I hereunto set my hand and seal this 23rd day of March,
1998.
/s/ Michael J. Mahoney {SEAL)
Michael J. Mahoney
Witness:

/s/ Kathleen Sparrcwe

Kathleen Sparrowe




SPECIFIC POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that I, Dennis Spina do make, constitute
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my
true and lawful attorney for me and in my name:

1. I authorize said attorney in fact to specifically execute in my name
and in my behalf the RCN Corporaticon Form 10-K for the fiscal year ended
December 31, 1997, and to file said form to the Securities and Exchange
Commigsion, 450 5th Street, N.W., Washington, D.C. 20549, and relative
instruments in writing which I deem requisite or proper to effectuate
specifically the execution and delivery of the above-mentioned form with the
game validity as I could, if personally present, and I hereby ratify and affirm
that my said attorney as I m ay deem to act for me, shall do, by virtue of these
presents, herein set forth by me.

2. all rights, powers and authority of said attorney in fact to exercise
any and all of the specific rights and powers herein granted shall commence and
be in full force and effect as of March 30, 1998, and such specific rights,
powers and authority shall remain in full force and effect thereafter until
termination in writing by me.

3. I give to said attorney in fact full power and authority to appeint a
substitute to perform all such of the acts that said attorney in fact is by this
instrument authorized to perform, with the right to revoke such appointment of
substitute at pleasure.

IN WITNESS WHERECF, I hereunto set my hand and seal this 2é6th day of March,
1998.

/s/ Dennis Spina (SEAL}

Dennis Spina

Witness:

/s/ Taara C. Young

Taara C. Young







<ARTICLE> 5

<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM FINANCIAL
STATEMENTS AS OF AND FOR THE YEAR ENDED DECEMBER 31, 1997 AND IS QUALIFIED IN
ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

</LEGEND>

<RESTATED>

<MULTIPLIER> 1,000

<PERIQOD-TYPE> YEAR

<FISCAL-YEAR-END> DEC-31-1997
<PERIOD-START=> JAN-Q1-1997
<PERIOD-END> DEC-31-1997
<CASH=> 222,910
<SECURITIES> 415,603
<RECEIVABLES> 19,949
<ALLOWANCES > 2,134
<INVENTORY > 2,745
<CURRENT-ASSETS > 703,232
<PP&E> 307,759
<DEPRECIATION> 107,419
<TOTAL-ASSETS> 1,150,892
<CURRENT-LIABILITIES> 69,705
<BONDS > 686,103
<PREFERRED-MANDATORY > 0
<PREFERRED> o}
<COMMON > 54,989
<QTHER-SE> 301,595
<TOTAL-LIABILITY-AND-EQUITY> 1,150,992
<SALES> 0
<TOTAL-REVENUES > 127,297
<CGS> o}
<TOTAL-COSTS> 184,949
<QTHER-EXPENSES > 0
<LOSS-PROVISION> 2,732
<INTEREST ~-EXPENSE> 25,602
<INCOME-PRETAX > (73,522)
<INCOME-TAX> {(20,849)
<INCOME-CONTINUING:> (49,181)
<DISCONTINUED:> 0
<EXTRAORDINARY > (3,210}
<CHANGES > 0
<NET-INCOME> {52,391)
<EPS-PRIMARY> (0.95)

<EPS-DILUTED> (0.95)







<ARTICLE> 5 }

<LEGEND> *

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FRCOM FINANCIAL
STATEMENTS AS OF AND FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1997 AND IS
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.
</LEGEND>

<RESTATED>

<MULTIPLIER> 1,000

<PERIOD-TYPE:> 9-MOS

<FISCAL-YEAR-END> DEC-31-1997
<PERIOD-START> JAN-01-1997
<PERIOD-END> SEP-30-1997
<CASH> 183,337
<SECURITIES:> 0
<RECEIVABLES> 22,406
<ALLOWANCES > 1,741
<INVENTORY > 2,428
<CURRENT-ASSETS> 247,068
<PP&E > 273,960
<DEPRECIATION: 101,544
<TOTAL-ASSETS > 598,679
<CURRENT-LIABILITIES> 72,441
<BONDS > 110,000
<PREFERRED-MANDATORY > 0
<PREFERRED> 0
<COMMON > 54,970
<OTHER-SE> 318,780
<TOTAL-LIABILITY-AND-EQUITY> 598,679
<SALES> 0
<TOTAL-REVENUES > 91,854
<CGS> 0
<TQTAL-COSTS> 127,934
<QTHER-EXPENSES > ]
<LOSS-PROVISION: 1,327
<INTEREST-EXPENSE> 10,460
<INCOME-PRETAX > {45, 253)
<INCOME-TAX> (11,907)
<INCOME-CONTINUING> (32, 065)
<DISCONTINUED:> 0
<EXTRAORDINARY > {3,210)
<CHANGES > 0]
<NET-INCOME:> (35,275)
<EPS-PRIMARY> (0.64)

<EPS-DILUTED> (0.64)




\ EXHIBIT 2

MANAGERIAL AND TECHNICAL QUALIFICATIONS

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24 810, and 25-24 815 15




DAVID C. McCOURT
Chairman and Chief Executive Officer

Mr. McCourt was named Chairman and Chief Executive Officer of RCN Corporation’s
predecessor, C-TEC Corporation —a diversified telecommunications and high-technology company
with operations including local and long-distance telephone, cable television, and network
engineering — in October 1993, after Mr. McCourt and Peter Kiewit Sons’ jointly purchased a
controlling interest in C-TEC Corporation. Since that time, C-TEC completed nearly $2 billion in
transactions. Sales, net income, cash flow and total assets have posted impressive gains under the
direction of Mr. McCourt and the leadership team he has assembled. During his tenure at C-TEC,
Mr. McCourt also took the company international, acquiring a 40% stake in Megacable S.A. de
C.V., Mekico’s second-largest cable television company.

Mr. McCourt’s broad industry experience began more than (15) years ago, when he
established an engineering, design, and construction firm to build communications networks in the
United States, including several fiber optic networks for MFS Communications, presenily a
WorldCom subsidiary. Later he joined forces with Peter Kiewit Sons’, one of the country’s largest
privately-held engineering and construction firms, to form McCourt/Kiewit International. At
McCourt/Kiewit International, Mr. McCourt managed the design and construction of residential
cable television and telephone networks for many of the largest and most successful companies in
the United Kingdom.

Mr. McCourt serves on the boards of WorldCom, Megacable S.A. de C.V., Mercom, Inc.,
and Cable Satellite Public Affairs Network (C-SPAN). He is also a member of the Northeastern
University Corporation and continues to serve the community by donating his time and resources
to various national and local organizations.

Mr, McCourt is a graduate of Georgetown University in Washington, D.C.

BRUCE C. GODFREY
Executive Vice President, Chief Financial Officer & Secretary

Bruce C. Godfrey brings a wealth of financial management and capital market expertise to
the RCN Corporation executive management team. In April 1994, Mr. Godfrey joined C-TEC
Corporation as Executive Vice President and Chief Financial Officer. He is responsible for
managing all aspects of RCN Corporation’s financial resources and for pursuing development
opportunities. Since his arrival, Mr. Godfrey has been involved in several key acquisitions and
capital market transactions that have both focused and grown the company’s operations while
improving its capital structure.

Prior to joining C-TEC, Mr. Godfrey was a partner at Daniels & Associates, a Denver-based
investment banking boutique, specializing in telecommunications industries. In his (10) years at
Daniels, Mr. Godfrey was involved in a wide range of capital market, as well as merger and
acquisition transactions. He also advised telecommunications companies in the United States and

FORM PSC/CMU 8 (11/95})
Required by Commission Rule Nos. 25-24.805,
25-24 810, and 25-24.815 16




overseas. Previously, he was a member of the corporate banking group at a Denver-based banking
institution.

Mr. Godfrey has served on the C-TEC and then RCN Corporation Board of Directors since
November 1996. He also serves on the Board of Directors of Megacable S.A. de C.V., Mexico’s
second largest cable television company, and Mercom, Inc.

Mr. Godfrey holds a bachelor’s degree in economics from the University of Colorado at
Boulder.

MICHAEL A. ADAMS
President and Chief Operating Officer

Mr. Adams joined RCN Corporation’s predecessor, C-TEC Corporation, in 1993 as Vice
President of Technology where he was responsible for determining the appropriate technologies for
the Company’s cable and telephone operations. His tenure with C-TEC and RCN Corporation have
included positions as Executive Vice President and President of Technology & Network
Development Group of RCN Corporation, President of Technology and Strategic Development and
Executive Vice President of Commonwealth Communications, an engineering and technical services
subsidiary of C-TEC. Significant projects Mr. Adams supervised include the upgrade of C-TEC
Cable’s New York systems; technical and purchasing support for Megacable S.A.de C.V.,C-TEC’s
Mexican cable partner; design and construction of the Northwest Michigan College 120-mile
regional network; project management of a regional network for MFS of New Jersey; design and
installation of voice and data communications facilities for NatWest Bank; and expanded consulting
services domestically in Michigan, Massachusetts and New Jersey and internationally to Latin
America.

Mr. Adams holds a Master of Science Degree in Engineering from the Massachusetts
Institute of Technology (M.1.T.) in Cambridge, Massachusetts. He completed his undergraduate
statues at Northeastern University in Boston, with a Bachelor of Science Degree with honors in
Engineering.

D.G. GULATI
Senior Vice President
Technical Strategic Development Group

Mr. Gulati has overall responsibility for the planning, development, engineering and
subsequent deployment of voice and data services in the different strategic markets. His
responsibilities also include the evaluation, development, and testing of new technologies for the
Company.

Mr. Gulati came to RCN Corporation’s predecessor, C-TEC Corporation, in 1995 with over
twelve (12) years experience in the telecommunications industry. His tenure includes an Assistant
Vice Presidency for Network Services at Warwick Telephone Company, Warwick, New York, as

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815 17




well as several director level positions at Rochester Telephone, Rochester, New York, including
Director of Network Sales, Director of Business Development, and Director of Network Operations
at Rochester Telephone, Rochester, New York.

Mr. Gulati was awarded a Bachelors Degree in Engineering from City College of New York
and holds an MBA in Corporate Finance from Pace University, New York.

SCOTT BURNSIDE
Senior Vice President Regulatory and Government Affairs

Scott Burnside is responsible for all regulatory matters at the local, state, and federal levels.
In addition, Mr. Burnside is responsible for maintaining RCN Corporation’s legislative relations
with the United States Congress, state, and local governments.

Previously, Mr. Burnside held the position of Vice President, Regulatory and Government
Affairs for RCN Corporation’s predecessor C-TEC. In that position, Mr. Burnside was responstble
for all regulatory matters including tariff creation and filing, certifications and authorizations
necessary for C-TEC companies to operate in federal and state jurisdictions, and the development
and maintenance of all government relations with the company. Prior to his C-TEC responsibilities,
Mr. Burnside held a number of management positions with Commonwealth Telephone Company
and Commeonwealth Communications, Inc., both C-TEC subsidiaries.

Mr. Burnside is a member of the Pennsylvania State Chamber of Business and Industry’s
task force on telecommunications, board member of Alliance for Telecommunications Industry
Solutions
(ATIS), and a former director of the Greater Wilkes-Barre Area Chamber of Commerce. He is also
an active member of numerous industry associations and committees.

Mr. Burnside is a graduate of Wilkes College, Wilkes-Barre, Pennsylvania.

JOSEPH O. KAHL
Director of Regulatory Affairs

Mr. Kahl isresponsible for company related regulatory issues, maintaining certifications and
compliance in the States where the Company does business. He is also responsible for the
Company’s tariff filings.

Prior to his joining the C-TEC, Mr. Kahl served in a similar capacity at MFS WorldCom for
three and one-half years and has over eight years of regulatory experience in the telecommunications
industry.

Mr, Kahl is a graduate of Rutgers University with a Bachelors Degree in Accounting and
Economics.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24 810, and 25-24. 815




EXHIBIT 3

Certificate of Authority to Transact Business

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24 805,
25-24 810, and 25-24.815
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FLORIDA DEPARTMENT OF STATE
Katherine Harris
Secretary of Btate

October 25, 1999

C T CORPORATION SYSTEM
TALLAHASSEE, FL

Qualification documents for RCN TELECOM SERVICES, INC. were filed on
October 25, 1999 and assigned document number F9S000005463. Please refer
to this number whenever corrasponding with this office.

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

A corporation annual report will be due this office between January 1 and May 1
of the year following the calendar year of the file date. A Federal Employer
Identification (FE!) number will be required befare this report can bs filed. If you
do hot already have an FE! number, please apply NOW with the {nternal
Revenus by calling 1-800-828-3676 and requesting form 5S-4.

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

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

Buek Kohr
Cotporate Specialist
Division of Gorporations Letter Number: 693A00051237

Divigion of Corparations -~ P.O. BOX 6327 -Tallahassee, Florida 32314
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APPLICATION BY FOREIGN CORPORATION FOR AUTHORIZATION
TO TRANSACT BUSINESS IN FLORIDA Ty

5

IN COMPLIANCE WITH SECTION 607.1503, FLORIDA STATUTES, THE FOLLO wingys
SUBMITTED TO REGISTER A FOREIGN CORPORATION TO TRANSACT BUSINESS ﬁms
STATE OF FLORIDA: < .

1. RCN Telecom Services, Inc

COfpo i - 4
abhbreviations of like lmpcn in Ianguaga as will deaily indicate that itisa uorpcsl'atnon instead ofa hatural person
or partnership if not so contained In the name at present.)

2. Pepnsylvania 3. 23-2472885
(State or country under tha law of which  is incorporated) (FE| number, if applicable)
4. June 30, 1987 5. Pexpetual
(Data of incorparation) (Duratlun Yaar corp. will cease to exist or pelpdual")
6.

Adamuary 1. .2000 o
(Date first transacted business in Flonida. (See sections 607.1a01, 607, 1502, and 817.155, F.S.))

7. 195 Carmegie Centey, Princevon, New Jersev 08548

(Current meifing address)

8.

(Purposa(s) of corparation authofized in home state or country to be camied out in the state of
Florida)

9. Name and street address of Flarida registered agent:

Name: C T_Corporatigon Svstem .
Office Address: S18aSaTgSgEporatica Syscem, 1200 South Pine

Blantatien , Floida, 33124
(Zip Code)

10. Registered agent acceptance:

Having been named as registered agent and to accept service of pracess for the above stated comporation at the place
designatad in this application. | hereby accept the appoiniment as registered agent and agree to act in this capacity. |
further agree ta comply with the provisions of all statutes relative to the proper and complete performance of my duties,
and ! am familiar with and accept the obligation of my position as registered agent,

C T Corporacion System

%QL\ A u‘. ma
R 9 RATTHR (Oeor)

Assistart Vice President
(FL - 2183 - 11/16/94) {Type Nama and Titie of Officer)

TOTAL .18




