
3000 K STREET, NW, SUITE 300 
WASHINGTON, DC 20007-5116 

TELEPHONE (202)424-7500 
FACSIMILE (202) 424-7647 

June I ,  2000 
0 
ci 

, .  __ - 

VIA OVERNIGHT MAIL 

Bla$a i.,3ayo 
Dirwor, Division of Public Records and Reporting 
Flotfda Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

I 

Re: RCN Telecom Services, Inc. Application for Authority to Provide Alternative Local 
Exchange Service Within the State of Florida - ExDedited Treatment Reauested 

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. 401 1, 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-T1., on February 20, 1995. On October 
13, 1997, Certificate No. 401 1 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 apro  forma corporate restructuring and 
reassignment of interexchange Certificate No. 401 1 to RCN Telecom Services, Inc. 
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Blanca S. Bay0 
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, 

Counsel for RCN Telecom Services, Inc. 

cc: Mr. Tom Williams (PSC) 
Mr. Joseph Kahl 
Ms. Trudy Longnecker 
Ms. Jennifer Schneider 

335126.1 



** FLORIDA PUBLIC SERVICE COMMISSION ** 

DIVISION OF TELECOMMUNICATIONS 
BUREAU OF CERTIFICATION AND SERVICE EVALUATION 

APPLICATION FORM 
for 

AUTHORITY TO PROVIDE 
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. 

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 ReDortinq 
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 Oak Blvd. 
Tallahassee, Florida 32399-0850 
(850) 413-6600 

- _-- FPX-BUREAU OF RECORDS 

FORM PSClCMU 8 111/95) 
Required by Cornmi;sion Rule Nos. 25-24.805, 
25-24.810. and 25-24.815 
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APPLICATION 

1. This is an application for J (check one): 

( J ) 

( ) 

Original certificate (new company). 

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

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

Approval of transfer of control: ExamDle, 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 “ADDhCant”) 

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

RCN Telecom Services. Inc. 

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

105 Carneaie Center 

Princeton, New Jersev 08540 

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

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

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

Commission so reauests. 

FORMPSC.CMU8(11/95, 
Reqd.rea by Cornm s s m  RL e Nos. 25-24.805 
25-24.810 ana 25-24 815 2 



6. Structure of organization: 

( ) Individual ( ) Corporation 
( J ) Foreign Corporation ( ) Foreign Partnership 
( ) General Partnership ( ) Limited Partnership 
( ) Other 

7. If individual, provide: 

Name: Not Awlicable 

Title: 

Address: 

CitylStatelZip: 

Telephone No.: Fax No.:- 

Internet E-Mail Address: 

Internet Website Address: 

8. If incoworated in Florida, provide proof of authority to operate in Florida: 

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

Not ADDlicable 

9. If foreian comoration, provide proof of authority to operate in Florida: 

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

Document No. F99000005463 

I O .  If usina 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 usina a fictitious name-d/b/a. 

FORM PSClCMU 8 (11/95) 
Required by Commission Rule NOS. 25-24.805, 
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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 

Address: 

CitylStatelZip: 

Telephone No.: Fax No.:- 

Internet E-Mail Address: 

Internet Website Address: 

13. If a foreiqn 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.I. 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 larqest stockholders have previouslv 

been adiudaed bankrupt, mentally incompetent, or found auiltv of any felony or of 

any crime, nor will any such actions result from pendinq Droceedinas. 

FORM PSCiCMU 8 (11/95) 
Required by Commission Rule Nos. 25-24.805, 
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(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 whv not. 

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

directors RCN’s parent companv. RCN CorDoration. As such, they are also the 

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

Communications, LLC. In addition. RCN holds a certificate to Drovide interexchanae 

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

Who will serve as liaison to the Commission with regard to the following? 

(a) The application: 

Name: Michael P. DonahueIJennifer A. Schneider 

Title: Counsel for the Auolicant; Swidler Berlin Shereff Friedman. LLP 

Address: 3000 K Street NW. Suite 300 

CityIStatelZip: Washinaton. DC 20007 

Telephone No.: (202) 424-7742 Fax No.: (202) 424-7645 

Internet E-Mail Address: iaschneider@swidlaw.com 

Internet Website Address: www.swidlaw.com 

(b) 

Name: Trudy M. Lonanecker 

Title: Tariff 8. ComDliance Manaaer 

Address: 105 Carneaie Center 

C i tylStatelZi p : 

Telephone No.: (609)734-4533 Fax No.:- I 

Internet E-Mail Address: trudv.lonanecker@rcn.net 

Internet Website Address: www.rcn.net 

16. 

Official point of contact for the ongoing operations of the company: 

Princeton, New Jersev 08540 

609)734-3784 

FORM PSCKMU 8 (11195) 
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(c) Complaints/lnquiries from customers: 

Name: Customer Service Line 

Title: 

Address: 105 Carneaie Center 

CitylStatelZip: Princeton, New Jersev 08540 

Telephone No.: 800-746-4726 Fax No.: 

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

Internet Website Address: www.rcn.net 

17. 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 ~ r o  forma corporate restructurina. 

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

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

from various states. The restructurina will create one entitv. RCN Telecom Services, 

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

service. Further information concernina the restructurina mav be found in 

Commission Docket No. 991496-TP. Because the restructurina is not vet 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 

authoritv and provide service. At the time of this ADDliCatiOn, RCN or its subsidiaries 

operate as local exchanae companies in the followina states: California, District of 

Columbia. Illinois. Marvland. Massachusetts. New Jersev, New York, Pennsvlvania 

and Virainia. 

FORM PSCiCMU 8 (11/95) 
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(b) has applications pending to be certificated as an alternative local exchange 
company. 

Neither RCN nor its subsidiaries have applications pendina to be certificated 

as local exchanae companies. 

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

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

in the followina states: Arizona, California, Connecticut, Delaware. District of 

Columbia, Illinois, Maine, Marvland. Massachusetts, New Hampshire, New Jersey, 

New York. Nevada, Oreaon, Pennsylvania. Rhode Island. Vermont, Virainia and 

Washinaton. 

(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 authoritv to operate as a 

local exchanae company. 

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

Neither RCN nor its subsidiaries have had reaulatorv penalties 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 proceedinas 

with an interexchanae carrier. local exchanae company or othertelecommunications 

entitv. 
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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 ofticer affirmino 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 employeeslofficers of the company that would 
indicate sufficient managerial experiences of each. Please see Exhibit 2. 

C. Technical capability: give resumes of employeeslofficers 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 PSClCMU 8 (11/95) 
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** APPLICANT ACKNOWLEDGMENT STATEMENT ** 

1. REGULATORY ASSESSMENT FEE: I 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: I understand that all telephone companies must pay a 
gross receipts tax of two and one-half Dercent on all intra and interstate business. 

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

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

2. 

3. 

4. 

U L l T Y  O F F I C M  

Signature 

6/1/00 

Date 
&/& 

609-734-3700 President & Chief Operating Officer 
Title Telephone No. 

Address: 105 Carneaie Center 6M-'i51-%32 
Fax No. 

Princeton. New Jersev 08540 

ATTACHMENTS: 

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

FORM PSCICMU 8 (11195) 
Required by Commission Rule Nos. 2524.805, 
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** 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 

( ) transfer 

( ) assignment 

of the above-mentioned certificate. 

*Not applicable. RCN is applying for original authority. 

UTILITY OFFICIAL: 

Signature Date 

Title Telephone No. 

Address: 
Fax No. 
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**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) 

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 

FORM PSC CML 8 (1 1.95) 
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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 alternative local exchange company service in the State of Florida. I have read 
the foregoing and declare that, to the best of my knowledge and belief, the information 
is true and correct. I attest that I havethe 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, I am aware that, pursuant to Chapter 837.06, Florida Statutes, "Whoever 
knowingly makes a false statement In writing with the intent to mislead a public 
servantintheperformanceofhls ofkialdutyshallbeguiltyofamisderneanorofthe 
second degree, punishable as provided in 8.775.082 and s. 775.083." 

UTILITY OFFICIAL: 

- / A ?  6/1/00 
Signature Date 

Title Telephone No. 

President & Chief Operating Officer 609i734-3700 

Address: 105 Carneaie Center bW - 95i- 8632 
Fax No. 

Princeton, New Jersev 08540 

i 
FORM PSClCMU 8 (1 1/95) 
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EXHIBIT 1 

EXHIBIT 2 

EXHIBIT 3 

EXHIBITS 

Financial Qualifications and Audited Financial 
Statements for the Past Three Years 

Managerial and Technical Qualifications 

Certificate of Authority to Transact Business 

FORM PSCKMU 8 (11195) 
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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. In 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 thelO-Ks of its parent, RCN Corporation, for the years 1997, 1998 
and 1999. 

FORM PSC/CMU 8 (11/95\ 
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FORM 10-K 

WASHINGTON, D.C. 20549 
SECURITIES AND EXCHANGE COMMISSION 

(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 CORPORATION 

(Exact name of registrant as specified in its charter) 

Delaware 22-3498533 
(State or other jurisdiction of (I . R . S . Employer 
incorporation 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 pursuant to Section 12(g) of the Act: 

Common Stock, par value $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 1.0 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 I11 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 

78,114,901 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 I11 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-looking 
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 important factors can be found 
in our filings with the Securities and Exchange Commission. 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-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. We are 
currently delivering broadband services over our Megaband(tm1 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 individual 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 900 feet of our 
customers, with fewer electronics and lower maintenance costs than existing 
local networks. Our 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 
UNNI. 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 networks 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 7 6 . 8 6 %  interest in and manage the joint venture. Prior to the close of 
business on December 31, 1999, we owned 5 3 . 8 8 % .  The joint venture 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 ri'ghts-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 addition, 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 Communications Company, 
Inc . 

Because w e  deliver a variety of services, we zeport the total 
number of our various service connections purchased for local telephone, video 
programming and Internet access rather than the number of customers. 
example, a single Customer who purchases local telephone, video programming 
and Internet access counts as three connections. Since we view long distance 

For 

aa 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. AS of that date. 
we had approximately 223.000 total connections attributable to Customers 
connected to advanced fiber optic networks ("on-net" connections) and had 
approximately 724.000 connections attributable to customers served through 
other facilities ("off-net" connections). 

we have extensive operating experience in both the telephone 
and video industries and in the design, development and constnmtion of 
telecommunications facilities. Our experience provides us with expertise in 
systems operation and development, and gives us an established infrastructure 
far customer service and billing for both voice and video servj.ces 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 2 5  years of experience in the cable 
television business. Both C-TEC and certain members Of managemrmt also have 
extensive experience in the design and development Of advanced 
telecommunications facilities. 

We seek to exploit competitive opportunities in select.ed 
markets where population density, favorable demographics and the aging 
infrastructure of the incumbent service providers' network facj.lities combine 
to create a particularly attractive opportunity to develop advanced fiber 
optic networks. We continue to construct network facilities wj.thin the Boston- 
to-Washington, D.C. corridor. We believe that our experience 3." the Northeast 
will provide us with a key strategic advantage as we enter markets in the San 
Francisco-to-San Diego corridor and in Chicago. 

Business Strategy 

Our goal is to become the leading provider Of communications 
services to residential customers in our target markets by purming 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 01 "last mile' has not general1.y 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 eignificant 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. 
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Leverage our Network and Customer Base: We are able to leverage 
our network by delivering a broad range of comunications products and by 
focusing on high density residential markets. 
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. 

This bandwidth capacity and 

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 quality customer care that we provide is superior 
to services that are typically available from most incumbent telephone, cable 
or other service providers. 

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, MCI/WorldCom and southern California Bdison. 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 

Continue to Use Strategic Alliances: We have been able to enter 

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. 
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. 

Our principal fixed costs in each 

Based on our current growth plan, we expect that we will 
require a substantial amount of capital to expand the development of our 
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 our hybrid fiberlcoaxial 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 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 (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 million, 
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. 
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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 banlr 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, on a limited basis, 
resale local and long distance telephony services. 

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

Aa of 
.............................................................. 
12/31/98 3/31/99 6/39/99 9/30/99 12/31/99 
........ ....... ....... ....... ........ 

On-NeL service comections: 
voice .......................... 30.868 40.215 49.519 5 6 , 2 0 9  62.713 
video .......................... 8 6 . 3 4 9  9 9 , 0 9 8  110,565 120.353 1 3 8 . 5 7 7  
Data ........................... 6.167 9,922 11,024 17,985 21.654 ....... ....... ....... ....... ....... 

Subtotal On.Net ................. 123.393 149.235 173.128 196,547 222.964 

Off-Net: 
Voice. . .  ....................... 6 5 . 0 2 2  6 0 . 0 0 4  5 4 . 9 1 7  4 9 , 2 7 1  4 6 . 9 8 6  
Video .......................... 1 7 5 . 3 1 3  110.323 165,523 164,859 153.627 
Data ........................... 491.613 506.180 508,992 535.107 5 2 3 . 7 2 8  

Subtotal Off-Net ................ ,31.958 7 3 6 , 5 0 7  729,412 749,217 7 2 4 . 3 4 1  
Total service ComecLions ....... 8 5 5 . 3 6 1  885.742 902,560 943.784 9a7.305 

Homes Passed .................... 3 0 4 , 5 0 5  350,731 427,843 550.771 713.823 
Marketable Hoolea ................ 270.<06 301,546 361,015 440.112 551.006 

....... ....... ....... ....... ....... 

....... ....... ....... ....... ....... 

....... ....... ... ....... ....... ....... ....... ... ....... ....... = == 

Because we deliver a variety of services to our customers, we 
quantify our customer activity by the number of individual local telephone, 
video programing 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. 

"Off-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, 1999 
approximately 32,000 wireless connections and approximately 4 , 0 0 0  wireline video 
connections serving the University of Delaware. 
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As of December 31, 1999 we had approximately 135,000 homes passed and 
approximately 122,000 basic subscribers connected to our hybrid fiberfcoaxial 
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 tone 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 associated features. Our local 
telephone rates are generally competitive with the rates charged by the 
incumbent providers. At December 31, 1999, we had approximately 63,000 telephone 
service 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, 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 
basic, premium and pay-per-view video proyramming. 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. 
O u r  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 quality sound. 

As 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 RCT4.com brand name. We focus on serving 
individuals and businesses through a network of our owned points of presence 
("POPsss) which are connected to our advanced fiber optic network. Our primary 
service offerings are 56K dial-up and high-speed cable modem access. 
We also sell commercially oriented private line point-to-point data transmission 
services such as DS-l and OC-3 and a range of web 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, 1999, we had approximately 5 4 5 , 0 0 0  Internet subscribers. 



Migration of Customers to Advanced Fiber Networks 

our advanced fiber optic network in New York City and dial-up :Internet services 
to acquired 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 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 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 switch 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 quality. 

We provide wireless video services to customers located near 

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 into strategic 
alliances to facilitate network expansion and entry into new markets. 

Southern California Edison 

We have an agreement with Southern California Edison ("SCE") that w j  
help us utilize SCE's existing fiber backbone and construction expertise to 
expedite our entry and expansion into the greater LOB Angeles area. The 
agreement will enable us to reach 1.5 million households in an area with a 
density of m o r e  than 200 homes-per-mile of plant. 

The general agreement c a l l s  for SCE to install Cmmun~Lcations cable 
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~ - 
for us in areas where w e  secure municipal franchises. In additZion, EdiSon 
Carrier Solutions, SCE's division that provides wholesale telecommunications 
services. will provide transport for our telecommunications traffic over the 
EdisOn Carrier Solutions' high-speed network. 

BECO Joint Venture 

In 1996 RCN and the Boston Edison Company, through 
wholly-owned subsidiaries, formed a joint venture to use 126 f:iber 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, M unregulated entity with a term 
expiring in the year 2060. RCN-BECOCOM is a Massachusetts 1im;ted liability 
company organized to own and operate an advanced fiber optic telecommunications 
network and to provide, in the market in and around Boston. Maiisachusetts. 
voice, video and data services. Prior to the close of business at December 3 1 ,  
1999 we owned 5 3 . 8 8 %  of the equity interest in RCN-BECOCOM and BECO owned 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 between BECO and RCN. BECO has the 
right, from time to time, to convert portions of its ownership interest in 
RCN-BECOCOM into shares of our c m o n  Stock, based on an appraised value of such 
interest. Shares issued upon such exchanges are issued to NSTAR Comunications 
Securities Corporation ("NSTAR Securities"). In 1999, BEM 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, BEM owied a 4 %  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 a8 of January 15, 1998. On December 31, 1999, BECO exchanged a 
further portion of its interest for 2,989,543 shares of RCN commn stock. 
Such portion Of the interest was valued a6 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 4 9 %  intereet. such investment: percentage will 
decrease to the extent NSTAR Securities disposes Of such RCN Common stock. 
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We expect to benefit from our ability to use BECCI'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. 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 development, 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 Y@rk 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 also entered into joint 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 also 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. 
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Recent Transactions 

In August 1999, we acquired Direct Network Access, Ltd.("DNAI"),one 
of the Bay Area's largest independent ISP. We acquired DNA1 for approximately 
$3.4 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 services. We 
purchased Brainstorm for approximately $2.9 million in cash and shares of our 
comon stock with a fair value at the time of issuance of approximately $11.6 
million. 

In April 1999, we acquired 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 comon 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 Zlst Century Telecom Group, Inc.("Zlst Century"). 21st 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. 

Significant Private Investments 

In October 1999, Vulcan Ventures Incorporated ("Vulcan"), the 
investment organization of Paul 0. Allen, agreed to make a $1.65 billion 
investment in our company. The investment, which was completed on February 2 8 ,  
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 2 8 ,  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. 

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 
and has an annual dividend rate of 7% payable 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 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 oE common shares that 
would be issued upon conversion of the Series A Preferred Stuck was 6,744,949. 
We incurred $10,000 of issuance cost in connection with the sale of the series 
A Preferred Stock. 
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International 

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 Corporativo, S.A. de. C.V. l*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%. 
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. 

Megacable oms 26 

Additionally, Megacable presently holds a 99% interest in 
Megacable Comunicaciones de Mexico S.A. 
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, principally 
to commercial customers in Mexico City. 

Competition 

overview 

("MCM"). MCM has received a license 

. . . - - - - - 
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 voice 
and video programing 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. 
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. 

They also have well-established customer and vendor 

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 
comunications 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 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. 
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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 programing 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 
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 
also compete with wireless program distribution services such as Multi-Channel 
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 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 technologies, 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. 
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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 Telecomunications 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 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 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 
transmission 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 RcZN.Com services. 
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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, Cablevision in Boston and TCI in Washington, D.C. and San Francisco. 
Our wireless video 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 communications 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 Electric, which also holds a franchise for the relevant 
service area. 

Cable television systems generally operate pursuant to 
franchises granted on a non-exclusive hasis. 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 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, 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 AThT 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, w e  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. Our current and 
proepective competitors include -&any large companies with substantially 
greater market presence and financial and other resources. RM.com competes 
directly or indirectly with: 

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

0 local, regional and national ISPs such as PSINet, EarthLink. 

0 the Internet services of national and international 

Mindspring and Rocky Mountain Internet; 

telecommunications companies. such as AThT, GTE, MCI 
Worldcom and Cable h Wireless; 

0 Internet access (including high speed digital subscriber line 

0 online services offered by incumbent cable providers, such as 

service) offered by m C s  such as Bell Atlantic; and 

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 ISPs and as ISPs consolidate 
into larger, more competitive companies. For example, AT&T has 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 
speed of service that we can 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 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 competition that previously existed in state 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 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 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 some 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 regulatory and court decisions described above. 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. 
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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 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 one 01 more states, the RBOC 
may be able to offer "one-stop shopping" services that compete with our 
service offerings. See "BusinesB-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 those 
provisions. 

The 1996 Act also makes far-reaching changes in the regulation 
Of video programing 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 regulatory Structure for telephone companies 
and others. Under the 1996 Act and implementing rule8 adopted by the 
FCC, local telephone companies, including both incumbent LECS such as 
Bell Atlantic, and CLECs such as RCN, mav Drovide Service as traditional 
cable television operators subject to muni&ipal cable television 
franchisee. or they may choose to provide their programming over open 
video systems. Although Ovs operators are not required to secure local 
franchises by federal l a w .  local franchising authorities may legally 
require such a franchise. To date, however. none have done 8 0 .  OVS 
operators must make available a portion of their channel 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. w e  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. Stawwer 
ie 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 etate and terminate in a different state). State 
regulatory commissions have jurisdiction over intrastate comunications 
(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 conmissions or comparable agencies of the various 
states in which w e  offer these services. O u r  subsidiaries or affiliates 
have received authority to offer intrastate telephone services, 
including local exchange service. in substantially 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 international 
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 1999, our subsidiaries and affiliates have been certified by 
the FCC to operate OVS networks in New York City, Boston, Washington, D.C. 
Philadelphia, L o s  Angeles, Phoenix, Portland, Seattle, and San 
Francisco, and communities surrounding each of these cities, cook 
County, Illinois 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 period for each of these systems has expired, except for 
the Northern New Jersey system, Philadelphia, L o s  Angeles, Portland, 
Seattle, Cook County and Phoenix 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 were 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 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 also 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 into an agreement with 
the District 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 
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 required 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 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 of 
build out requirements, before making any decisions. 

In a decision released in January of 1999, the U.S. 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 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. 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 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 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 video 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 authority. 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 exploration 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 video 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 disclosed 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 to 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 reconsideration. The Court granted both motions. RCN filed 
the supplemental service area data with the Cable Services Bureau as 
required 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 
to 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 requests 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'S 
certified OVS area to Mediaone and hence was no longer an in-region 
cable competitor. RCN declined to provide such data, noting that Time 
Warner had certain affiliations with Mediaone through the proposed 
acquisition of MediaOne by AThT and that Time Warner had not indicated 
whether it had any residual contractual rights, or data sharing 
obligations 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 "open" OVS 
system. Time Warner sought an order compelling RCN to provide the OVS 
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. 



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 also 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 reconsideration 
which is 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 California 
Cable Television Association filed an opposition, 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 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 
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 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 
use 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 preliminary injunction. The 
First Circuit Court of Appeals affirmed and thereafter Cablevision 
withdrew the suit. 



19 

Access issues have also arisen in a proceeding before 
the Massachusetts Department of Telecommunications and Energy (the 
"MDTE"). In 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 $ 4 5  million in its unregulated subsidiary 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 Edison 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 
Order 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 
equitable 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 our own FCC licenses. 
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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 consentn). A cable 
system generally is required to devote 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. 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 
require 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 
proposals, on the grounds that they constitute excessively burdensome 
obligations on the industry. The Communications Act permits franchising 
authorities to require 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 obligations, 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 permits 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 obtain 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 2 7 %  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 8 0 %  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. As required 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 programing 
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 adequately 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 services. The FCC concluded that, in 
the absence of state regulation, it can 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 service provided over the equipment attached to the utility's 
pole. The 1996 Act modified the prior pole attachment provisions of the 
Communications Act. It permits providers of telecommunications services 
to rely upon the protections of the current law and requires 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 1996 Act, and any increase in attachment rates 
resulting 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 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 
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 distributors. The 
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 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 service, 
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; 

o syndicated 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 broadcast programming; 

o application of rules governing political broadcasts; 

o 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; 

o programmer access to cable aystems; 

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 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 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 from 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 these 
MDUS . 
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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 
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 ( " D B S " )  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"1. 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 Internet access, is largely unregulated at this time apart 
from Federal, state and local laws and regulations 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 organizations are considering a number of 
legislative and regulatory 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 
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 
customers, the FCC or Congress may consider 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 our 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 obligation to pay reciprocal compensation 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 jurisdictional 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 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 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 required 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, 2 2  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 to 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 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 into 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 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, 1999, 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 equipment; 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. In each of the 
seven existing markets, a Lucent SESS-2000 switch is installed and fully 
operational. The Company is also entering the Chicago market through its 
agreement to acquire 21st Century Telecom Group, Inc., a facility-based bundled 
service provider. The acquisition is expected to close in the second quarter 
Of 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 ("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 optic facilities. RCN's advanced fiber optic 
network contains over 2,068 route miles of fiber cable (backbone and 
distribution fiber) and 3 , 6 4 6  total network route miles (fiber and distribution 
coax). 

Presently, RCN owns and operates seven local telephony switches, two long 
distance switches, and seven video head-ends within the seven existing markets. 
As of December 31, 1999, RCN has passed 713,823 homes with its advanced fiber 
optic network and has connected 968 buildings 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 voice, 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 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. 
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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 applications. 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 
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 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, 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 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. 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. 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 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 672 and 2048 lines, depending on the specific type 
of equipment 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. 



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 5ESS-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 Yolk City; 
Boston, MA; Lehigh Valley, PA; Washington, D.C.; Philadelphia, PA; Queens, NY; 
and San Francisco, CA). The video 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 
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 l8GHz 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 ChaMel 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. 



3 0  

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, fractional T-1, T-l 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 (Microsoft Corp.'s Microsoft Internet 
Explorer) and SurfWatchTM software 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 " 2 4  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"I. 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 fonn 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 desire 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 



31 

ITEM 3. LEGAL PROCEEDINGS 

RCN has 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 1 9 9 9  fiscal year. 

EXECUTIVE OFFICERS OF THE REGISTRANT 

Pursuant to General Instruction G ( 3 )  of Form l O - 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 1 4 ( A )  of the Securities Exchange Act of 1 9 3 4  (the " 1 9 3 4  Act"). 

Executive Officers of the Registrant 

David C. McCourt, 4 3  has been President and Chief Executive Officer of 
the Company as well as a Director since September 1 9 9 7 .  Mr. McCourt has 
served as a Director and Chairman and Chief Executive Officer of Cable 
Michigan from September, 1 9 9 7  to November 1 9 9 8 .  In addition, he is a 
Director and Chairman of Commonwealth Telephone Enterprises, Inc. 
("CTE"), positions he has held since October 1 9 9 3 .  Mr. McCourt was 
Chief Executive Officer of CTE from October 1 9 9 3  to November 1 9 9 8 .  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, Inc. He was also Chairman and Chief Executive Officer as well 
as a Director of Mercom, S . A .  de C.V. from October 1 9 9 3  to November 
1 9 9 8 .  He was a Director of MFS Communications Company, Inc. from July, 
1 9 9 0  to December, 1 9 9 6 ,  President and a Director of Metropolitan Fiber 
Systems/McCourt, Inc. a subsidiary of MFS Telecom, Inc., since 1 9 8 8 ,  
and has been a Director of Cable Satellite Public Affairs Network 
("C-SPAN") since June, 1 9 9 5 .  He was a Director of WorldCom, Inc. from 
December 1 9 9 6  to March 1 9 9 8  and has been a Director of Level 3 since 
March 1 9 9 8 .  

Michael A. Adams, 4 2  has been President and Chief Operating Officer of 
the Company since October, 1 9 9 9 .  Previously, he was President of the 
Technology and Network Development Group since 1 9 9 7 .  Prior to that he 
served as Vice President of Technology with C-TEC Corporation from 
November, 1 9 9 6  to September, 1 9 9 7 .  Prior to that he served as Executive 
Vice President of Commonwealth Communications, Inc. from August, 1 9 9 6  
to November, 1 9 9 6 .  

Timothy J. Stoklosa, 3 9  has been Executive Vice President and Chief 
Financial Officer of the Company since January, 2 0 0 0 .  Previously, he 
was Senior Vice President and Treasurer of the Company, since 
September 1 9 9 7 .  Prior to that he served as Executive Vice President and 
Chief Financial Officer and was a Director of Mercom, Inc. from 1 9 9 7  to 
1 9 9 8 .  Mr. Stoklosa was Treasurer of CTE from 1 9 9 4  to 1 9 9 7 ,  and has been 
a Director of CTE since December 1 9 9 9 .  

John J. Jones, 3 3 ,  has been Executive Vice President, General Counsel 
and Corporate Secretary of the Company and CTE since July 1 9 9 8 .  
Mr. Jones served as Vice President, General Counsel and Corporate 
Secretary of Designer Holdings, Ltd. from January 1 9 9 6  to December 
1 9 9 7 .  Prior to that time, Mr. Jones was engaged in the private 
practice of law at the law firm of Skadden, Arps, Slate, Meagher h 
Flom beginning in September 1 9 9 1  to August 1 9 9 5 .  



33 

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 was 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 1992 
to August 1994. 
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PART I1 

Item 5 .  
Matters 

Market for the Registrant's Common Stock and Related Shareholder 

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 o€ Part I1 is set forth in Note 18 to the 
consolidated financial statements included in Part IV Item 14(a) (1) of this Form 
10-K. 

Item 6 .  Selected Financial Data 

Information required under Item 6 of Part I1 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 I1 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 I1 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 I1 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 I11 

Item 10. Directors and Executive Officers of the Registrant 

The information required under Item 10 of Part I11 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 required under Item 10 of Part I11 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 I11 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 I11 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. 

Item 13. Certain Relationships and Related Transactions 

The information required under Item 13 of Part I11 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 8-K. 

Item 14 (a1 (1) Financial Statements: 

Consolidated Statements of operations for the Years Ended December 31. 
1999, 1998 and 1997. 

consolidated statements of Cash Flows for Years Ended December 31, 1999. 
1998 and 1997. 

Consolidated Balance Sheets - December 31, 1999 and 1998. 

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

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, 1999. (Schedule I) 

Valuation and Qualifying Accounts and Reserves for the Years Ended 
December 31, 1999, 1998 and 1997 (Schedule 11) 

All 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) (31 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 

(a1 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 
(cornmission File NO. 0-22825.1 

(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 to 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. 
(Conmission File NO. 333-61223.) 

(c) Certificate of Designations, Preferences and Rights of 
Series a 78 Senior Convertible Preferred Stock dated April 
7, 1999 (incorporated herein by reference to Exhibit 3.1 to 
RCN's Registration Statement on Form S-3 (filed February 1, 
1999) (Cornmission File No. 333-71525) ("1999 Form S-3")) 

(d) Certificate of Designations, Preferences, and Rights of series B 78 
Senior Convertible Preferred Stock (incorporated by reference to 
Exhibit a of Exhibit 10.01 to RCN?s Current report on Form 8-K 
(filed October 1.1999) (Comission File No. 0-228251) 

(el Form of Amended and Restated Bylaws of the Registrant are incorporated 
herein by reference to Exhibit 3.2 to the canpany's Amendment No. 2 to 
Form lo/a filed September 5 ,  1997 (Commission File No. 0-22825 .1  
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(4) Instruments defining the rights of security holders, including indentures 

(b) 

(C) 

(9) 

Credit Agreement dated as of June 3, 
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, 1999) 
(Commission File NO. 000-22825) 

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 5-3) 

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 S-1 (filed June 1, 1998) (Commission File No. 
333-55673) ("1998 Form S-1")) 

Form of 11% Senior Discount Note due 2008 (included in 

1999 among RCN, the 

Exhibit 4.3) (incorporated herein by reference to Exhibit 
4.9 to RCN's 1998 Form S-1) 

Indenture dated as of February 6. 1998 between RCN, as 
Issuer, and The Chase Manhattan Bank, as Trustee, with 
respect to the 9.80% Senior Discount Notes due 2008 
(incorporated herein by reference to Exhibit 4.1 to RCN's 
Registration Statement on Form 5 - 4  (filed March 23, 1998) 
(Commission File No. 333-48487) ("1998 Form S-4")) 

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) 

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's Registration 
Statement on Form 5-4 (filed November 26. 1997) (Commission 
File No. 333-41081) ("1997 Form 5-4")) 

Form of the 10% Senior Exchanqe Notes due 2007 (included in 
Exhibit 4.7) 
4.2 to RCN's 1997 Form 5-4) 

(incorporated he;ein by reference to Exhibit 

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's 
1997 Form 5-4) 

Form of the 11 118% Senior Discount Exchanqe Notes due 2007 
(included in Exhibit 4.9) 
to Exhibit 4.4 to RCN'S 1997 Form S-4) 

(incorporated he;ein by reference 

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 1997 Form S-4) 



(1) 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)) 

(m) 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, 1999) 
(Commission File No. 000-22825) 

(n) Indenture, dated as of December 22, 1999, between RCN, as Issuer, 
and The Chase Manhatten Bank, as Trustee, with respect 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/A (filed October 6 ,  1999) (Commission File No. 333-71525) 
("1999 Form S-3/A") 

(0) Form of the 10 118% Senior Discount Notes due 2010 (included in 
Exhibit 4.11 (incorporated herein by reference to exhibit 4.11 to 
RCN'S 1999 Form S-3/A. 

(p) 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). 

(q) Voting Agreement dated as of October 1, 1999 among RCN, Vulcan 
Ventures Incomorated and Level 3 Telecom Holdinqs, Inc. 
(incorporated by reference to RCN's Form 8-K dat&October 1, 1999, 
Commission File No. 0-22825) 
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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 30, 2000 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 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 

David C. McCourt 

\ s \  Michael A. Adams 

Michael A. Adams 

\s \  Timothy J. Stoklosa 

Timothy J. Stoklosa 

_____._____-..______..---- 

____________..______..---- 

___________________.______ 

\s\ Ralph S. Hromisin 

Ralph S .  Hromisin 
___._.__________._________ 

Chairman and Chief March 30, 2000 
Executive Officer 

President and Chief March 30, 2000 
Operating Officer 

Executive Vice President March 30, 2000 
and Chief Financial Officer 

Senior Vice President and March 30, 2000 
Chief Accounting Officer 
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DIRECTORS: 

\s\ 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 Fasola 

......................... 

......................... 

......................... 

......................... 

......................... 

Alfred Fasola 

\s\ Thomas P. O'Neill, I11 

Thomas P. O'Neill, I11 

\s\ Eugene Roth 

Eugene Roth 

\s\ Stuart E. Graham 

Stuart E. Graham 

\s\ Michael B. Yanney 

Michael B. YaMey 

\s\ Edward S. 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 

......................... 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30, 2000 

March 30. 2000 

Timothy J. Stoklosa 
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SCHEDULE I 

RCN CORPORATION 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENTS OF OPERATIONS 
(THOUSANDS OF DOLLARS) 

For the Years Ended December 31, 

1999 1998 

Sales 
Other income (expense) 
costs and expenses 

$ 13 

23 
7,795 

177 

177 
(18,233) 

$ 

Operating income 

Interest income 
Interest expense 

(loss) 

(Loss1 before income taxes 

(Benefit) for income taxes 
Equity in (loss) of 
consolidated entities 

Net (loss) 
Preferred stock dividend and accretion requirements 

7,785 

3,103 
(161,466) 

(150,5781 

(59,5921 

(264,042) 

(18,2931 

2,834 
(106,1611 

..____...- 

(121,620) 

(36,164) 

(119,989) 

(355,028) 
13,542 

(205,442) 

Net (loss) to common shareholders 

(LOSS) per average common share: 
Net (loss) 
Weighted average common shares outstanding 

$ (3.361 
61,187,354 
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SCHEDULE I 

RCN CORPORATION 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

BALANCE SHEETS 
(THOUSANDS OF DOLLARS) 

December 31, 
___...______-..____--.---- 

1999 1998 
_____-.---- .______---- 

ASSETS 
Current assets 

Cash and temporary cash investments 
Accounts receivable from related parties 
Accounts receivable from affiliates 
Accounts receivable 
Prepayments & other 
Investments restricted for debt service 

Total current assets 

Investments restricted for debt service 
Investments in subsidiaries 
Unamortized debt issuance cost 
Deferred charges and other assets 

Total assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities 

Accounts payable to affiliates 
Accrued interest 
Accrued expenses 

Total current liabilities 

Long-term debt 

Preferred Stock 

Shareholders' Equity 

Common stock 
Deficit 
Additional paid in capital 
Cumulative translation adiustment 
Unrealized appreciation on investments 
Treasury stock 

Total common shareholders' equity 

Total liabilities and shareholders' equity 

$ 3,703 

409,514 
6 

93,912 
22,128 

529,263 
_____...--- 

2,273,075 
60,639 
25,844 

____.....__ 

$ 2,888,821 _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ - - -  

$ 15 
99 

13,172 
4 

25,120 
22,500 

GO, 910 

19,869 
1,444,450 

26,640 
9,525 

$ 1,561,394 

________..- 

___._______ 

_ _ _ _ _ _ _ _ - - -  _ _ _ _ _ _ _ - - - -  

87.797 20,368 
12,928 4,813 

838 152 

101,563 25,333 

2,141,516 1,164,615 

...________ _..________ 

253,438 

77.724 65,477 
(591.128) (222.558) 
923,341 539,770 
(2.014) (3,055) 
(6,228) 1.113 
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SCHEDULE I 

CASH 

RCN CORPORATION 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENTS OF CASH FLOWS 
(THOUSANDS OF DOLLAFS) 

For the years Ended December 31, 

1999 1998 

FLOWS FROM OPERATING ACTIVITIES: 
Net (loss) 
Realized 
Deferred income taxes and investment tax credits 
Working capital 
Equity in loss of consolidated entity 
Equity in loss of unconsolidated entity 
Noncash accretion of discounted senior notes 
Amortization of financing Costs 
Noncash unrealized appreciation/depreciation on 
Noncash Write-off of acquired R&D 
Other 

(gain)/loas on disposal of LanCit 

Net cash (used in) operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Acquisitions 
Other 

TCI 

$(355,028) 
(8.621) 

(15.17s) 
l 3 9 0 . 8 5 2 )  
244,045 
19,997 

101,901 
5,492 
(7,341) 

(1.145) 

(406,727) 
. . - - - -. . . 

(53.322) 
(990,843) 

Net cash (used in) investing activities (1,044,165) 

CASH FLOWS PROM FINANCING ACTIVITIES: 
Proceeds from the issuance of c o m n  stock 
Proceeds from the issuance of preferred stock 
~ssuance of long-term debt 
Interest paid on Senior Notes 
Financing Costs 
Proceeds from the exercise of stock options 
purchase of treasury stock 

Net cash provided by financing activities 

Net increase/(decrease) in cash and temporary cash investments 

Beginning cash h temporary cash investments 

Ending cash h temporary cash investments 

344,342 
239,897 
875,000 
22,500 
(39.491) 
12,422 

(90) 

1,454,580 

$ 1205,442) 

(7,728) 
(19,009) 
119.986 

80,925 
2,733 

18.293 
1.080 

19.162) 

147,028) 
1562.106) 

.......... 

1609.134) 
.........~ 

112,866 

500.587 
22,375 
(10.185) 
1,969 
19,301) 

618.311 

3.688 

15 

15 

0 
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SCHEDULE 

mum A .......... 

I1 

VALUATION AND 
RCN CORPORATION 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998, AND 1997 
I QUALIFYING ACCOUNTS AND RESERVES 

(THOUSANDS OF DOLLARS) 

CDLUloI B ......... cm- c 

ADDITION 
........... 

mmw D .......... 

$ 5 . 7 6 6  
$2.114 
I 861 

$ 7 , 6 9 1  
$ 4 , 0 3 6  
$2,732 

m L m  E 
.......... 
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RCN CORPORATION 
SELECTED FINANCIAL DATA 
Thousands of Dollars Except Per Share AmOUntS 
For the Years Ended December 31, 

1999 1998 1997 1996 1995 
.......... ~......... ...--.... ......... - - - - - - -  

Sales $ 275,993 $ 210,940 $ 127,297 $ 104.910 $ 91.997 
ILo88) income hefore extraordinary charge and 
cunvlative effect of change in accounting 

Basic and diluted llaae) income Per average 
co-n share before extraordinary charge 

principle $ 135a.6041 $ 1204,8011 $ 149,181) $ 15,989) $ 2.114 

accounting principle $ ii.iii $ 1 3 . 3 5 )  $ 10.89) $ (0.11) $ 0.04 

TOfll assets $ 3 . 1 9 2 . ~ ~  $1,907,615 $ i . 1 m . w 2  8 628.085 $ 649.610 

and ~ m l a t i v c  effect of change in 

Dividends per share 

Long-term debt, net of Current lMtUritiea $2,143,096 51,263,036 $ 686,103 8 131,250 $ 135.250 
Redeemable preferred stock $ 253,*38 
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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-looking statements. 

The following discussion should be read in conjunction 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 coasts as well as in Chicago. In addition, 
the Company is a leading Internet Service Provider in its markets. 
individual or bundled service options, superior customer service and 
competitive prices. The Company is also 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, video 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 

RCN offers 

at W.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 customer 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. 
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. 
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 losses 
will increase for some period of time as the Company initiates network 
development in new markets and expands its current networks. 
makes its initial investment in a new market, the operating losses typically 
increase as the network and sales force are expanded to facilitate growth. 
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. 
Company will be dependent on various financing sources to fund its growth as 
well as continued losses from operations. 
funding will be available, or available on terms acceptable to the Company. 
See - "Liquidity and Capital Resources. v8 

The terms of the Company's joint ventures require the mutual consent of the 
Company and its joint venture partner to distribute or advance funds to the 
Company. 
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 BECO 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 a6 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 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 accounting principles and therefore it is not 
separately disclosed. 

The Company expects to 

The company expects its operating revenues will 

When the Company 

The 

The 

There can be no assurance that such 

The Company's debt agreements allow subsidiaries and joint ventures to 
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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 1998. Operating losses before 
depreciation, amortization and acquired in-process technology was $(131,967) 
as compared to $(51,412) for the same period in 1998. 

Sales 

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 services. 

Total sales increased $65,053, or 30.8% to $275,993 for the year ended 
December 31, 1999 from $210,940 for the year ended December 31, 1998. The 
increase was fueled by higher average service connections which increased 
32.4% to approximately 909,000 for the year ended December 31, 1999 (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, 1998 to approximately 170,000 for the year ended 
December 31, 1999. Total advanced fiber connections increased 80.7% 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 31, 1998. 

Voice sales increased $19,506, or 55.9%. to $54,426 for the year ended 
December 31, 1999 from $34,920 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 connections 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, 
December 31, 1998. 
approximately 108.800 for the year ended December 31, 1999 (including 
connections of the Starpower joint venture) 
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. 
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 year ended December 31, 1998. The 
increase was primarily due to approximately 154,000 additional average data 
connections for the year ended December 31, 1999 as compared to the year ended 
December 31, 1998. 

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 $16,500 
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 $28,532 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 important factor in 
maximizing revenues and cash flow. For the year ended December 31, 1999, the 
Company's average monthly churn rate was approximately 2.3%. 

Costs and expenses, excluding depreciation and amortization 

1999 as compared to the year ended 
Average on-net video connections grew 73,600 or 209.1% to 

from approximately 35,200 for the 

Overall higher average service connections contributed 

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 programing rates, and a lower margin on 
data sales due to transitional costs associated with the conversion of existing 
circuits to certain technology 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 l"technica1 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 
$9,700, or 32.39, for the year ended December 31, 1999 as compared to the year 
ended December 31, 1998. The increase is primarily personnel 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 1  in 1999 over 1998. 

Technical expense, including installation and provisioning, increased 
approximately $23,817, 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 , 5 0 0 ,  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 $10,900, 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 technology 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 analysis 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 DNA1 
and Brainstorm. Rent and utility expense increased approximately 
$4,800 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, 1999 
and $89.088 for the year ended December 31, 1998. 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 acquisitions 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 $1,793,000 at December 31, 1999 and approximately 
$1,013,000 at December 31, 1998. During 1999, proceeds from the following 
significant financing transactions increased cash, temporary cash investments 
and short-term investments: (1) the issuance of 250,000 shares of a new issue of 
the Company's Series A Preferred Stock in April 1999, which yielded net proceeds 
of approximately $240,000, (21 the issuance of 9,200,000 shares of the Company's 
common stock, in May 1999, 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 
requirements. 

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, 1998. 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 1999. 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 acquired 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 additional 
analysis of the changes in income taxes, see the reconciliation of the 
effective income tax rate in Note 11 to the consolidated 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-BECOCOM. 

Equity in the loss of unconsolidated entities 

For the year ended December 31, 1999, 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 $1,763, Starpower of $12,200 and 
JuniorNet of $19,997. 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, 1998 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 
acquired research and development was ($51,412) for the year ended December 
31, 1998 as compared to ($7,670) for the year ended December 31, 1997. 

Net loss was ($205,442), or ($3.36) per average common share for 1998 and 
($52,391) or ($0.95) per average common share for 1997. 
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Sales 

For the year ended December 31, 
of $83,643 or 65.79, 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 
oecember 31, 1997. The increase in total service connections resulted 
principally from dial-up internet connections from the acquisitions of Erols 
Internet, rnc. (*Erols") and UltraNet Communications ("UltraNet") in February 
1998, and growth in advanced fiber connections, which increased 714.69 from 
approximately i5,ooo in 1997 to approximately 123,000 at December 31, 1998. 
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 connections resulted primarily from 
cuetomers in the joint venture market acquired from Brols Internet, Inc. 
in February 1998. 

voice revenues increased $21.424 or 534.79 to $25,431 for the year ended 
December 31, 1998 from $4,007 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 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 Companyas 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 fiber network at December 31, 1998 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 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 one 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 acquisitions 
Of Erols and UltraNet in February 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 COMectiOnS, 
including connections of the starpower joint venture. 

..... 
1998 total sales w e r e  $210,940, an increase 

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. 
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Commercial and other revenues increased $12,232 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"1 which operates in areas adjacent 
to the traditional service area of Commonwealth Telephone Company (also a 
wholly-owned subsidiary of Commonwealth Telephone Enterprises, Inc.1 

The company recognizes that managing Customer turnover is an important factor 
in maximizing revenues and cash flow. 
the Company's average monthly chum rate was approximately 2.8%. 

Costs and Expenses, excluding depreciation and amortization 

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 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, 1998 from $83,210 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 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 
staff and temporary labor increases to support expanding operations in New York 
City, Boston, and Lehigh 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 
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 
1998 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. 

For the quarter ended December 31, 1998, 

........................................................... 



Sales and marketing costs increased approximately $13,000 or 84.6% for the 
year ended December 31, 1998 aa compared to the year ended December 31, 1997. 
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. 
increased approximately $1,200 due to increased campaigns. 
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 various 
start-up regulatory expenses related to the procurement of franchise and OVS 
agreements. 
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, n e w  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. 
in the process of developing information technology systems which will provide a 
sophisticated custmer care infrastructure. Expenses associated with the 
planning 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 1999 until the planning and analysis stages of its IT system8 
development projects are complete. 
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 

Denreciation and amxtization was S89.088 for the veal ended December 31. 1998 

Telemarketing expense 
Sales and marketing 

Higher bad debt expense of approximately $1,500 was associated with 

The Company is 

The above increases were partially offset by 

_________________._.~..~..... 

anb $53,205 for the year ended Dec;mb&r 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 
basis of intangible assets was $267,031 and $149,935 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 Hrols and $5.065 for UltraNet to in-process research 
and development I"1PRhD"). Specifically, foul projects were identified which 
qualified as IPRhO 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 
IPRhD 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. 
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 
costa incurred to date by the total expected RhO 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 ET018 projects, 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 
IPRhD projections are founded on significant assumptions with regard to 
timing of market entrance, levels of penetration, and coats of provisioning. 

............................................ 

The IPRhO valuation charge was measured by the stage of 
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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. 

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 $350,001 and yielded net 
proceeds of $337,751. Additionally, during 1998, proceeds from the following 
increased cash, temporary cash investments and short-term investments: 9.8% 
Senior Discount Notes, issued in February 1998, which generated gross proceeds 
of $350,587 and yielded net proceeds of $344,855; 11% Senior Discount Notes, 
issued 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 $25,602 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 technology 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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Minority interest 

For the year ended December 31, 1998, minority interest of $17,162 primarily 
represents the 49% interest of BECO in the loss of RCN-BECOCOM. For the year 
ended December 31, 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 loss of Freedom of $966. The Company purchased the remaining 19.9% 
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 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 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 acquired 
was $6.280 in each year. For the year ended December 31, 1997, 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. 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

__________________._---------.---.-.----- 
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LIQUIDITY ANI) CAPITAL RESOURCES 
....___.........__._.........-- 

Because our rietwork development plan involves relatively low fixed costs. we 
are able to E.chedule capital expenditures to meet expected subscriber growth 
in each major market. Our principal fixed costa in each such market are 
incurred in connection with the establishment of a video transmission and 
telephone switching facility. 
then necessary to construct infrastructure to connect a minimum number of 
subscribers to the transmission and switching facility. 
entry projects to ensure that w e  have Sufficient cash on hand to fund thls 
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. 
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 it8 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 51.6 billion in 2001. 
be used principally to 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 a8 well as to expand into new markets including 
Chicago and Philadelphia, and to develop its information technology systems. 
These estimates are forward-lookinq statements that may chanse if circumstances 

To make each market economically viable, it 1s 

We phase our market 

The Company 

These capital expenditures will 

related to construction, timing or-receipt of regulatoj appkals 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 $350 million, 
of which approximately $265 million has been contributed. to the joint ventures 
through 1999 in connection with development of the Boston and Washinqton, D.C. 
markets. 

The Company expects to supplement it8 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 acquisitions. 

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, BECO has the 
right, from time to time, to convert portions of its ownership interest in 
RCN-BECOCOM iinto shares of our common stock, based on an appraised value of such 
interest. Sbiree issued upon such exchanges are issued to NSTM Communications 
securities Corporation ("NSTM Securities"1. In 1999. BECO and the Company 
entered into two exchange transactions pursuant to which BECO converted a 
portion of it,s ownership interest into RCN C o m n  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 a8 of January 15, 1998. On December 31, 1999, B E M  exchanged a 
further portion of its interest for 2,989,543 shares of RCN common stock. 
(Note 191. Such portion of the interest w a 8  valued as of May 27, 1999. 
Following sucln exchanges, BECO retains a 23.14% sharing ratio in the joint 
venture, and Ithe right to invest as if it owned a 4 9 %  interest. Such investment 
percentage wi:L1 decrease to the extent NSTm Securities dieposes of such RCN 
common stock. 
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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, ithat 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 event13 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 Description 

October 1997 
October 1997 
February 1998 
June 1998 
December 1999 

Date 

10% Senior Notes 
11.125% Senior Discount Notes 
9.13% Senior Discount Notes 
11% Senior Discount Notes 
10.125% Senior Notes 

Description/Price 

June 1998 
April 1999 
June 1999 

Equity Offering $19.50/share 
Equity Offering $39/share 
Equity Offering $39/share 

Proceeds - - - - - - - - -. 
$225,000 
$601,045 
$350,587 
$149,999 
$375,000 

Proceeds 

$112,866 
$239,897 
$344,342 

_________.  

Maturity 

October 5, 2007 
October 5, 2007 
February 15, 2008 
June 1, 2008 
January 15, 2010 

Number of Shares 

6,098,355 
250,000 

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 NotDS are general senior unsecured obligations of RCN. The Senior 
Discount Notes do not bear cash interest for the first three years from the 
offering. Thereaftor, 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 option 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 fifth 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 consolldations. 
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On April 7, 1999, Hicks, Muse, Tate .s Furst. through Hicks Muse Fund Iv 
purchased 250.000 shares of Series A Preferred Stock, 
for gross proceeds of $250,000. The Series A Preferred Stock is cumulative 
and has an annual dividend rate of 7% payable 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. 
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 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”1 entered 
into a $1,000,000 senior Secured Credit Facility Ithe “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 term loan facility (the 
“Term Loan A”) and a $500,000 eight-year term loan facility Ithe “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 telecomunications 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 dram 
under the Revolver. 

The Term Loan 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 3.751 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 quarter until 
September 3, 2006 when the quarterly installments increase to $121.000 per 
quarter through to maturity at June 3, 2007. 

The interest rat,e 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 bmxrowing, the interest rate will be LIBOR plus a spread of up 
to 300 basis poi:nts 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 points on the unused commitment accrues 
until the Compamy‘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 Loxn B borrowings the interest includes a spread that is fixed at 
350 basis points over the LIBOR or 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 Facility is secured by substantially all of the 
assets of the Company and its subsidiaries. 

par value $1 per share, 

At December 31, 1999 the 
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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 to 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 to 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 

As a result of the substantial indebtedness of the Company, the Company's fixed 
charges are expectsad to exceed its earnings for the foreseeable future. Based 
on its current p1a:ns. the Company will require substantial additional capital 
particularly in co:nnection with the buildout of the Company's networks and the 
introduction of itis telecommunications services to new markets. The leveraged 
nature of the Comp,any could limit its ability to effect future financing or may 
otherwise restrict the Company's business activities. 

The extent of the ICompany'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; 
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 objective 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,,599 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 $3,724,495. Net cash provided by financing activities 
of $1,443,559 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 $91,140 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. 

7.24:l. 

(ii) require that a substantial portion of the Company's cash flows 
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For the year ended1 December 31, 1998, the Company's net cash provided by 
operating 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 $95,569 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 $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. 
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 h qualitative disclosures about market risk 

The Company has adopted Item 305 of Regulation S-K "Quantitative h 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 categorize3 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 Asset Backed Sacurities (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 oblective 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. 

Costs in connection with any modifications made to make our 
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RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA) 

For the Years Ended December 31, 

1999 1998 1997 

Sales 
Costs and expenses. excluding depreciation and amortization 
Depreciation and amortization 
Acquired in-process research and development 
Nonrecurring charges 

Operating (loss) 
Interest income 
Interest expense 
Gain on sale of subsidiary 
Other (expensel income, net 

(Loss) before income taxes 
(Benefit1 for income taxes 

(Lo891 before minority interest and 
equity in unconsolidated entities 

Minority interest in loss of consolidated entities 
Equity in (loss1 of unconsolidated entities 

(Loss1 before extraordi.nary item and cumulative 
effect of change in accounting principle 

Extraordinary item - dmht prepayment Costs, net of tax 
Cumulative effect of change in accounting for 
start-up Costs, net of tax 

Net (loss) 
Preferred stock dividerid and accretion requirements 

Net (loss1 to common shareholders 

Basic and diluted earnings per average Common share: 
(Loss1 before extraordinary item and 

Extraordinary item - debt prepayment costs 
Cumulative effect of chtange in accounting 

Net (loss) 
Weighted average shares Outstanding 

See accompanying notes to Consolidated Financial Statements 

cumulative effect of change in accounting principle 

for start-up costs 

10.000 

(278,0101 (158,793) (70,875) 
76,786 58.679 22.824 

(158.139) (112.2391 125.6021 
8.930 
(3.5671 (1.8891 131 

......................................... 
(354,0001 (214,242) (73,522) 

(5 .0941  (4,9981 (20,849) 
......................................... 

(348,906) (209,244) (52,6731 
28,262 17,162 7,296 
(33,960) (12,719) (3,804) 

(354,6041 (204,801) (49,181) 
(4241 (3,2101 

(641) 
......................................... 

(355,028) (205.442) (52,3911 
13,542 

......................................... 
$ (368,5701 $ (205,4421 $ (52.391) 

$ (5.111 $ (3.351 $ ( 0 . 8 9 )  
$ (0.011 $ $ (0.06) 

$ - $ (0.01, $ 
$ (5.12) $ (3.361 $ (0.95) 
71.966.301 61,187,354 54,965,716 
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RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(THOUSANDS OF DOLLARS EXCEPP SHARE AND PER SHARE DATA) 

December 31, 
1999 1998 ...................... 

ASSETS 
Current assets 
Cash and temporary cash investments 
Short- tern invesitments 
Accounts receivable from related parties 
Accounts receivable, net of reserve for doubtful accounts 
of $12,258 in 1999 and $5,766 in 1998 

Unbilled revenues 
Material and supply inventory 
Prepayments and other 
Deferred income taxes 
Investments restricted for debt service 

Total current assets 

Property, plant and equipment. net of accumulated depreciation 

Investments restricted for debt service 
Investments 
Intangible assets, net of accumulated amortization of 

Deferred charges and other assets 

Total assets 

of $230,581 in 1999 and $153.304 in 1998 

$158.384 in 1999 and $97,313 in 1998 

LIABILITIES AXC SHAREHOLDERS' EQUITY 
Current liabilities 
Current maturities of long-term debt and capital 
ACCOunte payable to related parties 
Accounts payable 
Advance billings and customer deposits 
Accrued interest 
Accrued Cost of sales 
Deferred income taxes 
Accrued expenses 

Total current liabilities 

Long-term debt 
Deferred income taxes 
Other deferred credits 
Minority interest 
Comitments and continaencies (Note 14) 
Preferred stock, par v h u e  $1 per share: 
Authorized 25,000,000 shares: Issued 263,053 
share8 at December 31, 1999 

$ 391,412 $ 120,126 
1,401,877 892.448 

8.015 6,919 

43.483 27,261 
2,124 2.727 

21,064 3.870 
13,853 15,368 

712 
23,111 23,437 

1,904,939 1,092,868 

893,179 448,375 
48 19,869 

190,571 129,529 

138,491 169,718 
64.886 47,256 

$3,192,114 $1,907,615 
...................... 

lease obligations $ 1,225 $ 4,097 
35.809 7.153 
92;785 65,623 
16,901 21,679 
13,090 5,267 
18,296 12,000 
1,464 

69,875 62,250 

Common shareholders' equity: 
C m o n  stock, par value $1 per share: Authorized 200,000, 
Issued 77,124,070 and 65,477.493 shares at 
December 31. 1999 and 1998, respectively 

Class B c m o n  stock, par value $1 per share: Authorized 
400,000,000 shares: none issued 

Additional paid-in capital 
Cumulative translation adjustments 
Unrealized (depreciation) appreciation on investments 
Treasury stock, 562,000 shares and 557,000 shares at Cost 

Accumulated deficit 
at December 31, 1999 and 1998, respectively 

000 

Total C m n  shareholders' equity 

Total liabilities and shareholders' equity 

See accompanying mtes to Consolidated Financial Statements 

shares: 

249.445 178.069 
...................... 
2,143,096 1,263,036 

3.281 
24.598 14,667 
129,234 77,116 

253.438 

77,724 65,477 

923,340 539,770 
(2,014) (3,055) 
(6,228) 1,113 

(9,391) (9.301) 
(591,128) (222.558) 

392,303 371,446 

$3,192,114 $1,907,615 

...................... 

...................... 

_.__._______.___I===== ________._______ 
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RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(THOUSANDS OF DOLLARS) 

Cash flows from operating activities 
Net llossl 
Accretion of diecounted debt 
Accretion on short-tern investments 
Amortilatian O f  debt issuance costs 
Acquired in-process research and development 
Unrealized ldepreciationl appreciation on short-tem investments 
Gain on sale of subsidiary 
Extraordinary iten - debt prepayment penalty 
Depreciation and anoxtizafion 
Deferred income taxes and investment Lax credits. n e t  
Proviaion for loBBes on accounts receivable 
Equity in lose of vnconsolidared entities 
minority inreresf 
N e t  change in certain assets and liabilities, 

Accounts receivable and vnbilled revenues 
Material and supply inventory 
Accounts payable 
Accrued expenses 
Accounts receivable fr,Jm related parties 
Accounts payable to related parties 
Mearned revenue 

net of busineaa acquisitions: 

Other 

Net cash lused in1 providpl by operating activities 

Cash flows fzam investing ,activitiee: 
Additions to property, plant and equipment 
Purchase of short-tern illvestmenre 
Sales and maturities of ,ahort-fem investments 
Acquisitions and invesrm?nts 
Investment in unconsolidifed joint venture 
Proceeds from sale of sulmidiary 
O f h e Z  

NCf cash (used in1 investiiig activities 

B 

For the Years Ended December 31, 
1999 1998 199, ..................................... 

s B 1155.0281 
101.901 
16,3181 
5,534 

17.3411 
18,6211 

424 
1 4 6 . 0 4 3  

19.2701 
7 , 6 9 1  

33.960 
128.2621 

122,3531 
li,,1211 
5 9 . 9 5 0  
2 5 . 9 1 3  
11.0961 
2 . 1 7 9  

12.6591 
19.274) 

1205,1421 
80,925 
12,0101 
2 .816 

1 8 . 2 9 3  

8 9 , 0 8 8  
16,1471 
4 . 1 2 5  

1 2 . 7 1 9  
117.1621 

3 ,500 
11.1091 
2 8 . 4 5 6  
37;446 

2 , 9 1 0  
3 .405 

117.6291 
926 

152,3911 
8.103 

4 0 8  

16611 
3 , 2 1 0  

53 ,205 
110.5031 

2 . 7 3 2  
3 . 8 0 1  

17,2961 

114,9791 
11.6051 
11 ,193 

3 . 3 5 3  
3.180 

11,1321 

1 , * 4 8  

83 .7211  3 5 . 1 1 0  2 . 0 6 9  
.................. .. ................. 

1526.2401 
14.230.1491 
3 , 7 2 4 , 4 9 5  

154,822) 
125,4391 
2 3 . 7 1 1  

11081 . . . . . . . . . . . . . . 
11.088.5521 
. . . . . . . . . . . . . . 

1285,8671 
1936,4011 
461 ,795  
147,361) 
120,0001 

13421 

1828,1761 
............... 

179.0421 
1445.1371 

76 ,923 
(30,190) 

1.900 
1141 

1475 .8601  
..._......_ 
.......... 
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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 
Less: 
Fair value of RCN stock issued 
Liabilities assumed 

$ 21,800 

(13,400) 
(4,700) 

Net cash paid $ 3,700 

In 1997, 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 j o in t  venture (Note 7 )  
is included in "Telecommunications Network" at its fair value. 

See accompanying nm3teS to Consolidated Financial Statements 
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RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CWGES IN SHAREHOLDERS' EQUITY 

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997 
(THOUSANDS OF DOLLARS EXCEPT SHARE AND PER SHARE DATA1 

Additional 
Comon Paid Accumulated 
Stock in Capital Deficit 

................... ........... 

. Balance, December 31, 1996 s 1 s  $ 
Net loss from 1/1/97 through 9/30/97 
Net loss from 10/1/97 through 12/31/97 
Transfers from C-TEC 
Common stock issue83 in connection 

Stock plan transactions 20 210 

(17,116) 

with the distribution 54,968 321,556 

................... ......... 
Balance, December 31, 1997 
Net loss 
Common stock offering 
Stock plan transactions 
Common Stock and scock options issued 

Purchase of treasu:ry stock 
Unrealized appreci.ition on investments 
Other 

in connection wkth acquisitions 

Balance, December 31, 1998 
Net loss to common shareholders 
Common stock offer,ing 
Stock plan transaclcions 
Conversion of joinlc venture ownership 

Common stock and slrock options issued 

Purchase of treasury 

Unrealized depreciation 

Cumulative translation 

Other 

interest 

in connection with acquisitions 

stock 

on investments 

adjustments 

54,989 321,766 (17.116) 
(205,442) 

6,099 106,767 
436 2,001 

3,953 109,258 

. - - - - -. (22) ................... 
5 65,477 $ 539,770 s(222.558) 

(368,570) 
9.200 335.142 
1;466 10.956 

1,108 18,413 

467 18,852 

6 207 

See accompanying notes to Consolidated Financial Statements 
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Balance, Llecemhber 11. 1996 
Net loss from 1/1/97 through 9130191 
Net loss from 1011197 through I Z / 3 l / 9  
Transfers from C-TBC 
Common stock iesued in connection 
with the distribution 

Stock plan transactions 

Balance, December 31, 1997 
Net loss 
Common stock offering 
Stock plan Lraneactions 
Stock and stock options issued 

Purchase of treasury Bcock 
Unrealized appreciation on investments 
Other 

in comection with acquiairions 

Unrealized 
shareholders Cumulative Appreeiacionl 

TIeaS"1Y Net Translation Depreciation 
Stock invesrmen~ Adjustment on lnvesfnente 
................................................ 

5 - 5  

........ 

19,3011 

393,819 
135.2751 

17,980 

1376.5241 

5 13,0551 5 

........................ 
13.0551 

1,113 

.......................................... 
~aiance. ~ecember 31. 1998 5 19.3011 5 - 5 13.0551 5 1,113 

N e t  Loss to CO-n shareholders 
Co-n stock offering 
Stock plan tranaacti&s 
Conversion of joint venture ownership 

Cornon stock issued in 

PYrChase of treasury 

Unrealized depreciation 

cumulative translation 

Other 

interest 

Connection with acquisitions 

stock 

on investments 

adjustmenre 

Balance. December 31, 1999 

1901 

17,3411 

1.041 

.......................................... 
5 19,3911 5 - 5 12.0141 5 16,228I 
.......i .......... ................. i i = = i i = = = i l P  i==iiil-=PI- 

Total 
Shareholders 

Equity 
............ 

$ 390,765 
135,2751 
117,1161 
17.980 

230 
............ 

356.584 
1205,4421 
112,856 

2 , 4 3 7  

113,211 
19,3011 
1,113 

1221 

5 371.446 
1368,5701 

344.342 
12.421 

19,521 

19,319 

1901 

(7,3111 

1.041 
213 

5 392.303 
............ 
=_ii===ii=ii 

See accompanying notes to Consolidated Financial Statements 
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RCN CORPORATION ~~ 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(THOUSANDS OF DOLLARS EXCEPT SHARE AND 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 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 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 
common 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'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 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 histor.ica1 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 Cab:le Michigan have entered into certain agreements providing for 
the Distribution, iand 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 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 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 venture 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. 
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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 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. 

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 1998, 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 comprised 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 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 properlzy, 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 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. 
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Intangible Asset.8 - 
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. 
estimated lives of intangible assets are: 

The average 

Lives 

Franchises and subscriber lists 
Acquired current. products/technologies 
Noncompete agreements 
Goodwi 11 
Building access rights 
Other intangible assets 

3-11 years 
4 years 

5-8 years 
3-10 years 
3-4 years 

1 - 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" 
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. 
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 programing services are recognized in the 
month the service is provided. 
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 
operations 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 $5,534, $2,816 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" ("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. 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 losses and investment tax credits included 
in the consolidated return even if such losses and credits could not have been 
used on a separate return basis. 
subsidiaries were included in the consolidated federal income tax return of 
C-TEC. The company accounts for income taxes using the asset and liability 
method. 

.......................... 

("SFAS 121"). The Company has not 

................... 

Reciprocal 

Internet access web page and server hosting 

................... 

.................... 

........................ 

............ 

Prior to the Distribution, the Company and its 
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Foreign Currency Translation - 
The Company has a 48.96% interest in Megacable. For 1997 and 1998, 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. Beginni.ng January 1, 1999. the Company discontinued highly inflationary 
accounting for our Megacable investment and resumed using the Mexican Peso as 
the functional currency. As a result the Company's equity is effected by the 
translation from the Mexican Peso. The Company's proportionate share of such 
adjustments were gains of $1,041 for the year ended December 31, 1999. 

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 occurred. 
equity in the earnings of Megacable, the Company translates the revenues and 
expenses of Megacable into U.S. 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. 

Comprehensive Income - 

For purposes of determining its 

The Company primarily has two components of comprehensive income, cumulative 
translation adjustments and unrealized appreciation (depreciation) on 
investments. 
for 1999; the unrealized appreciation (depreciation) on investments was ($7.341) 
for 1999 and $1,113 for 1998. The amount of other comprehensive loss for the 
years ended December 31, 1999 and 1998 was ($361.328) and ($204.329). 
respectively. 

Segment Disclosure 

The cumulative foreign currency translation adjustment was $1.041 

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

3 .  EARNINGS PER SHRRE 

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 
stock dividend and accretion requirements divided by the weighted average 
number of shares of conanon 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 options 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. 
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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 

requirements 
Preferred stock dividend and accretion 

Basic (loss) per average common share: 
Weighted average shares outstanding 

(Loss) per average common share before 
extraordinary item and cumulative effect of 
change in accounting principle 

Diluted (loss) per average common share: 
Weighted average shares outstanding 

Dilutive shares resulting from stock options 

(Loss) per average common share before 
extraordinary item and cumulative effect 
of change in accounting principle 

1999 1998 1997 
.................................... 

$ (354,604) $ (204,801) $ (49,1811 

( 13,542) - 
................................. 
$ (368,146) $ (204,801) $ (49,181) 

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

$ (5.11) $ (3.35) $ (0.89) 

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

. 
................................. 
71,996,301 61,187,354 54,965,716 ----------- ---________ _ _ _ _ _ _ _ _ _ _ _  ---________ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  

$ (5.11) $ (3.35) $ 10 .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 Service 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 issuance of 
approximately $11,619. 

Both of these transactions were accounted for under the purchase method 
of accounting. Approximately $25,015 has been allocated to goodwill which is 
being amortized over approximately 4 years. The Company does not expect these 
acquisitions 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. ('vJavanet''). 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 Interport Communications Corp. ("~nterport"). 
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. In April 1999, the Company 
disposed of its Lancit Media subsidiary (Note 7 (d)). 

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 $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 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 acquired in the acquisition of Erols. (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. These intangible 
assets are 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 issuance. 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 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 acquisitions 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 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 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 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 4 0 %  for Erols projects. Cash flow projections, 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-speed 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 2 " ) .  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 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 
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. 
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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. 
material. The pro forma information is based on historical information and is 
provided for information purposes only and does not necessarily reflect the 
actual results that would have occurred nor is it necessarily indicative of 
future results of operations of the consolidated entities. 

Results of operations, for DNA1 and Brainstorm are not 

December 31, 

(Unaudited) 
Proforma Data: 
Sales 
(Loss) from continuing operations before 

Net (loss) 

Earnings Per Share: 
(Loss) from continuing operations before 

Net (loss) 

extraordinary items 

extraordinary items 

5. SHORT-TERM INVESTMENTS 

$ (3.53) $ (1.80) 
$ (3.54) $ (1.86) 

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

1999 1998 

Federal agency notes 
Commercial Paper 
Corporate debt securities 
Certificates of deposit 
U.S. Treasury notes 
Asset backed securities 

Total 

$ 178.524 
219,318 
289,898 

434,500 
279,637 

$1,401,877 

- 

_ _ _ _ _ _ _ _ _ _  
_ _ _ _ - _ - - - -  _ _ _ _ _ _ _ - - -  

$126.580 
85,234 

417,378 
14.997 
84,399 

163,860 

At December 31, 1999, short-term investments with a market value of $856,401 
have contractual maturities of one to 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, 

Telecommunications plant 
Computer equipment and software 
Buildings, leasehold improvements and land 
Furniture, fixtures and vehicles 
Construction in process 
Other 

Total property, plant and equipment 
Less accumulated depreciation 

Property, plant and equipment, net 

1999 1998 

$ 580,544 
132,074 
42,959 
51,123 

311,093 
5,967 

-______.._ 

1,123,760 
(230,581) 

----._____ 

$ 893,179 

$398,746 
43,439 
22,653 
31,430 

104,161 
1,250 - - . - - - - - 

601,679 
(153,304) 

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 as follows: 

Megacable 
Starpower Communications, LLC 
JuniorNet Corporation 
Other 

Total Investments 

1999 1998 

$ 86,191 $ 67.978 
- - - - - - - - - - - - - - - - - 

74,733 
27,581 
2,066 

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, 1998, 
the Company has a 50% interest in Starpower and a 40% interest 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 
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 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, 1999 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. 

During 1998, 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. 
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 
U1 traNe t . 
BECO has the right to convert its ownership interest in RCN-BECOCOM into RCN 
Common Stock pursuant to specific terms and conditions. 
BECO exchanged a portion of its interest for 1,107,539 shares of RCN common 
stock. 

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, 1999, the Company executed on a pledge of an 8.96% equity 
interest in Megacable made by Mazon Corporativo, S.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. 

The total value 

On February 19, 1999, 

Such portion of the interest was valued as of January 15, 1998. 
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d. JuniorNet 

The basis of the Company's investment 
exceeded its underlying equity in the 
1999 by approximately $50,000. 

in JuniorNet Corporation ( JuniorNet " ) 
net assets of JuniorNet when acquired in 

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 value at 
the time of issuance of approximately $7,400. 
proportionate share of (losses) and amortization of excess cost over net assets 
of ($19,997) in 1999. 

8. INTANGIBLE ASSETS 

Intangible assets consist of the following at December 31, 

The Company recorded its 

1999 1998 

Franchises and subscriber lists 
Acquired current products/technologies 
Noncompete agreements 
Goodw i 11 
Building access rights 
Other intangible assets 

S 87.796 $ 85,984 
72,629 72,629 
11,100 11,100 

103,785 57.447 
15,295 
6,270 

Total intangible assets 
Less accumulated amortization 

296,875 
(158,384) 

15,295 
24.576 

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: 

Note and interest receivable - Mazon 
Debt issuance costs 
Other 

Total 

Corporativo, S.A. de C.V. $ - $18,373 
60,639 27,112 
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10. DEBT 

a. Long-term debt 

Long-term debt outstanding at December 31 is as follows: 
1999 1998 .......... .......... 

Term Credit Agreement $ - $ 100.000 
Term Loans 500,059 . 
Senior Notes 10% due 2007 225,000 225,000 
Senior Discount Notes 11 l/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 
Due within one year 

Total Long-Term Debt 

2,144,321 1,267,133 
1,225 4,097 

In December 1999, the company completed an offering of 10.125% Senior Notes with 
an aggregate principal amount of $375,000. Ithe "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, I the 
"Borrowers") entered into a $l,OOO,Ooo 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 Ithe "Term Loan 5"). 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 previous term credit facility required the write 
off of the applicable unamortized debt issuance cost resulting in an 
extraordinary item of approximately ($424). 

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. 
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. 
A matures in June 2006. At December 31, 1999 there were no outstanding loans 
under the Term Loan A. 

The 

The Term Loan 
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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 Term 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 sales, 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 
policies 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 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% 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 
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 $ 3 5 0 , 5 8 8 .  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 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, 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 2 0 0 7 ,  Series B for any and all outstanding 
11 1/8% Senior Discount Notes due 2007 Series A. 
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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 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. 

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 amount, plus any accrued interest. 

The 11 1/89 Senior Discount Notes were issued under an indenture dated October 
17, 1997 (the "11 1/8% Indenture"). 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 l/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. 

Contractual maturities of long-term debt are as follows: 

Year Ending December 31, Aggregate Amounts 

2000 
2001 
2002 
2003 
2004 

$ 
$ 
$ 2,000 
$ 4,000 
$ 4,000 

. 
- 

In July 1999, the Company entered into $250,000 of two-year interest rate 
protection agreements with various 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. 



86 

11. INCOME TAXES 

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

Current : 
Federal 
State 

Total Current 

Deferred: 
Federal 
State 

Total Deferred 

(Benefit) for income taxes: 
Before extraordinary item 
Extraordinary item 

Total (benefit) provision for 

1999 1998 

$ - 
659 

$ - 
1,149 

659 

(3.169) 
(2.584) 

(4.410) 
(1.737) 

(10,346) 

(10,161) 
(342) 

(5.753) 

(5,094) 

$(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 
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 

Deferred revenue 
Intangible assets 
Other, net 

Total deferred tax assets 

Property, plant and equipment 
Intangible assets 
All other 

Total deferred liabilities 

Sub to ta 1 
Valuation allowance 

Total deferred taxes 

contract settlements 

portion of deferred tax 

1999 1998 

$ 213,961 $ 78,963 
85 

2,076 746 
4,097 1,794 
3,980 825 

24,503 6,265 

1,332 909 

_ _ _ _ _ _ _ _ _ _  ._____.__. 

- 

1,256 10,401 
1,912 
5,203 6.734 

- 

106,722 

(24,409) - 
- 

(18,177) 
(6.618) 
(2.428) 

(24,409) (27,223) 

233,911 
(235,375) 

79,499 
(82,068) 
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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 allowance 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 1999 
was an increase of $153,307. 

Net operating losses will expire as follows: 

Federal State 

2000-2019 $ 437,720 $ 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 
f OllOWS : 

For the Years Ended 
December 31, 

1999 1998 1997 

(Loss) before (benefit) for 
income taxes and extraordinary item 

Federal income tax benefit at statutory rate 
State income taxes net of federal 
income tax benefit 
Federal valuation allowance 
Write down of acquired R&D costs 
Amortization of goodwill 
Contribution to subsidiary - Goodwill 
Estimated nondeductible expenses 
Adjustment to prior year accrual 
Other, net 

Total (benefit) for income taxes 

8,610 

(3.000) 
132 
719 

45,035 
6,403 
5,580 
3,744 
10,472 

(25) 
(2,171) 

- 
830 

1,913 
(197) 
397 

$ (5.094) $(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 h Furst, through Hicks Muse Fund IV 
purchased 250,000 shares of Series A Preferred Stock, 
for gross proceeds of $250,000. 
has an annual dividend rate of 7 %  payable quarterly in cash or additional 
shares of Series A Preferred stock and has a initial conversion price of $39.00 
per share. 
any time. 
on March 31, 2014 at $1,000 per share, plus accrued and unpaid dividends, but 
may be called by the Company after four years. 
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 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. 

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. 
$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 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 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. 

par value $1 per share, 
The Series A Preferred Stock is cumulative, 

The Series A Preferred Stock is convertible into common stock at 
The Series A Preferred Stock is subject to a mandatory redemption 

At December 31, 1999 the 

The net proceeds to the Company were approximately 
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Information relating to stock options is as follows: 

Number of 
Shares 

Weighted 
Average 
Exercise 
Price 

Outstanding December 31, 1996 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1997 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1998 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1999 

Shares exercisable December 31, 

2.268.000 
4,862,100 

20,000 
3,000 

7,107,100 
2,527,424 

408,389 
373,993 

8,852,142 
3,393,071 
1,507,119 
1,153,222 

9,584,872 

1999 3,066,517 

_ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  

s 7.10 
$14.31 
$ 8.07 
$ 8.36 

$11.95 
$14.81 
$ 4.82 
$15.22 

$12.96 
$41.63 
$ 8.26 
$23.72 

$22.34 

$10.84 

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

Stock Options OvLseanding 
...................................................... 

Weighted average 
Range of EXelrCise Remaining Weighted Average 
Price* shares conrracrua1 Life Bxerciae Price 

Stock Options 
Exercisable 

................................... 

Weighted average 
Shares Exercise Price 

1.30-6.50 
6.51-8.40 
8.41-19.25 
19.26-29.81 
29.82-49.13 

116.628 
2,042,820 
3,980,451 

101.273 
2,763,700 

9,584.872 
.......... 

7.4 
5.4 
8.0 
7.2 
6.6 

7 . 0  
... 

5 3.89 s 7.28 
$ 15.19 
S 24.62 
s 44.02 

104,061 
1,570,960 
1,322,923 

68,573 

......... 
3,066,517 

s 3 . 7 4  
$ ,.I1 s 15.15 
$ 23.87 

No compensat Bn expense related to employee stock option grants was recor d in 
1999,1998 or 1997 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 1999, 1998 
and 1997; expected volatility of 59.9% for 1999, 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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For purposes 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: 

1999 1998 1997 
.....____ -....... 

Net earnings - as reported 
Net earnings - pro forma 

$ (368.5701 
$ (384,9411 

$ (205.442) 
$ (214,586) 

$(52,3911 
S(54.419) 

~ a s i c  and diluted earnings per share - as reported $ (5.121 $ (3.36) 5 (0.95) 
Basic and diluted earnings per share - pro forma $ (5.34) $ (3.51) 5 (0 .991 

The Company has an Executive Stock Purchase Plan ("ESPP"1. 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, 1999, 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(kl 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(kl 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(kl savings plan 
that will also qualify as an ESOP (the "ESOP"1. 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 employees' service lives. The Company uses the 
services of an enrolled 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 consolidated 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. COmTmENTS nND WNTINGENCISS 

a. 
its 2000 consrmction budget. 

b. Total rental expense, primarily for office space and equipment. Was 
$18,321, $l0,475 and $3,505 for 1999. 1998 and 1997, respectively. A t  
December 31, 1999. rental commitments under noncancelable leases, excluding 
annual pole rental commitmenre of approximately $915 that are expected to 
continue indefinitely. are as follows: 

The Company had various purchase ~oaunitments aL December 3 1 .  1999 related to 

Year Aggregate Amounts 
2000 $21.388 
2001 $19.098 
2002 $18.658 
2003 $13.758 
2004 $12,906 
Thereafter $64.342 

C .  
31, 1999. 

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

The Company has Outstanding letters of credit aggregacing 5 1 . 9 1 4  a t  December 

Year 
2000 
2001 

Network Services 
$ 3 , 0 0 0  
$ 2 , 7 5 0  

e. In the n o m 1  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 
liquidity of the Company 

f. The Company has agreed LO indemnify Cable Michigan and CTE and their 
respective subeidiariee against any and all liabilities which arise primarily 
from or relate primarily to the management or conduct of the bvsineee of the 
Company prior fO the Effective tine of the Diafribufion. The Company has also 
agreed to indemnify Cable Michigan and CTB and their respective subsidiaries 
against 301 Of any liability which arises from or relates ta the management Or 
conduct prior to the effective time of the Distribution of the businesses of 
C-TBC and its Bubsidiariee and which is not a Lme CTE liability. a true Cable 
Michigan liability or a t N e  Company liability. 

The Tax Sharing Agreement, by and among the Company, Cable Michigan and CTE [the 
"Tar Sharina mreemenf"1. ~loverns continclenr tax liabilities and benefits. tax . .  -~ ~ 

~~~~~ ~~~~ 

conceet~ and other Lax matters with respect to fax returns filed with re~pect to 
Lax periods, in the case of the Company. ending or deemed to end on or before 
the Distribvtion Date. Under the Tax Sharinq Aareemenf. Adiustmenfe (as defined 
in the Tax Sharing Agreement) to taxes that &-clearly at&ibutable to the 
Company Group. the Cable Michigan Group, or the CTB Group will be borne solely 
bv such mrou~. Adiuetmenfs fO all other tax liabilities will be borne 5 0 %  by 
f f e ,  30%-by 'rhe C&pany and 201 by Cable Michigan. 

Nofwithetandina the above. if as a result of the acmisition of all or a ~orCion 
of the Capital-stock 01 &eta of fhc Company. the 6istriburion fails LO -9alify 
aa e fw-frCC distribution under Section 355 of the Code. then the Company will 
be liable for any and all increaeee in tax attributable thereto. 

g. Under the Sea-er Amended end Restated Operating Agreement, the Company is 
commikfed LO make quarterly capital contributions aggregating the fallowing in 
the yeara ended December 31: 

2 0 0 0  $43,619 
2001 $ 9,005 

h. If, within five years after the Distribution, the ESOP portion of the 4011k) 
Plan does not hold shares representing 3t of the number of shares of Company 
Conanon Stock outstanding immediately after the Distribution as increased 
by the nvnber of shares iesuable to BECO pursuant Co the Exchange Agreement 
l ~ ~ l l e ~ t i ~ e l y .  "Outstanding Company Common Stock") with e market value at such 
Lime of M L  less than $24,000, RCN will iaaue to the ESOP, in exchange for a 
note from the ESOP [the '"ESOP Nore"), the amour Of Company Co-n Stock 
necessary to increaee the ESOP'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 51 of the number of Sharee of Outstanding Company Common Stock. 

Aa of December 31. 1999. the ESOP holds 29 .746  aharea of outstanding 
Company common Stock. 
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15. RELATED PARTY TFANSACTIONS 

The Company had the following transactions with related parties during the years 
ended December 31, 1999. 1998 and 1997: 

1999 1998 1997 
....... ....... ....... 

Corporate office Costs allocated to related parties $ 5,235 $ 9,946 $12,091 
- 8.688 

537 
Interest income on affiliate notes 
Interest expense on affiliate notes 
Long-distance terminating access charge expense from 

732 1.556 1,312 
669 Royalty fees charged by related party 

Expenses allocated to unconsolidated joint 

related party 

21,466 14,681 
48.878 

Related party expenses for utility service 2,236 
Terminating revenues from related party 
Other related party expenses 

At December 31, 1999 and 1998. the Company has accounts receivable from related 
parties of $8.015 and $6,919, respectively, for these transactions. At 
~ecember 31, 1999 and 1998, the Company ha8 accounts payable to related parties 
of $35.809 and $7,153, respectively. for these transactions. 

venture partner 
Related party expenses for network construction 

8.216 13,322 1,576 
274 1.598 2,199 

16. OFF BALANCE SHEET RISK AND CONCENTRRTION 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, temporary cash investments and short-term 
investments with high credit quality 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 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 financial strength of its Customers. As a consequence. 
concentrations of credit risk are limited. 

The Company is a 501 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 investments. 

b. Short-term investments 

Short-term investments Consist of comercia1 paper. U.S. Treasury Notes, 
asset-backed securities, corporate debt securities, certificates of deposit 
and federal agency notes. 

c. Long-term investments 

Lana-term investments consist of investments accounted for under the egllitv 

Short-term investments are carried at market value 

_.~~- ~~~ ~~~ ~~~~~ ~ 

method for which disclosure of fa i r  value is not required. 
interest receivable was carried at Cost plus accrued interest which management 
believes approximates fair value. 

The noCe &d 
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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. 
service are carried at amortized cost. 
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: 

Investments restricted for debt 
The fair value of investments restricted 

1999 1998 
____----_________.... ________._....._______ 
Carrying Carrying 
Amount Fair Value Amount Fair Value 

....._____ ___.._____ ______... ._________ 

Financial Assets: 

investments 
Cash and temporary cash 

Short-term investments 
Note and interest receivable 
Investments restricted for debt 
service 

Financial Liabilities: 
Fixed rate long-term debt: 
Senior Notes 10.125% 
Senior Notes 10% 
Senior Discount Notes 11.125% 
Senior Discount Notes 9.8% 
Senior Discount Notes 11.0% 

Floating rate long-term debt: 
Term Loan B 

$ 391,412 $ 391,412 
$1,401,877 $1,40i,a77 

~~~ 

Term Credit Agreement 
Unrecognized financial instruments: 
Letters of credit $ 

- $  - 
23,159 $ 21,684 

375.000 $ 375,000 
225;OOO $ 223;875 
444,430 $ 426,742 
420,591 $ 371,385 
176,495 $ 166,891 

500,000 $ 500,000 
- $  - 

4,914 $ 4,914 

$120,126 
$892,448 
$ 18,373 

$ 43,306 

$225,000 
$398,827 
$382,216 
$158,573 

$ - 
$100,000 

$ 3,810 

$120,126 
$892,448 
$ 18,373 

$ 43,072 

$ - 
$216,000 
$351,611 
$306,180 
$138,750 

$ - 
$100,000 

$ 3,810 
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18. QUARTERLY INFORMATION (Unaudited) 

1st Guarter 2nd Guuarter 316 Warter 4th Guarfer 
....-....... ___........_ ............ ........... 1999 

Sales 
Operating (loss1 before depreciation. 

amortization and nonrecurrin9 chargee 
operating (loss1 
LOSS before extraordinary item 
LOBS before extraordinary item common share 
Net (loss1 
comon stock 
High 
LOW 

1998 

Sales 
Operating l loss l  before depreciation. 

anorfiration and nonrecurring chargee 
Operating IlOSSI 
LOSS before mmvlafive effect of change 

LOSS before cumulative effect of change 
in accounting principle 

in accounting principle per average 
comon share 

Net (lass1 
common Stock 

High 
L O W  

$ 6 7 . 3 8 8  

$(21 ,4491 
$153.7231 
$167,7541 
5 (1 .031 
$167.7541 

$ 3 9 . 7 5  
$ 1 7 . 7 5  

1st Guuareer 

$ 66 ,929  

$125,4061 
$155.9471 
$163,3581 
$ 10.971 
$ (63 .7811 

$ 5 4 . 5 0  
$ 33.75 

2nd Guuarter 

$ 40,138 

$ 18.3171 
$(44.7411 

$141,7851 

$ (0 .741 
S141.7851 

$ 3 0 . 6 3  
$ 1 5 . 8 8  

$ 19.808 

$ (9.6191 
$(28,3191 

$(43 ,7951 

$ 10.751 
5L13.7951 

$ 2 9 . 3 8  
5 1 9 . 2 5  

$ 6 9 , 6 2 2  $ 72,054 

$(32 ,5871 $ (52,5251 
$(68 .7201 $ (99,6201 
Sl91.77111 $ l l 3 1 . 7 1 8 1  
$ ( 1 . 2 6 )  $ (1.781 
$191.7741 $1131.7181 

$ 5 1 . 5 0  5 5 4 . 2 5  
$ 32.25  5 3 7 . 3 1  

3rd Guarter 4th Warter ............ ~~.......... 

$ 5 8 . 1 7 2  $ 6 2 . 8 2 2  

$116,5781 $ 116.898) 
$(40,7241 5 L45.0091 

$(54,4301 $ (64,7911 

$ ( 0 . 8 4 )  $ 11.001 
$(51 .4301 $ 165.4321 

$ 24.31 $ 2 5 . 0 0  
$ 12.38 $ 8 . 7 5  

19. SUBSEQUEhPP 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. 
("2lst Century"). 21st 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 Juniornet 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 2 8 ,  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 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 permitted 
to appoint two members to our Board of Directors. On February 2 8 ,  Vulcan 
appointed William D. Savoy, President of Vulcan and Edward S .  Harris, Investment 
Analyst with Vulcan. 
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. 

The Preferred Stock will automatically be converted to 
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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-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"). In 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. 



REPORT OF MANAGEMENT 

The integrity and objectivity of the financial information presented in these 
financial statements ie the responsibility of the management of RCN Corporation. 

The financial statements report on management's accountability for Company 
operations and assets. 
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 internal and independent audits conducted to monitor 
overall accuracy of financial information and compliance with established 
procedures. 

PRICEWATERHOUSEO3OPERS LLP, 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 ooinion on the fairness of the financial statements presented 
herein 

TO this end. management maintains a system of infernal 

The Board of Directors meets its responsibility €or 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 also meets periodically with management and the 
independent and internal auditors to review accounting. auditing, internal 
accounting controls and financial reporting matters. A8 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 

....................... 
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REPORT OF INDEPENDRTC ACCOUNTANTS 

To the Shareholdere and Board Of Directors Of 
RCN Corporation 

In our opinion, the consolidated financial statements listed in the index 
appearing under Item 14(a)(11 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) (21 on page 37 present fairly, 
in all material respects, the information Bet forth therein when read in 
conjunction with the related consolidated financial statements. 
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 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, assessing the accounting principles used and significant estimates 
made by management, and evaluating the overall financial statement presentation. 
We believe that our audits prwide a reasonable basis for the opinion expressed 
above. 

These financial 

\s\ PRICEWATERHOUSECOOPERS LLP 

PRICFWATERHOUSECCQPERS LLP 
Philadelphia. Pennsylvania 
March 8,  2000 

.............................. 
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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., INTERPORT 
COMMUNICATIONS CORP. and ENET HOLDING, 
INC. (collectively, the "Borrowers"), 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) )I. 

(b) Section 6.12 of The Credit Agreement is hereby 
amended by deleting paragraphs (e), (f), (9). (h), W, W and (1) 
therefrom in their entirety and substituting for each such 
paragraph the following paragraph having the same designation: 

(e) Minimum Consolidated Revenue. Permit Consolidated 
Revenue for any period of four consecutive fiscal quarters ending 
on a date set forth below to be less than the amount set forth 
opposite such date: 

Fiscal Quarter 
Ending 

Minimum 
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 495,000'000' 

"(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 
Ending 

Minimum 
On-Net Connections 

December 31, 1999 
March 31, 2000 
June 30, 2000 
September 30, 2000 
December 31, 2000 
March 31, 2001 
June 30, 2001 
September 30, 2001 
December 31, 2001 

200.000 
210; 000 
230,000 
270.000 
335; 000 
400,000 
525,000 
650,000 
770,000" 

"(g) Maximum Cumulative Negative EBITDA. Permit cumulative 
negative EBITDA from the period commencing with the first day of 
the first fiscal quarter ending on or after the date of this 
Agreement to the last day of each fiscal quarter ending during a 
period set forth below to exceed (i.e., be a greater negative 
number than) the amount set forth below for such period: 

Maximum 
Cumulative 

Period 
Negative 
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 of any date set forth below to be less 
than the amount set forth opposite such date below: 

Date 

Minimum 
Annualized 
EDITDA 

March 31, 2002 
June 30, 2002 
September 30, 2002 

$15,000,000 

$100,000,000" 
$40,000,000 

"(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 

----..._____________------. 

December 31, 2002 
March 31, 2003 
June 30, 2003 
July 1, 2003 and 
thereafter 

Maximum Ratio 

5 . 0 0  to I 
5.00 to I 
3.50 to 1 
3.00 to 1" 

_ _ _ _ _ _ _ _ _ _ _ _ _  

"(k) Interest Coverage Ratio. Permit the ratio of 
(i) Annualized 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 

________________...__________________ 

June 30, 2002 
September 30,2002 
December 31,2002 

Fiscal Year ending December 31,2003 
Fiscal Year ending December 31,2004 
Fiscal Year ending December 31,2005 
Fiscal Year ending December 31,2006 
Fiscal Year ending December 31,2007 

Minimum Ratio 
_...._..______ 

1.25 to 1 
1.25 to 1 
1-25 to 1 
1.50 to 1 
1-75 to 1 
2-00 to 1 
2.00 to 1 
2.00 to 1" 

"(1) Minimum Fixed Charge Coverage Ratio. Permit the 
ratio 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 occurred 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, valid and binding 
obligation of the Company and the Borrowers, enforceable 
against each in accordance with its terms, subject to 
applicable bankruptcy, insolvency, fraudulent conveyance, 
reorganization, moratorium 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 controlled, 
Vulcan Ventures Incorporated ("Vulcan"), of shares of 
mandatorily convertible preferred stock of the Company (the 
"Vulcan 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 same 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 reasonable 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 WHEREOF, 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 CORPORATION 
LIST OF SUBSIDIARIES Exhibit 21 

Name 

RCN Corporation 
RCN Services, Inc 
TEC Air, Inc. 
RCN Financial Management, Inc. 
RCN Internet Services, Inc. 
IJNET Holding, Inc. 
Interport Communications corp 
Port Telecom Corporation 
Erde Network Systems Corporation 
JMP Communications Corporation 
JavaNet, Inc. 
Brainstorm Networks, Inc. 
C-TEC Financial Services, Inc. 
RCN Cable Systems, 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, 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 International Holdings, Inc. 
RCN Telecom Holding Company 
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. 
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. 
RCN Telecom Services of Oregon, 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 

.................................................. 

PERCENTAGE State of 
Incorporation OWNED 
-----....___- ...___.... 
DE 
PA 
DE 
DE 
DE 
DE 
NY 
DE 
DE 
DE 
DE 
CA 
Nv 
DE 
PA 
PA 
PA 
PA 
NY 
PA 
NJ 
MI 
NJ 
PA 
DE 
DE 
NJ 
IL 
MD 
MA 
MI 
NY 
WA 
DE 
CA 
PA 
NJ 
VA 
DC 
ME 
NH 
VT 
RI 
CT 
Nv 
A2 
OR 
NY 
NJ 
DE 
DE 
MA 
DE 

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% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 

50% 
5 3 . e e %  
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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 /  Pricewaterhousecoopers LLP 
--------.-____________________ 

PRICEWATERHOUSECOOPERS LLP 
Philadelphia, Pennsylvania 
March 31, 2000 
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SPECIFIC POWER OF ATTORNEY 

Exhibit 24 

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas P. O'Neill, 111 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 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 P. O'Neill, I11 (SEAL) 
__________________._........~~-- 

Thomas P. O'Neill, I11 

SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESE PRESENTS, that I, James Q. Crowe 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 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 of March, 
2000 

/s /  James Q. Crowe (SEAL) 
---.________.._________ 

James Q. 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 C!orporation 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/ David C. McCourt (SEAL) 
________...._.._________ 

David 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 Corporationls Chief Financial 
Officer, as my true and lawful attorney for me and in my name: 



1. 
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. 

I authorize said attorney in fact to specifically execute in my name 

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/ 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 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 /  Richard R. Jaros (SEAL) 
--------.._____.._______ 

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. 
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 1 may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

I authorize said attorney in fact to specifically execute in my name 

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 bv this 
instrument authorized to perform, with the right to revoke s k h  appointment of 
substitute at pleasure. 

IN WITNESS WHEREOF, 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 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, :[ hereunto set my hand and seal this 3rd day of March, 
2000. 

/s/  Stuart E. Graham (SEAL) 
---_-__________...__________ 

Stuart E. Graham 

Witness: 

/ s /  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 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 1 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 /  Eugene Roth (SEAL) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Eugene Roth 



Witness: 

/ s /  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 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 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 effec!t 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: 

/s/ 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: 

and in my behalf the RCN Corporation Form 10-K for the fiscal year ended 
1. I authorize said attorney in fact to specifically execute in my name 



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 :[ 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 /  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: 

and in my behalf the RCN C!orporation Form 10-K for the fiscal year ended 
December 31, 1999, and to file said form to the Securities and Exchange 
Commission, 4 5 0  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 1 may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

1. I authorize said attorney in fact to specifically execute in my name 

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. 



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 Corporation's Chief Financial 
Officer, as my true and lawful attorney for me and in my name: 

I authorize said attorney in fact to specifically execute in my name 1. 
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 1: 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 specifj-c rights and owers herein granted shall commence and 
be in full force and effec!t 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. 

I give to said at.torney 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. 

3. 

IN WITNESS WHEREOF, I: hereunto set my hand and seal this 7th day of March, 
2000. 

/s/ Edward S .  Harris (SEAL) 
.___________._..-._________ 

Edward 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 C!orporation 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, power's 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 writ.ing by me 

3 .  I give to said al:torney 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 tc revoke such appointment of 
substitute at pleasure. 

IN WITNESS WHEREOF, :[ 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 THESB PRESENTS, that I, William D. Savoy do make, 
constitute and appoint Tiroothy 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 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 specifj-c rights and powers herein granted shall commence and 
be in full force and effeat 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, 1: hereunto set my hand and seal this 7th day of March, 
2000. 

/s/  William D. Savoy (SEAL1 

William D. Savoy 
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<ARTICLE> 5 
<LEGEND> 
THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM FINANCIAL 
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PART I 

ITEM 1. BUSINESB 

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 1ead.ing single-source provider of voice, video and data services to 
residential Customers in each of our markets by offering individual 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 mcomplementary 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 grmwth, we are a leading regional Internet service provider in 
the Boston to Washington, D.C. corridor. Our Internet businesses have 
recently been i:ntegrated 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 ts 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 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 quickly and efficiently 
and to reduce our up-front costs of developing our networks. In addition, our 
joint venture partners provide us 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 connections attributable to customers connected to advanced fiber 
optic networks (e'on-net*8 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 acquisitions 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. 
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, which prior to September 30, 1997 owned and operated our company. 
C-TEC has over 3.00 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. 

Our- experience provides us with expertise in systems operation and 

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 
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. 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 Sail Diego corridor. 

West Coast Expansion 

selected 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" I"0VS") 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 Francisco Bay Area in late 1999. 

Business Strategy 

We recently began to develop advanced fiber optic networks in 

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

Exp1oi:c the "Last Mile" Bottleneck in Existing Local Networks: 
Existing local networks are typically low capacity, single service facilities 
without the banq3width 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 senrices 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. 

our network by delivering a broad range of communications products and by 
focusing on high density residential markets. 

Leverage our Network and Customer Base: We are able to leverage 

This bandwidth capacity and 
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home density allows us to maximize the revenue potential per mile Of 
constructed network. 
and customer base by exploring opportunities to deliver new products and 
services in the future, including complementary commercial and wholesale 
products and services. 

Customer Service: 
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 customerst' experience with us. We believe that the cMnbination of bundled 
communications services and quality customer care that we provide is superior 
to services t.hat are typically available from m s t  incumbent telephone, cable 
or other service providers. 

We believe we can further exploit our network capacity 

Offer Bundled Voice, Video and Data services with Quality 
We offer our customers a single-source package of 

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 
Qwest and MCr/worldcom. By establishing relationships with these companies, w e  
are able to t.ake advantage of their existing extensive fiber optic networks and 
other assets, and our own existing cable television infraatmcture, 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 

l"BECO"1, PepcO Communications. Level 3, 

Becimee 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 w e  have sufficient cash on hand to Fund this 
construction. 

Based on our current growth plan, w e  expect that we will require a 
substantial amount of capital to expand the development of our 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 our hybrid 
fiber/coaxia:L plant and fund operating losses and repay our debts. We currently 
estimate that our capital requirements for the period from January 1. 1999 
through 2000 will be approximately $1.8 billion, which include capital 
expenditures of approximately $700 million in 1999 and approximately $1 billion 
in 2000. There 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 (including Selected markets in the western United 
States) and I:o develop our information technology systems. These estimates are 
forward-lcok.ing 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 a8 we expect. In addition 
to our own capital requirements, our 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 connection with 
development of the Boston and Washington, D.C. markets. 

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 capita'l expenditures, working capital. debt service requirements and 
anticipated further operating losses. We may seek sources of funding from vendor 
financino. oublic offerinas or Drivate Dlacements of errnit" and/or debt 

In #order to facilitate growth beyond 2000. w e  expect to supplement our 

_. ~ 
~~ - 
securities, and bank loana. 

1n March 1999, w e  secured a $1 billion bank facility and a $250 million 
placement of convertible preferred Securities (See Note 20). 
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RCN Services 

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. 
local and long distance telephony services. 

We provide a wide range of local and long distance telephone, 

We also provide, on a limited basis, resale 

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

....... 
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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. 
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. 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 ini.tia1 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 tone access, enhanced 911 access, operator services 
and directory assistance. 
providers and CLECs. 
services, including call forwarding, call waiting, conference calling, speed 
dial, calling card, 800-numbers and voice mail. We also provide Centrex 
service and associated features. Our local telephone rates are generally 
competitive with t.he rates charged by the incumbent providers. At December 31, 
1998, we had approximately 30,900 telephone service connections on our advanced 
fiber optic networks and approximately 65,000 customers for resold telephone 
service. We also provide long distance telephone services, including 
outbound, inbound, calling card and operator services. These services are 
offered to residential and business customers. 

We compete with the incumbent local exchange 
In addition, we offer a wide range of value-added vertical 

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 61 to I47 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 specia:t 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 34,900 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 our-owned points of presence ("POPS") which 
are connected to our advanced fiber optic network. Our primary service offerings 
are 56K dial-up and high-speed cable modem access. We also sell commercially 
oriented private :Line point-to-point data transmission services such as DS-1 and 
OC-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 I,-- 

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 

advanced fiber optic network in New York city and Internet services to acquired 
subscribers. We have also actively marketed resold telephone service in the 
past. OUT 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, aa the advanced fiber optic 
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 additional 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. 
continue to pursue potential opportunities from entering into strategic 
alliances to facilitate network expansion and entry into new markets. 

We provide wireless video services to customers located near our 

We expect to 

BECO Joint Venture 

In 1996 RCN and the Boston Edison Company (-'BECO") , 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, 
expiring in the year 2060. 
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 w e  owned 51% of the equity 
interest in RCN-BEMMM and BECO owned the remaining 49% interest. This joint 
venture with BECO is reflected on our financial statements on a consolidated 
basis. 

right, from time to time, to convert portions of its ownership interest in 
RCN-BECOCOM into shares of our common stock. In February 1999, 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 c o m n  stock. (Note 7). The transaction was valued as of Sanuary 20, 
1998, the daze on which BECO gave notice to us of its intent to convert this 
ownership inzerest. The Exchange Agreement provided for the conversion of such 
ownership inierest into 1,107,539 shares of RCN c m o n  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 Continue to do so as long a6 
BECOMM does not dispose of the Exchange Shares. 

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 market. In the future, the venture may expand 
into energy management and property monitoring services. 
the joint venture partners have expanded into surrounding markets, including 
Arlington, Somerville and Newton. 
BECO network, OUT reliance on and use of MPS/WorldCom facilities in Boston has 
been reduced significantly. 

LLC, an unregulated entity with a term 
RCN-BECOCOM is a Massachusetts limited liability 

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

Starting in Boston, 

As a result of our access to the extensive 

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 comunications 
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 tern. Starpower was formed to construct, own, lease, 
operate and market a network for the selling of voice, video, 
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 5 0 %  interest. Starpower is reflected on our financial statements under 
the equity method of accounting. 

data and other 

Miscellaneous Facilities Agreements 

We have also entered into agreements which have helped us 
accelerate network development, including Fiber Agreements entered into with 
MFS/WorldCom. MFS/World Con 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. 

In February 1999, we announced that we have entered into joint 
construction agreements with Level 3 .  The agreements will allow us to deploy 
additional 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 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 

Recent Acquisition Transactions 

In February 1998, we acquired 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 $5.1 million 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 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 acquired in the acquisition of Erols. (Note 7) 
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~ ~ ~ d ~ i l l  and the "*iYe assigned LO cercain acquired current products and 
technologies. primarily residential dial-up and dedicated tnternet access, and 
lnternef advertising, aggregating approximately $35.0 rnilllon was recorded in 
a - c ~ i o n  with the acquisition of Erols and contzihution to srarpower. These 
intanaible aeset~ are being amortized Over approximatelY f0"r Years. - 
In FebNary 1998, we acquired Ultranet Comnunicationa. Inc. 1"Ultranet"). The 
total approximate consideration was $7.7 million in cash inclvding cash papents 
aggregating approximately 5 . 5  million CD noldere of Ultranet stock 
options and R M  C ~ m m ~ n  Stock with a fair value of approximately $26.2 nillion at 
the time of ieauance. MdiLionally, the purchase price includes approximately 
$1.9 million representing the fair value of UlfraNet stock options which W e r e  
converted to R M  stock options in connection with the acquieition. The 
tranaaccion was aCCOUnLed for by the purchase method Of accounfing. ~~~~~~~~~ 

RCN contributed to RM-BECOCO*I approximately 30% of the SybsCriDels acquired 
in the acquisition of Ultranet. 

Goodwill and the valve 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 
CoMeeLion wieh the acquisition Of Ditre.net and contrihucion to RM-BECDCOM. 
mese intangible a88efs are being amortized over approximately four years. 

. Cable Modem Internet acsese foz Subscribers, consisting Of projects to 
develop the hardware, systems and software to permit subscribers to be offered 
high-speed Infernel accees through direct cable connection. The remaining 
development effort is concerned with technical standards for this service and 
with the deBign and integration of this pIDdvCC info R M ' s  cable and fiber 
optic network. R M  management estimated that this project far both 
acquisitions was approximately 7 0 1  complete and rha: each had approximately 
$25.0 thousand of direct development expense renalnlng to be spent in 1998 and 
1999. with planned revenues from this service expected to begin thereafter. 

-Internet Telephony. repreeenring projects to develop the potential for dial- 
up telephone service through the Internet. 
significant technical challengce as well a8 political, commercial and market 
challenges LO be faced hefare service could he offered to aubecribers. Since 
at the acquisition dare neither hardware nor Bystems have been acquired 01c 
developed in suppocf of this new product, a high degree of developmenC 
activity remains. RCN management estimated chat this project for boCh 
acquisitions was only approximately 201 complete and that the remaining 
development COBL at the date of acquisition was approxinarely $1 million in 
1998, $2 nillion in 1999 and $5 nillion in 2 0 0 0  with revenues from this 
service expected to begin thereafCCT. 

- E - C m r c C  Systems, consisted of 0°F efforts to develop a suitable Bystem 
Chat would permit svbscriDers to conduct comercia1 acLivifie8 Over the 
I n t e ~ - ~ t .  Following evaluation of commercially-available packages, none W e r e  
capable Of meting subscriber needs and development of the suitable system was 
undertaken. R M  aanagemenl estimated that the project fOT both acquisitione 
was approximately 9 0 1  complete and that each had abovL $25 thmsand Of 
development expense remaining to be spent in 1998 with revenues from thie 
service expected LO begin thereafter. 

This service area pce8cncLLed 

-High-speed shared office Internet access. representing a blending of fiber 
optic and Internet networking technologies. was under developrnent as a 
package to be offered to connercial clients. 
were still Ning  addressed at the acquisition date, there was no certainty 
that this system Would result in a co~etifive product offering in the market. 
me nanagernem of RCN estimated that the project for M t h  acqUiSition8 W a s  
approximately 7 5 %  complete and fnaL each had lese that $25 thousand Of 
development expense remaining to be spent in 1998 with IevenYCB from this 
service expected to begin thereafter. 

While the technical challenges 

Relative to the qualification of fnese projects as IPRhD projects undcr 
the meaning within S~atemenZ of Financial Accounring Standards no. 2 
("SPAS 2"). each represented at the date of acquisition a devclOpmenf 
project associafed with new and uncertain technology that W a s  incomplete and 
had not reached technical feasibility. RIrther, the technology under 
development in each of Lheee areas was noL seen LO present opportunities 
for alternative future u8e should the contemplated developmnt project 
fail fO achieve completion. In each of the above projects. the uncertainty 
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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, RCN acquired Interport Cormrmnications Corp. I'Interport"). The 
total approximate consideration for the transaction w a s  $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 hy the purchase method of 
accounting. Approximately $7.2 million has been allocated to gmdwill. 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 value of approximately $7.4 million at the time of issuance. The 
transaction was accounted for by the purchase method of accounting. 
Approximately $9.5 million has been allocated to goodwill. Such goodwill is 
being amortized over approximately five years. 

In July 1998, w e  acquired Javanet, Inc. ["Javanet"). The total approximate 
consideration for the transaction was $3.7 million in cash and RCN Comnon 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 goodwill. Such gwdwill is 
being amortized over approximately three years. 

International 

We own a 4 0 . 0 1  interest in Megacable, the second largest cable 
television provider in Mexico. Megacable owns 2 2  wireline cable Systems in 
Mexico, principally on the Pacific and Gulf coasts and including Guadalajara, 
the second largest city in Mexico, He-sillo, 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, 1998 and 1997, 
respectively. 

Additionally, Megacable presently holds a 9 9 %  interest in 
Megacable Comunicaciones de Mexico S.A. ( " M C M " ) .  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, principally 
to commercial Customers in Mexico City, 

Competition 

overview 
. . . -. -. . 

We COmDete with a wide ranqe of service DrOYiders 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 w e  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 mrkets. 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 also have well-established Customer and vendor 
relationships, However. we believe that m s t  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. 
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we compete with the incumbent Local Exchange Carriers ("LECS") 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 ATLT, 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 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 
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 DES service providers. The FCC has recently determined 
that DBS is the fastest-growing competitor to franchised cable operations. We 
also compete with wireless program distribution services such as Multi-Channel 
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 downward pressure on the pricing of and margins from Internet 
access services. 
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Other new technologies, including Internet-based services, may 
compete with services that w e  can offer. Advances in comunications technology 
as well a8 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. 
the delivery of "last mile" connections for voice and video services. 

incumbent cable providers and the CLECS are most of our COmpetitOrS in 

Video and Voice Services 
........__............-. 

Incumbent LECs 

In each of our target markets for advanced fiber optic 
networks. w e  face, and expect to continue to face, significant competition 
from the incumbent LECs.  The incumbent LECa 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 
OUT 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, 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  ell Atlantic and GTE Corporation may enhance the 
combined entity8= ability to compete with us in the Northeast corridor 
markets. The pending merger between SBC and Ameritech may a180 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. 

ensuing federal and state regulatory initiatives, barriers to local exchange 
canpetition are being slowly removed. The introduction of such competition. 
however, also establishes the predicate for the ReOCs, 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 ReOCs 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 proposed by the three largest Ixcs: AThT, MCI Worldcom and Sprint. We 
expect that the increased competition made possible by regulatory reform will 
result in certain pricing and margin pressure6 in the telecomnunications 
services business. 

Under the Telecommunications Act of 1996 (the "1996 Act"), and 

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 needs. 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, w e  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 w e  are able to 
deliver a bundled voice and video service. 

The 1996 Act Demits the incumbent LECs and others, with which we 
compete. to provide a bide variety of video services directly to subscribers, 
which w e  compete with. Various LECS currently are providing video services 
within and outside 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 
transmission 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  ell Atlantic, also offer Internet access services 
that compete with Rct4.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 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 then better equipped to provide high-capacity communications 
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 Electric, 
which also holds a franchise for the relevant service area. 

Cable television systems generally Operate pursuant to 
franchisee 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 outside the cable industry, such as 
the public utilities that own Certain of the Conduits or poles which carry 
cable, may become competitors fox franchises or providers Of competing 
services. Telephone companies or others may also enter the video distribution 
market by becoming open video service operators as w e  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" below. 

CLEC8 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 Worldcorn. 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 
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. 
prospective competitors include many large companies with substantially 
greater market presence and financial and other resources. Rct4.com competes 
directly or indirectly with: 

Our current and 

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

0 local, regional, and national ISPs such as PSINet, EarthLink, 
Mindspring and Rocky Mountain Internet; 

0 the Internet services of national and international 
telecommunications companies, such as AT&T, GTE. MCI 
Worldcorn and Cable & wirelesa; 
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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 Roadrunner. 

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, AThT 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. 

provider of Limited Multi Distribution Systems 1"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 whether competition from developing and future technologies or 
from future competitors will have a material impact on our operations or 
financial condition. 

Other new technologies may become competitive with our services. A 

Regulation 

Our telephone and video programming transmission services are 
subject to federal, state and local government regulation. The 1336 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 1336 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 1936 Act. 

Telecommunications Act of 1936 

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 state and local laws 
and regulations and sets basic standards for relationships between 
telecommunications providers. 

The 1336 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 1396 Act provides 
relief from the earnings restrictions and price controls that have governed 
the local telephone business for many years. The 1336 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 a9 our8 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 w a s  delayed 
while the courts considered these appeals. On January 25, 1999, the Supreme 
Court issued an opinion confirming the PCC'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. 
proceedings cannot be predicted. Also, while the Supreme Court confirmed that 
the PCC 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. while 
the courts were reviewing the PCC rules, w e  had entered into interconnection 
agreements with Bell Atlantic covering all of our target market area that are 
generally Consistent with the PCC guidelines. 
effect. although some are subject to termination on or after July 1. 1999. We 
cannot assure you. however, that w e  will be able to obtain or enforce future 
interconnection agreements, or obtain renewal of existing agreements, on 
acceptable terms. 

The outcome of such 

Those agreements remain in 

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 networks to competitors. 
received FCC authorization to provide in-region long distance service. but it 
is likely that several W c s  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 distance Service 
in one or more states, the DOC may be able to offer "one-stop shopping" 
services that compete with our service offerings. See "BUsineSJ-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 those provisions. 

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 
regulatory structure for telephone companies and others. Under the 1996 Act and 
implementing rules adopted by the PCC. 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, ha8 been called into 
question 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 distributors and satisfying 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 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 communities. and San Francisco and surrounding Communities. 
StarpOwer is negotiating similar ovs agreements and local franchisea in 
communities surrounding Washington D.C. 

To date, no RBOC has 

The 1996 Act also makes far-reaching changes in the regulation of video 
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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 1i.e.. those that originate in 
one state and terminate in a different state). State regulatory commissians 
have jurisdiction over intrastate communications 1i.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 reglllated 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. 
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 Colwnbia, Maine, Maryland, Massachusetts, 
New York, New Jersey, New Hampshire, Pennsylvania, Rhode Island, Vermont and 
Virginia. 

distance services in 4 8  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 to our own end user customers. 

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. 
214 of the 1996 Act to offer worldwide international services as well. 

mcal Regulation of Telephone Services. Municipalities also 

We have applied for authority to Offer these services 

RCN Long Distance Company is authorized to offer intrastate long 

FCC Regulation of Interstate and International Telephone 

We have been authorized by the PCC under Section 

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 w e  wait to receive a franchise. 

Regulation of Video Services 

open Video Systems. At various times between February 1997 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 
Francisco, 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 period 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 OVS 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 
service in the Borough of Manhattan. RCN also provides video distribution 
service in Manhattan and a portion of the Bronx using microwave facilities and 
antennas located at multiple dwelling units. O n  July 10, 1998. we supplemented 
OUT agreement with the City of New York to include all five boroughs. On October 
2 6 ,  1 9 9 8 ,  Starpower entered into an 
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agreement with the District 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 CoMrmnities near Washington. D.C., to offer either OVS services or 
franchised cable television services. 

In areas where we offer video programming services as an OVS 
operator, we are required to make any "open capacity" on the system available to 
unaffiliated video program providers 1"VPPs"l. The commission's rules permit us 
to retain up to one-third of system capacity for our own lor affiliate's) use. 
Under the ovs regulations, during initial open enrollment period we must offer 
at least two-thirds of our capacity to unaffiliated partiee, 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 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 conside= the 
relative benefits of OVS certification versus local franchise agreements, 
including the possible imposition build out requirements, before making any 
decisions. 

The U.S. Court of Appeals for the Fifth Circuit has recently 
released a decision approving some portions of the FCC'B 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 OUT 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 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. The 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. Courts of Appeal do not routinely grant requests to reconsider their 
rulings and when they do a significant period of time is 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 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 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 our Boston OVS System and declaring Cablevision an eligible 
video programing provider on our system. The FCC'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 
release certain OVS system data and to declare it eligible for carriage on our 
system. Unlike Cablevision, Time Warner is not competing with any RCt-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 paxtially 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 acquiring 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 comnission 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 
Bystem data to Media General of Fairfax on the ground that, as an in-region 
competitive 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 requested data or to be carried on the system. 
starpower responded to both Media General Complaints on December 14, 
Media General has also sought to initiate discovery against Starpower. The cable 
services bureau has not yet acted on the Media General complaints. 

1998. 

Cable industry representatives have opposed or cmented 
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 opposition, alleging that we were misusing the OVS rules 
to compete unfairly against franchised cable operators. The Pennsylvania Cable 
&i 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 OUT- 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 pssibility 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. 

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 issue8 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 m y  remain 80 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 filed Suit in U.S. District Court in Boston against the 
City Of Boston, RCN-BECOCOM, RCN, BECOCOM and others, alleging that the City 

AS in the case of traditional franchised cable systems, OVS 
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to carry the station ("must-carry"), subject to certain exceptions, or to 
withhold consent and negotiate the terms Of carriage l"retransmissi0n 
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 
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 PCC's rules 
require 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 PCC rules. The cable industry has generally opposed many of 
the FCC's proposals. an the grounds that they constitute excessively 
burdensome obligations on the industry. The Communications Act permits 
franchising authorities to require 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 comercial leased access by third parties to provide programming 
that may compete with services offered by the cable operator. 

On September 8 ,  1997. w e  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 w e  will give a $ 5 . 0 0  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. 
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 our 
results of operations or financial condition. 

The settlement has been 

Because a cable cmunications 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 obligations, 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 programing or 
information services other than in broad categories. The Comnications 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 changed circumstances 
warrant. 

Our ability to provide franchised cable television services 
depends largely on our ability to obtain and renew our franchise agreements 
from local government authorities on generally acceptable terms. W e  currently 
have 91 franchise agreements relating to the hybrid fiber/coaxial cable 
Systems in New York 
These franchises typically contain many conditions, such as time limitations on 
commencement and completion of construction, conditions of service, including 

(outside New York City), New Jersey and Pennsylvania. 
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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 terns. Approximately 39 of 
our hybrid fiberlcoaxial 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 4% of 
our total revenue. Our five largest franchises account for approximately 11% 
of our total revenue. 

The hybrid fiberlcoaxial 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, 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. mi other cable television systems in New York State and New 
Jersey currently remain subject to FCC rate regulation. As required by the 
1996 Act, however. all cable programing services will be deregulated if 
effective competition is shown to exiet in the franchise area, or by March 31, 
1999, whichever date is sooner. There has been widespread discussion in 
Congress about possible legislation to keep cable rate regulation in effect 
longer. ne cannot assure you that legislation will not be adopted. ne 
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 programing competition develops in our cable television service 
markets. 

The FCC is required to regulate the rates, terns and conditions 
imposed by public utilities for cable systems' use of utility pole and conduit 
space 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 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 
services. The FCC concluded that. in the absence of state regulation. it can 
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 service provided over the equipment attached to the 
utility's pole. The 1996 Act and the FCC'8 implementing regulations modify the 
current pole attachment provisions of the Comunications 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 telecomunications 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 operators. 
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'n 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 f o m l a  or of any new pole attachment 
rate regulations on us or our businesses cannot be determined at this time. 

operator or satellite video programmer affiliated with a cable company, or with 
a cornon carrier providing video programing directly to it8 subscribers, from 
favoring M affiliated company over competitors. These programmers are required 
to 

The 1992 Act. the 1996 Act and FCC regulations preclude any cable 
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e811 their programming to other multichannel video distributors. These 
provisions limit the ability of program suppliers affiliated with cable 
companies or with c0-n carriers providing satellite delivered video 
programing directly to their subscribera to offer exclusive programming 
arrangements to their affiliates. Except in limited circumstances, however. 
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. The Communications 
Act also includes provisions concerning 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 previously discussed. there 
are other PCC regulations Covering areas such as: 

0 
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0 
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0 

equa'l employment opportunity; 

syndicated program exclusivity; 

network program non-duplication; 

registration of cable systems; 

main:enance of various records and public inspection files; 

microwave frequency usage; 

lockbox availability; 

sponsorship identification; 

antenna structure notification; 

towee marking and lighting; 

carriage of local sports broadcast programming; 

application of rules governing political broadcasts; 

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

consiimer protection and customer service; 

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

indecent programming; 

programer access to cable systems; 

programing agreements; 

technical standards; and 

consumer electronics equipment compatibility and closed 
captioning. 

The PCC 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 PCC 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 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 inatall OUT 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 from the PCC's Cable Services Bureau 
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that existing PCC ineide wiring rules require Cableviaion to cooperate with us 
to make such wiring available to it. 
the PCC'8 Cable Services Bureau staff. 

The matter is currently pending before 

Ofher bills and adminisfretive proposals pertaining to cable 
feleYision have previously been introduced in Congress or considered by Ofher 
governmental bodies over the past several years. 
legislative pIoposale in the fllfure by Congress and ofher governmental bcdies 
relating co the regulation of communications services. 

There will likely be 

Cable television system are subject LO federal compulsory 
copyright licensing covering the Ietransnission of television and radio 
broadcast signals. In exchange for filing certain reports and contributing a 
percentage Of their basic revenues to a federal copyright loyalty pool, cable 
operators can obtain blanket licenses to retransmit the copyrighted material 
on broadcast signals. 

other Eeaulatorv 186ues. The data seryices business. including 
~~ ~ ~ . ~~~~~~ 

Internet access, is largely mregulafed at this time apart from federal, 
stare, and local 1ar.n and regnlations applicable to businesses in general. 
However, we C ~ M O ~  assure you that this business will not hecome subject LO 
regulatory restrainfa. Some federal, sfate, local and foreign gavernmntal 
organizations are considering a number Of legislative and regulatory PIOpOBale 
with respect to Internet u ~ e e  privacy, infringement. pricing, quality of 
products and Bervicee and intellectual property ownership. We are ale0 unsure 
how existing lawe will be applied to the Internet in areas such as Property 
ownership, copyright, trademark. trade secret. obscenity and defamation. 
Additionally, some jurisdictions have sought LO impose taxes and other burdens 
on providers of data services, and to regulate content provided vie the 
Internet and Other infomatian services. We expect that proposals of this 
nature will Contin"a to be debated in Congress and state legislatures in the 
future. In addition, although the PCC has on several occasions rejected , 
proposals LO impose additional Costs on providers of Internet access Service 
and other data services for the ~ s e  of local exchange telephone network 
facilities for access LO their CUSLOO~~ZS, the FCC or Congress may consider 
similar proposals in the future. 
existing laws Lo the Internet m y  decrease the growth in the use of the 
Internet. which could in tu rn  have a material adverse effect On our Infernet 

The adoption of n e w  laws or the adaptation of 

Internet servi;e providers will be among ita target custo&re, and adverse 
decisions in etate proceedings could limit its ability to Bemice this group Of 
CYBtOmeTS profitably. 

In order fo develop O U ~  netuorks. w e  must obtain local 
franchises and other Permite, as well as bulldrng access agreements and rights 
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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 
into 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 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, 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 :L4, 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, 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 equipment; 
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 1999. 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 optic 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 suitable for 
transmission of digitized voice, 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 periodic 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 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, 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 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 telecommunication service offerings. These relationships include RCN'S 
arrangements with MCI WorldCorn 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 BBCO 
Netwrk, in Boston, RCN's joint venture with BECO, the starpower joint venture 
and RCN's arrangements to lease unbundled local loop and T-1 facilities from the 
serving LBC. 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 adverse 
effect on the Company. 

Voice Services 

Advanced Fiber Optic Networks. 
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. 
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 LBC. 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-l facilities) to provide voice services. 
provide voice services to subscribers who are not directly Connected to RCN's 
advanced fiber optic network. 
within a target market, subscribers served by these temporary connections will 
be migrated to RCN's advanced fiber optic network. 
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 (maximuml, depending on the specific type of 
equipment utilized. 
non-switched services (US-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 customer premises and the customer-owned telephone equipment. 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 5BSS-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 four video head-end 
locations within RCN's a.dvanced fiber optic networks (i.e., New York City, 

The Company's advanced fiber optic networks in 

In situations where fiber 

This enables RCN to 

As RCN's network expands to reach more areas 

Within a building (or small 

The IDLC is capable of supporting a wide range of both 
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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, 
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 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 l8GHZ 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. The transmission equipment and microwave 
services 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 PCC proceeding 
in which an Initial Decision was released on March 6 ,  1998. In the Initial 
Decision, the Administrative Law Judge found Bartholdi Cable unqualified with 
respect 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 Cab,le 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 701 of the New York 
system is two-way active 7 5 0  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 programming. The 
Pennsylvania system consists of 2,700 miles of coaxial cable and 236 route miles 
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of fiber cable. The Pennsylvania system serves 150 nodes from one head-end, and 
operates at 5 5 0  - 7 5 0  Mnz with approximately 80 active channels. All of the 
Company's Hybrid Fiber Cloaxial cable systems are 100% one-way addressable. 

These fiber-rich network:s provide a basic fiber optic platform capable of 
enhancement for supporting two-way services, such as high-speed Internet 
services. RCN is presently 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 develogiing 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 c0nnectivit.y 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 infrastruc!ture currently supports modems with dial-access speeds 
of up to 5 6  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 (Microsoft Corp.'s Microsoft Internet 
Explorer) and SurfWatchlM software 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'si 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 " 2 4  x 7"  e,ubscriber and technical support 365 days a year. 

RCN services currently rely on the widespread commercial use of Transmission 
Control Protocol/Internet Protocol (smTCP/IPoE). 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 nc8 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 9 5 ,  Windows NT and Macintosh 
platforms. The Company plans to maintain or negotiate renewals of existing 
software 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. 
material adverse effect 011 the results of operations or financial condition of 
the Company. 

In the opinion of management, these proceedings will not have a 
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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 1998 fiscal year. 

EXECUTIVE OFFICERS OF THE REGISTRANT 

Pursuant to General Inst,ruction 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 1997. Mr. McCOurt 
has served as a Director and Chairman and Chief Executive Officer of 
Cable Michigan from September 30, 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 December 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, Inc. He was also Chairman and Chief Executive Officer as well 
as a Director of Mercom from October 1993 to November 1998. 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, has been a Director of 
Cable Satellite Public Affairs Network ("C-SPAN") since June 1995, was a 
Director of Worl.dCom, Inc. from December 1996 to March 1998 and is a 
Director of Kiewit Diversified Group, Inc. now Level 3 Comunications, 
Inc. since AuguEit 1997. 

Michael J. Mahoney, 48 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 from January 1994 to November 1998. In addition, he was 
Executive Vice President of Cable Television Group from June 1991 to 
March 1994 and Ekecutive 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 1997. 
Mr. Godfrey was Corporate Secretary of the Company from September 1997 
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 1998. Mr. Godfrey was also Senior Vice 
President and Principal of Daniels and Associates from January 1984 
to April 1994. 

Michael A. AdamEl, 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 1997. Prior to that date, Mr. 
Adam 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 1993. 

Mark Haverkate, 44, has been the Executive Vice President, Business 
Development of the Company since September 1997. Mr. Haverkate was 
President and Ch,ief Operating Officer and a Director of Cable Michigan 
from September 1997 to November 1998. He was President and Chief 
Operating Officer of Mercom, from October 1997 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 o'f 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 Feb'ruary 1995 to July 1995, Executive Vice President for 
Development at Mercom from November 1995 to February 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. 

Ralph S .  Hromisin, CPA, 38, has been Senior Vice President and Chief 
Accounting Officer of the Company since August 1998. He was Vice 
President and Ch.ief Accounting Officer from September 1997 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 as Vice President and Corporate Controller of CTE from August 
1994 to September 1997. Mr. Hromisin was Vice President and Corporate 
Controller for lllercom from October 1996 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 International 
Holdings since 1996. Previously, Mr. Sigmund was a Vice President at 
Smith Barney, 1n.c. from 1994 to 1996; an Associate at the law firm 
Skadden, Arps,  S,late, Meagher h Flom from 1993 to 1994 and an Investment 
Associate at the International 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 csf Finance of CTE since February 1997 and Treasurer of 
CTE since August 1994. Mr. Stoklosa was Executive Vice President and 
Chief Financial Officer of Cable Michigan and Mercom from October 1997 
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 1994 
and Senior Financial Analyst of Corporate Development at Citizens 
Utilities Co. from February 1990 to October 1991. 

John J. Jones, 32, 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 1997. Prior to 
that time, Mr. Jones was engaged in the private practice of law at the 
law f i n  of Skad.den, A r p s ,  Slate, Meagher h Flom beginning in September 
1991 to August 1995. 

David Epstein, 30, has been President of RCN Internet Services since 
February 1999. Xlr. 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 
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1998 to November :L998. 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 employed at The Stock Market, a stock photography 
agency, from November 1994 to June 1995 as the Director of the 
International Div:ision. Mr. Epstein was the Director of Multimedia 
Projects for Black Book Marketing Group (BBMG) from August 1992 
to October 1994. 

Rajan Chopra, 4 7 ,  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 Direotor of Proprietary Trading of CDC Capital, Inc. 
from January 1994 to May 1995. 
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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 2,834 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 policy in the foreseeable future. Other 
information required under Item 5 of Part I1 is set forth in Note 19 to the 
consolidated financial st,3tements included in Part IV Item 14(a) (1) of this Form 
10-K. 

ITEM 6. 

ITEM 7. 

ITEM 7a 

ITEM 8. 

ITEM 9 .  

Selected Financi,al Data 

Information required under Item 6 of Part I1 is set forth in Part IV 
Item 14(a) (1) of this Form 10-K. 

Management's Disoussion and Analysis of Financial Condition and Results 
of Operations 

Information required under Item 7 of Part I1 is set forth in Part IV 
Item 14(a) (1) of this Form 10-K. 

Quantitative and qualitative disclosures about market risk 

Information required under Item 7 of Part I1 is set forth in Part IV 
Item 14(a) (1) of this Form 10-K. 

Financial StatemlBnts and Supplementary Data 

The consolidated financial statements and supplementary data required 
under Item 8 of :Part I1 are set forth in Part IV Item 14(a) (1) of this 
Form 10-K. 

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 discloisure. 
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PART 111 

ITEM 10. Directors and E:xecutive Officers of the Registrant 

The information requirmad under Item 10 of Part I11 with respect to the 
Directors of Registrant i,s set forth in the definitive proxy statement relating 
to Registrant's Annual Mejeting of Shareholders to be filed by the Registrant 
with the Commission pursu,nnt 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 I11 with respect to the 
executive officers of the Registrant is set forth at the end of Part I hereof. 

ITEM 11. Executive C0mpe:nsation 

The information requir,ad under Item 11 of Part I11 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 0wners:hip of Certain Beneficial Owners and Management 

The information required .under Item 12 of Part I11 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, an<3 is hereby specifically incorporated herein by 
reference thereto. 

ITEM 13. Certain Relationships and Related Transactions 

The information required under Item 13 of Part I11 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: 

Consolidated 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 1996. 

Consolidated Balance Sheets - December 31, 1998 and 1997. 
Consolidated 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, 1998. (Schedule I) 

Valuation and Qualifying Accounts and Reserves for the Years Ended 
December 31, 1998, 1997 and 1996 (Schedule 11) 

All 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-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 lo/?+ 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 lO/A filed September 5 ,  1997 (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 lO/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 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 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.) 

(b) 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 5-4 ("1998 Form 5-4") filed on 
March 23, 1998) (Commission File No. 0-22825 . )  

(c) 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 5-4 )  (Commission File No. 0-22825.)  

(d) Indenture dated as of October 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 5-4 ("Form S-4") filed on November 26, 
1997) (Commission File No. 0-22825.) 

(e) 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 - 2 2 8 2 5 . )  

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 5-4) (Commission File No. 0-22825.) 

(f) Indenture dated as of October 17, 1997 between the Company, as Issuer, and 

(g) 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 5-4) (Commission File No. 0-22825 . )  

(h) 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 5-4) (Commission File No. 0-22825.) 

(10) Material Contracts 

(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 filed September 5, 1997 
(Commission File No. 0-22825.) 

(b) 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 lO/A filed September 5 ,  1997 (Commission File No. 
0-22825.) 

(c) Dark Fiber IRU Agreement dated as of May 8, 1997 among Metropolitan Fiber 
Systems of New York, Inc. and RCN Telecom Services of New York, Inc. is 
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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.) 

(d) 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 
lO/A filed September 5, 1997 (Commission 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 Form lO/A filed September 5, 1997 (Commission 
File No. 0-22825.) 

(f) 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 lO/A filed September 
5, 1997 (Commission File No. 0-22825.) 

(g) 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 lO/A 
filed September 5, 1997 (Commission File No. 0-22825.) 

(h) 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.) 

(i) Joint Investment and Non-Competition Agreement dated as of June 17, 1997 
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 lO/A filed September 5, 1997 (Commission 
File No. 0-22825.) 

( j )  Amended and restated Operating Agreement of Starpower Communications, 
L.L.C. by and between Pepco Communications, L.L.C. and RCN Telecom 

21' 

23' 

24* 

27' 

Services-of Washington, 6.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, 1998 
purchase by David C. McCourt, the Chairman and Chief Executive Officer of the 
Registrant, of $2 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 requiremeints 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 

David C. McCourt 
Chairman and Chief Executive Officer 

Pursuant to the requireme:nts of the Securities 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 AIZCOLNTING OFFICERS: 

\ s \  David C. McCourt Chairman and Chief 

David C. McCourt 
Executive Officer __________._______________ 

March 31. 1999 

\ 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. Godfrey 

\s\ Ralph S .  Hromisin Senior Vice President and March 31, 1999 
_____.__..________________ Chief Accounting Officer 
Ralph S .  Hromisin 



DIRECTORS: 

\ s \  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 Fasola 

Alfred Fasola 

\ s \  Thomas P. O'Neill, II:[ 

Thomas P. O'Neill, I11 

\ s \  Eugene Roth 

Eugene Roth 

\ s \  Stuart E. Graham 

Stuart E. Graham 

\s\ Michael B. Yanney 

Michael B. Yanney 

\s\ Michael J. Mahoney 

Michael J. Mahoney 

\s \  Bruce C. Godfrey 

Bruce C. Godfrey 
________._____......_____ 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 

March 31, 1999 



SCHEDULE I 

RCN CORPORATION 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENT OF OPERATIONS 
(THOUSANDS OF DOLLARS) 

sales 
Costs and expenses, excluding 
depreciation and amortization 

Operating income (loss) 

Interest income 
Interest expense 

(Loss) before income taxes 

(Benefit) for income taxes 
Equity in (loss) of 
consolidated entities 

Net (loss) 

Earnings (loss) per average common share: 
Net lloss) 
Weighted average common shares outstanding 

For the Years Ended December 31, 
................................ 

1998 1997 
.......... .......... 

$ 177 $ 40 

18,470 498 

118,293) (458) 

____._____ _ _ _ _ _ _ _ _ _ _  

2.834 661 
(106,161) 112,791) 

.......... _________. 

(121,620) 112,588) 

(36,164) (4.388) 

(119,986) (44,191) 
.......... .......... 

$ 1205,442) $ (52,391) _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
$ (3.36) $ (0.95) 
61,187,354 54,965,716 



SCHEDULE I 

RCN CORPORATION 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

BALANCE SHEET 
(THOUSANDS OF DOLLARS) 

December 31, 

ASSETS 
current assets 

Cash and temporary cash investments 
Accounts receivable from related parties 
Accounts receivable from affiliates 
Accounts receivable 
Prepayments & other 
Investments restricted for debt service 

Total current assets 

Investments restricted for debt service 
Investments 
Unauthorized debt issuance cost 
Deferred charges and other assets 

Total assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities 

Accounts payable affiliate 
Accrued interest 
Accrued expenses 

Total current liabilities 

Long-term debt 

SHAREHOLDERS' EQUITY 
Common stock 

Total comon shareholders' equity 

Total liabilities and shareholders' equity 

1998 1997 

$ 15 
99 

13,172 
4 

25,120 
22,500 

$ 
3,291 
1,977 

211 
22,500 

60,910 

19,869 
1,444,450 

26,640 
9,525 

20,368 
4,813 

152 

27,979 

39,411 
859,271 
19,188 
2,877 

4,034 
4,687 

318 

25,333 

1,164,615 

9,039 

583,103 

65,477 27,495 
1222,5581 (17.116) 
539,770 349.261 
(3,0551 (3,056) 
1,113 . 
(9,3011 . 

371,446 356,584 

$1,561,394 $ 948,726 

______.... .........._ 

_ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  



SCHEDULE I 

RCN CORPORATION 
CONDENSE!) FINANCIAL INFORMATION OF REGISTRANT 

STATEMENT OF CASH FLOWS 
(THOUSANDS OF DOLLARS) 

For the years Ended Oecember 31. 

1998 1997 
. -. . - -. -. .......... 

WLSH PLOWS PROM OPERATING ACTIVITIES: 
Net IlOSBI 
Deferred income taxes and invesrment tax credits 
Working capital 
Equity in lose Of consolidated ,entity 
Noncash accretion of discouted senior notes 
Mlorfirarion Of financing COQfS 
Noncash write-off of acquired R,LD 
Ofher 

Net cash (used in1 operating activities 

CASH BLOWS PROM INVESTlWG ACTIVITIES: 
Acquisitions 
Other 

Net Cash Provided by investing activities 

CASH PLOWS FROM P I N m C I N O  ACTIYTTTES: 
Proceeds from the issuance of cc3mon stock 
Issuance of long-term debt 
(Tncreaeel in cash restricted for debt service 
Inreresf paid on senior notes 
Financing costs 
Transfer It01 CrE 
Proceeds from the excercise of <stock options 
Purchase of treasury afock 

Net cash provided by financing activities 

Net increaselldecreasel in cash and ':emporary cash inveatnenra 

Beginning cash h temporary cash inve;atmenfe 

Ending cash h temporary caah investments 

......... .......... 
19.1621 I2251 

......... .......... 

147.0281 167 
(562,1061 17 .__.._ .......... 
l609.1341 184 
......... .......... 

112,866 
500,587 5 7 5 . 0 0 0  

161.2501 

110.1851 119.1881 
1494.7511 

1.969 230 

22,375 

(9.3011 
......... .......... 

618,311 4 1  
......... .......... 

1 5  0 

0 0 
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.......... 

RCN CORPORATION 
VALUATION AND OUALIFYING ACCOUNTS AND RESERVES 

FOR THE YEARS ENDED DECEMBER 31, 1998, 1997, AND 1996 
(THOUSANDS OF DOLLARS) 
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RCN CORPORATION 
SELECTED FINANCIAL DATA 
Thousands of Dollars Except Per Share Amounts 
For the Years Ended December 31. 

accounting principle 
Dividends per share 
Total assets 
Long-rem debt. net of current rnafuririea 

1998 

s 210.940 

s l201.8011 

5 1 1 - 3 5 )  

$1,907,615 
$1,263,036 

1997 1996 1995 
~......~. ..~...... ......... 

s 127,297 $ 1 0 4 , 9 1 0  5 91.997 

$ 149.1811 s 15.9891 5 2.114 

$ 10.891 $ 10.111 $ 0.04 

$ 1 . 1 5 0 . 9 9 2  $ 628.085 $ 649.610 
$ 686.103 $ 131,250 $ 135,250 

1994 

$ 5 9 , 5 0 0  

$ 1,736 

$ 0.11 

s 568,586 
$ 151,000 



MANAGrEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIXL CONDITION ANJJ RESULTS OF OPERATIONS 
(Dollars in thousands, except per share data) 

Certain statements contained in this annual report are "forward-looking 
statements" within the me,nning 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 customeris to its advanced fiber optic networks, the development 
of the Company's businesscs. 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 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 cor implied by such forward-looking statements. 

The following discussion :should be read in conjunction with the Company's 
historical Consolidated F:inancial 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 our 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 optic 
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 
positive 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 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 





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 mi.nutes of traffic and tariffed rates or contracted fees. 
Voice sales include both resold services and traffic over the Company's o m  
switches. 

Data sales represent 1nt.ernet access fees billed at contracted rates 

For the year ended December 31, 1998 total sales were $210,940,  an increase of 
$83,643 or 6 5 . 7 % .  from 5:127,297 for the year ended December 31,  1997.  The 
increase resulted from higher total service connections which increased 219 .6% 
to approximately 855,OOCl at December 3 1 ,  1998 from approximately 268 ,000  at 
December 31, 1 9 9 7 .  The increase in total service connections resulted 
principally from dial-up internet connections from the acquisitions of Erols 
Internet, Inc. ("Erols") and UltraNet Communications (VJltraNet") in February 
1998,  and growth in advanced fiber connections, which increased 714 .6% from 
approximately 1 5 , 0 0 0  in 1997 to approximately 123 ,000  at December 3 1 ,  1 9 9 8 .  The 
service connections at December 3 1 ,  1998 include connections of the starpower 
joint venture 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 1 9 9 8 .  

Voice revenues increased $21 ,424  or 5 3 4 . 7 %  to $25 ,431  for the year ended 
December 31,  1998 from 5:4,007 for the year ended December 3 1 ,  1997,  primarily 
due to higher average connections. Advanced fiber voice connections increased 
approximately 860 .4% to approximately 3 1 , 0 0 0  at December 31,  1998 from 
approximately 3 , 0 0 0  at December 31,  1 9 9 7 .  Off-net voice connections increased 
approximately 1 6 1 . 1 %  to approximately 6 5 , 0 0 0  at December 31,  1998 from 
approximately 25 ,000  at December 3 1 ,  1 9 9 7 .  Contributing to the increase in 
off-net voice connectiorls was the launch of telephony service in the Lehigh 
Valley, Pennsylvania market in the fourth quarter of 1 9 9 7 .  

Overall, higher service connections contributed approximately $20,500 to the 
increase in voice revenues and higher revenue per connection contributed 
approximately $ 1 . 0 0 0 .  

During the fourth quartex of 1 9 9 8 ,  the Company ceased marketing new customers 
for resale of its compet.itors' local phone service. The Company expects that the 
effect of this decision will be lower revenue growth than would result if such 
resale continued; howeve!r, 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 , 7 0 7  or 9 . 4 %  to $113,078 for the year ended December 
3 1 ,  1998 from $103 ,371  for the year ended December 31,  1 9 9 7 .  Video revenues for 
1997 included one time launch incentive revenue of approximately $ 1 , 0 0 0  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 fiber 
network at December 31,  1998 as compared to December 31,  1997. 

On-net video Connections. grew 7 4 . 5 6 5  or 6 3 2 . 8 %  to 86 ,349  at December 3 1 ,  1998 
from 11,784 at December 3 1 ,  1 9 9 7 .  Off-net video connections were 1 7 5 , 3 1 3  and 
2 2 7 , 6 1 9  at December 31,  1998 and 1997,  respectively. 

Overall, higher service COMeCtiOns contributed approximately $6,000 to the 
increase in video revenues and higher average revenue per connection 
contributed approximately $5 ,000  offset by the one time launch incentive 
revenue of approximately $1,000 received in 1 9 9 7 .  

Data revenues increased $ 4 0 , 2 8 0  to $40 ,321  for the year ended December 3 1 ,  1998 
from $ 4 1  for the year en.ded December 3 1 ,  1997 primarily due to the acquisitions 



of Erols and UltraNet in. February 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. 

Commercial and other revenues increased $12,232 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 quarter 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 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 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 $83,210 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 Erols, 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 to the year 
ended December 31, 1997. Increases of approximately $7,500, primarily personnel 
related, were due to cust'omer base support for Internet acquisitions. Other 
staff and temporary labor increases to support expanding operations in New York 
City, Boston, and Lehigh 'Valley, Pennsylvania contributed approximately $9,000 
to the increase. Higher billing costs of approximately $3,000 for increased 
customers comprises the r'emainder 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 endesj. 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 netrrork operations center control monitoring. Resale 
telephony installation co,sts contributed approximately $1,700 to the increase. 
Retail expense primarily for materials and hub sites increased approximately 
$1,500. Technical expensme increases associated with Internet acquisitions in 
1998 were approximately $3,500. These increases were partially offset by 
approximately $5,200 of tmechnical 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. 

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 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 numbe.r 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 Administratime expenses increased approximately $19,000 or 69.5%. 
Internet and Lancit acquijsitions in 1998 contributed approximately $6,800. 
Legal expense increased approximately $1,500 primarily as a result of various 
start-up regulatory expenjses related to the procurement of franchise and OVS 
agreements. Higher bad diebt 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 1998 relative to the 
determination of a potent.ia1 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 
planning 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 1999 until the planning and analysis stages of its IT systems 
development projects are icomplete. 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 $ 8 9 , 0 8 8  for the year ended December 31, 1998 
and $53,205 for the yeax- 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 19518. The cost basis of property, 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 $149,935 at December 31, 1998 and 
1997, respectively. 

In future periods, depreciation and amortization are expected to exceed 
amounts recorded in 1990 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 research and development 

In connection with the acquisitions of Erols and UltraNet, RCN has allocated 
$13.228 million for Ero1.s and $ 5 . 0 6 5  million for UltraNet to in-process research 
and development ("IPRQ"). Specifically, four projects were identified which 
qualified as IPRQ by definition of not having achieved technological 
feasibility and representing technology which at the point of acquisition 
offered no alternative use other than the defined project. Those projects were 
cable modem Internet acciess for subscribers, Internet telephony, E-Commerce 
systems, and High-speed shared office Internet access (Note 4). The IPRQ 
valuation charge was measured by the stage of completion method. The expected 
completion percentages elre 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 arid 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 IPRQ 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. 

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 $350,001 and yielded net 
proceeds of $337,751. Additionally, during 1998, proceeds from the following 
increased cash, temporary cash investments and short-term investments: 9 . 8 %  
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Sales 

For the year ended Decenber 31, 1997, total sales were $127,297, an increase 
of $22,387 or 21.3%. from $104,910 for the year ended December 31, 1996, 
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 off-net video connec'tions. 

Voice revenues increased1 $3.177 to $4,007 for the year ended December 31, 1997 
from $830 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, respectively. 

Video revenue increased $15,901 or 18.2% to $103,371 for the year ended 
December 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 an.d cash incentives related to the launch of certain new 
channels. Additionally, other video sales increased primarily due to the 
acquisition of Freedom on August 30, 1996 Ithe "Freedom Acquisition"), which 
resulted in approximately 38,000 wireless video connections for a full year in 
1997 as compared to four months in 1996. The Company also began providing video 
service over its advanced fiber network during 1997 and had approximately 11,800 
advanced fiber connecticas 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 nlain 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 Decenber 31, 1997, direct expenses were $51,757, 
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 resold voice increase represents plaMed 
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 increa.sed approximately $7,200 primarily due to higher video 
connections, rate increases and additional channels. 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. 

service. 
year ended December 31, 1997. The increase IS primarily related to salaries 

Technical expense increiseb approximately $8,300, or 75 .l% for the 



and benefits associated with increased network engineering staff, responsible 
for planning the develoFRnent and construction of the advanced fiber network, and 
increased installation and repair technicians. Sales and marketing costs 
increased approximately $8,500, 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 monitor 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 pendon plan, but became fully vested in their defined 
pension benefits accruedl 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 p1a.n for employees who no longer accrued benefits after 
December 31, 1996. The underlying liabilities were also allocated. The 
allocation of assets andl 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 1997. 

Depreciation and amortiz,ation 

Depreciation and amorti2,ation 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 thle 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 Decenber 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 19.9% 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 Decenlber 31, 1997, interest expense was $25,602, an increase 
of $9,556, or 59.6% 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 $922 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. 

Income tax 

Benefit for income taxes increased $21,828 primarily due to the increase of 
$65,020 in loss after minority interest and equity in unconsolidated 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 71, which b,3gan operations in June 1997. Additionally, the 
minority share of the losises of Freedom from January 1 through March 21, at 
which time the Company aclwired the remaining 19.9% ownership interest, was 
$966. 

Equity in loss of unconsolidated entities 

The Company's equity in the (loss) 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 sa:les of $30,441, operating income before depreciation 
and amortization of $10,5134 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, 

Extraordinary charge 

In September 1997, the Company prepaid Senior Secured Notes with the proceeds 
of new credit facilities (Note lo). The early extinguishment of the Senior 
Secured Notes resulted in an extraordinary charge of $3,210, net of taxes. 

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 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. 

_____..........__ 

______________....._____________________- 
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Based on its current grclwth plan, the Company expects that it will require a 
substantial amount of ca.pita1 to expand the development of its network and 
operations into new area.s within its larger target markets. The Company needs 
capital to fund the cona~truction of its advanced fiber optic networks, upgrade 
its hybrid fiber/coaxial plant and fund operating losses and repay its debts. 
The Company currently es,timates that its capital requirements for the period 
from January 1. 1999 through 2000 will be approximately $1.8 billion, which 
include capital expenditures of approximately $700 million in 1999 and 
approximately $1 billion. 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 nc't 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 connection with development 
of the Boston 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 
impair 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 $601,045 principal amount at maturity 
of 11 l/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 111 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 . 8 0 %  per annum and will 
be payable semi-annually in arrears on February 15 and Auyust 15 of each year 
commencing February 15, 2003. The 10% and 11 l/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 9.80% Senior Discount Notes 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 104.900% 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 accruedl 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 dleclining 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"1 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 $lOO,OOO (the "Term Credit 
Facility"1, both of which facilities are governed by a single credit agreement 
dated as of July 1, 1997 (the "Credit Agreement"1. 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 quarter 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, consolidations, 
mergers, acquisitions and sales 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 Revolving Credit Facility. 
The Credit Agreement requires the Borrowers to maintain the following financial 
ratios: (il the ratio of Total Debt at any fiscal quarter end to Operating Cash 
Flow for the trailing four fiscal quarters is not to exceed 5.0:l initially, 
adjusting over time to 4.0:l; (iil the ratio of Operating Cash Flow to Interest 





IMPACT OF THE YEAR 2000 ISSUE 

Certain statements conccirning Year 2000 issues, which contain more than 
historical information, may be considered forward-looking statements within the 
meaning of the Private Ilecurities Litigation Reform Act of 1995 and are thus 
subject to risks and uncertainties. Actual results may differ materially from 
those expressed by any forward-looking statements. The Company's Year 2000 
discussion should be rea.d in conjunction 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 Operations. 

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 prclduce 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 Eull-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 
President of IT, on a periodic basis, to a Year 2 0 0 0  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 E'rogram 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 5-step process of remediation 
as follows: 

1. inventory 
2 .  planning 
3. assessment 
4 .  repair 
5. integration 

The Company has evaluated which systems are critical to its operations and has 
prioritized its Year 200'0 remediation efforts to address these systems first. As 
a result, the Company is, in different stages of this Program for its various 
systems. 

For business reasons unrelated to Year 2000 issues, the Company is replacing its 
financial, billing, operational support, and customer services systems. These 
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 billing, operational support and customer service systems 
is in process and includ.es substantial risk of not progressing along the planned 
time line due to the sccge of the project. To manage this risk, the Company has 
assumed that the replacement systems will not be available before the Year 2 0 0 0 .  
To ensure business continuity, and as a contingency strategy, the Company is 
renovating the current tmilling, operational support and customer service systems 
which are not already Year 2000 compliant. The Company's switches and head-ends 
are also critical systerris 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 o,f 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 Status 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 4 0 %  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 p~ocess 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 Cowany'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 $5,500. 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 $500 for testing. Approximately 
$400 has been 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 to 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 outlined 
above to these systems based on each system's priority in operations. The 
company is not currently able to assess the most significant risk associated 
with vendor non-compli,ance. 

Item 7a. Quantitative h qualitative disclosures about market risk 

The Company has adoptea Item 305 of Regulation S - K  "Quantitative & qualitative 
disclosures about mark8.t 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 aooroximates market. and 
which are re-evaluated at each balance sheet date anyone portfolio that is 
categorized as held to maturity which is an escrow account against a defined 
number of future interlist payments related to the company's 101 Senior Discount 
Notes. These portfolios consist of Federal Agency notes, Commercial Paper, 
Corporate Debt Securities, Certificates of Deposit, U.S. Treasury notes, and 
Asset Backed Securitieis (see note 5 ) .  The Company believes there is limited 
exposure to market rislc 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 quality limits to minimize risk and promote 
liquidity. The Company did not include trade accounts payable and trade accounts 
receivable in the "othisr than trading wrtfolio" because their carrying amounts 
approximate fair value. 

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



RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(THOUSANLX OF DOLLARS EXCEPT PER SHARE AMOUNTS) 

For the Years Ended December 31. 
1998 1997 1996 

Sales 
COBra and expenses. excluding depreciation and amortization 
Dtpreciation and amortization 
Acquired in-proceea research and development 
Nonrecurring charges 

S 210,940 5 127,297 $ 104,910 
262,352 134,967 79,10, 
89.088 5 3 . 2 0 5  38,881 
18.293 

10.000 

operating I l O S S I  
Interest income 
Interest expense 
Other (expensel income. net 

ILossl before income taxes 
(Benefit) provision for income taxes 

11088~ before minority interear and 
equity in vnconsolidated entities 

Minority interest in loss of consoli,3atcd entities 
Equity in (loeel of unconsolidated e.nriries 

(Lo881 before extraordinary charge and cumlarive 
effect of change in accounting pri.nciple 

Extraordinary charge - debt prepayme:nt penalty. 
net of fax of $1.728 

a m l a f i v e  effect of change in accou.icing for 

Net lloesl 

Basic and diluted earnings per averape Cornon share: 
ILOQBI before extraordinary charge alid 

Extraordinary charge - debt prepayment penalty 
Nmulative effect of change in accounting 

Net lloss~ 
Weighted average eharea outstanding 

start-up cosre, net of tax 

cumulative effect of change in acc,>unting principle 

far start-up C O B t B  

1158.7931 170.875l 113.0781 
58,679 22.82* 2 5 . 6 0 2  

1112.2391 125.6021 116.0461 
11,8891 131 (5461 ........................................ 

1214,2421 173.522) ( 4 , 0 6 8 1  
(4 ,9981 120,8491 979 

1209,214) (52 .6731  ( 5 . 0 4 7 )  
17.162 7,296 1.340 
112,7191 (3,8041 12,2821 ........................................ 

(204,8011 149,1811 15.9891 

13.2101 

16411 
........................................ 
s ,205.4.2, 5 1 5 2 . 3 3 1 ,  s . 5 . 9 3 9  ........................................ 
$ 13.351 s ( 0 . 8 9 )  s 10.111 

s 10.06~ 

$ 1 0 . 0 1 ~  
$ 13.361 5 10.951 s 10.111 
51,187,354 54,965.716 511,918,394 

See accompanying notes to Consolidated Financial Statements. 



RCIJ CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(THOUSANDS OF DOLLARS EXCEPT SHARE DATA) 

December 31. 
1998 1997 

&%SETS 
current assets 
Cash and temporary cash investments 
Short-term investments 
accounts receivable from related parties 
ACCOYIL~B receivable, net of reserve for doubtful BCCOUOLS 
of $5.766 in 1998 and $2,134 in 1997 

Unbilled revenues 
Material and supply inventory. at average cost 
Prepayments and other 
Deferred income taxes 
TnveatmnL~ reeericfed for debt service 

$ 120,126 $ 222,910 

6,919 9.829 
892.448 415.603 

27,261 13.139 
2 , 7 1 7  1.695 
3.870 2.7.15 
15,368 9,990 

712 4.821 
23,437 22.500 ...................... 

Total current assets 1,092,868 703,232 
...................... 

Property. plant and equipment, net of accumulated depreciation 

lnve~fments restricted for debt service 19,869 39.411 
InYeQfments 129,529 7 0 . 4 2 4  
Intangible aesefe, net Of IICCUmUlated amortization of 

Deferred charges and other a88et8 47,256 41.038 

of $153.304 in 1998 and $107,419 in 1997 448.375 zoo.340 

$97,313 at December 31, 1998 and $53.388 at 
December 31, 1997. 169,718 96.547 

...................... 

LII\BILITTES AND SIIAREHOLDERS' EQUITY 
Irrent  liabilities 

current maturities of long term debt and 
Accounts payable to related parties 
Accounts payable 
Advance billings and customer deposits 
Accrued interest 
Accrued telephony cost of ealee 
Accrued expenses 

Total current liabilities 

obligations 

178.069 69,705 

Long-term debt 
Deferred income taxes 
Other deferred credits 

Commitments and contingencies 
Preferred stock: authorized 25,000,000 shares 
Common shareholders' equity: 

"inoriry interest 

common stock, par valve $1 per share: mthoriaed ioo,ooo,ooo shares: 
lesued 65,477,493 and 511,989,870 shares at 
December 31. 1998 and 1997. re,npecrively 

Additional paid-in capital 
cumulative translation adjuetments 
Unrealized appreciation on investments 
Treasury stock, 557.000 shares at CO,Pr at December 31. 1998 
Deficit 

...................... 
1,263,036 686,103 

3.281 19,612 
14,667 2,596 
77,115 16,392 

65,477 54.989 
539,770 321.766 

( 3 . 0 5 5 )  13.055) 
1,113 
19.ioi1 

1222.5581 (17,1161 

Total common shareholders, equity 

Total liabilities and shareholders' ,equity 

371,446 356,584 
...................... 
$1.907.615 $1.150.992 ...................... 

See accompanying notes to Consolidated Financial Statements. 



RCN CORPORATION AND SUBSIDIARIES 

(THOUSANDS OF DOLLARS) 
CONSm3LIDATED STATEMENTS OF CASH FLOWS 

For the Years  Ended December 31. 
1998 1997 1996 

Cash flaws from operating activities 
Ne? l l o a a l  .......... 
Gain on pension ~rrailmen~/serrlemenr 
Accretion of discounted debt 

Acquired in-process research and development 
Gain on sale of partnership intereat 
Extraordinary item - debt prepayment penalty 
Depreciation and amortization 
Deferred income Lax=* and inveerwent tax credits. net 

RmOT'tizaLio" of financing costs 

Provision for losses 0" aCCOYnCs receivable 
Equity in 108e of unconsolidated entities 
Minority interest 
Net change in certain assets and liabilities, 

net of business acquisitions: 
AccounCs receivable and unbilled revenues 
Material and supply inventory 
ALCCOUOCS payable 
Accrued expenses 
A C C m t S  receivable from related parties 
Accounts payable to related parties 
Unearned revenue 
Other, net 

Other 

Net cash provided by Operating activiriee 

Cash f l o w  from investing activities: 
Additions to property. plant and equipment 
Purchase of short-term investments 
Sales and mat~rities of short-tern investments 
Acquieifions. net of cash acquired 
Tnvestmenf in unconeolidafed joint venture 
Purchase of loan receivable 
Proceeds from sale of partnership interest 
Other 

Net cash used in investing activities 

5 

80.925 
2,816 
18.293 

8 9 . 0 8 8  
(6,1471 
1,125 
12,719 
117.1621 

3 . 5 0 0  
11.109) 
2 8 , 1 5 6  
37,146 
2,910 
3,405 

(17.6291 
1 ,154  

12.2381 

............ 

152,391) $ 

8,103 
(108 

16611 
3,210 

5 3 . 2 0 5  
110,5031 

2 , , 3 1  
3.804 

( 7 . 2 9 6 )  

114,9791 
(1,6051 
11,193 
3.353 
3,180 
(1.1321 

357 
1,081 

............................. 
35.110 2,069 ............................. 

1285,8611 179,0421 
1936.~01) 1+15,1371 
161,795 76.923 
147.3611 ( 3 0 . 4 9 0 1  
120,000l 

1,900 
13421 Il*l 

............................. 
1828 .1761  1475.8601 

............................. 

.. 

......... 

15,3891 
13.4371 

38,881 
16.4771 
1.788 
2,282 
11.34Ol 

(3.7801 
1814) 

2.954 
4.283 
1.572 
15.448) 

597  
(1.241) 

23.831 
. -. . -. - 
....... 

(13,0881 

11,646) 

19.3771 
....... 

....... 



RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(THOUSANDS OF DOLLARS) 

Cash flows from financing activities 
Repapent of long-term debt and capital leasee 
Issuance of long-term debt 
Proceeds from the issuance of stock 
Purchase of treasury stock 

Extraordinary item - dehf preparnenf penalty 
P a p e n f a  made for debt financing coats 
Cash contribution from minority interest partner 
Decrease (increase1 related to investments 

Proceeds from the exercise of stock options 
Transfers from C-TEC 
Transfers (to) C-TEC 

CantribuLio" LO minority inrerest partner 
Change in affiliate nates. net 

reefricfed for debt Service 

N e t  Cash provided by financing activities 

Net increase ldecreaeel in cash and cemparary Cash investmenCs 
Cash and temporary cash investments at beginning of year 

Cash and temporary cash investrents at end of year 

Supplemental disclosures of cash flow infomarion 
Cash paid during the pericdde for: 
Incone taxes 

lntereet lnef of $1.636 capitalized in 19981 

17,7701 1141.2501 144,7501 
5 0 2 . 5 8 ,  6 8 8 , 0 0 0  19.000 
112,866 
19.301) 

11081 
97,624 32.802 
13.2101 

110,1851 120.1511 
77,819 9.016 

2 2 , 3 7 5  161.2501 
1,969 230 

89.323 78,550 
123.4741 176,2111 

..................................... 
690.282 631.858 9.391 

1102.7811 161.06, 21 .845  
222,910 6 1 . 8 4 3  37,998 

$ 120,126 $222.910 $61,843 

..................................... 

..................................... 

See accompanying notes to Consolidated Financial Statements 



RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(THOUSANDS OF DOLLARS) 

Supplemental Schedule of Non-Cash Investing and Financing Activities 

In February 1998, RCN completed the acquisition of Erols Internet, Inc. 
The transaction was accounted for as a purchase. 

A summary of the transac'tion is as follows: 
Fair value of assets acquired 
Less: 
Fair value of RCN stock issued 
Fair value of stock options exchanged 
Liabilities assumed 

$ 147,000 

(45,000) 

(55,000) 
(11,000) 

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 acquired in the acquisition 
of Erols. 

In February 1998, RCN ccmpleted the acquisition of UltraNet 
The transaction was accuunted for as a purchase. 

A summary of the transaction is as follows: 

Fair value of assE!ts acquired 
Less: 
Fair value of RCN stock issued 
Fair value of stock options exchanged 
Liabilities assumed 

$ 41,500 

(26,200) 
(1,300) 
(5,700) 

Net cash paid $ 7,700 _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  
In June 1998, RCN completed the acquisition of Interport Communications, Corp. 
The transaction was acccunted for as a purchase 

A summary of the transacition is as follows: 

Fair value of assets acquired 
Less: 
Fair value of RCN stock issued 
Liabilities assumed 

$ 11,000 

(8,500) 
(1,200) 

Net cash paid 5 1,300 _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  
In June 1998, RCN completed the acquisition of Lancit Media Entertainment, Ltd. 
The transaction was accounted for as a purchase. 

A summary of the transac'tion is as follows: 

Fair value of assiets acquired 
Less: 
Fair value of RCN stock issued 
Liabilities assumed 

$ 14,800 

(7.400) 
(7.000) 



In July 1998, RCN completed the acquisition of JavaNet, Inc. 
was accounted for as a purchase. 

A summary of the transaction is as follows: 

Fair value of assets acquired 
Less 
Fair value of RCN istock issued 
Liabi 1 it ies assumed 

Net cash paid 

The transaction 

$ 21,800 

(13,400) 
(4.700) 

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: 

Fair value of assetis acquired 
Non- capi tal i zable costs 
Reduction of minoriity interest 

Net cash paid 

S 26,188 
10.000 
3,812 

In 1996, C-TEC acquired an 80.1% interest in Freedom New York, L.L.C. 
The acquisition was accounted for as a purchase. 
A summary of the acquisition is as follows: 

Fair value of assetis acquired 
Less: 
Liabilities assumed 
Deferred tax asset recognized 
Minority interest rocognized 

Net cash paid 

In 1997, certain intercompany accounts receivable and payable and intercompany 
note balances were transflsrred to Shareholders’ Net Investment in connection 
with the Distribution. 

BECO’s contribution of th,? IRU to the RCN-BECOCOM joint venture (Note 7) 
is included in “Telecommunications Network“ at its fair value. 

See accompanying notes to Consolidated Financial Statements 



RClR CORPORATION AND SUBSIDIARIES 
CONSOLIDATED ST,\TEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 

FOR THE YEAR8 ENDED DECEMBER 31, 1998, 1997 AND 1996 
(THOUSANDS OF DOLLARS) 

....... 

Treasury NeL 
Deficit SLOCk InveSLmenL 
.......................... 

.......... 

111.556 
110 

321.756 
........ ............... 

(17.1161 
,205 ,1121 

106,767 
2.001 

......... 
193.819 
135.1751 

.... ................................... 
$65..7, s 51'1.770 t~2ZZ.518LI (9,3011 I ........................................... 

............ 
s 12.606) 

( I I P I  

(3 ,0551 
........ 

........ 
(1 .0551 

............ 
E <1.(1s51 ............ 

See accompanying notes to Consolidated Financial Statements 
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........... 

1.113 

........... 
I 1.111 ........... 

230 
........... 

356.584 
1205,4121 
111.866 

1 . 4 1 7  



RUV CORPORATION AND SUBSIDIARIES 
CONSOLIDATED ST.4TEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 

FOR THE YEAFLS ENDED DECEMBER 31, 1998, 1997 AND 1996 

COU!XlO" 
Shares Issued 

Treasvry 
Stock 

Balance, December 31, 199s 
Net LOSS 
Transfers f r o m  c-TEC 
Cumulative franslaLion adjustments 

1.400 

Balance, December 31, 1996 
Net loss from 1/1/37 through 9/30/97 
Net loss from 10/1/97 throvah 12/31/97 
Transfers from C-TEC 
Cormnon stock issued in comection with 

the distribution 

............. 
1.400 

54 ,967 ,352  
Stock plan transactions 20.518 

............. 
Balance. December 31. 199R 54 ,389,870 

Net loss 
Common stock offering 6,098,355 

Stock issued in c~nnectlon with acquisitions 3,952,916 
Purchase of treasury stock 
Unrealized a~preciation on investments 

Stock plan transactions 1136.342 

.. ............. 
Balance. December 31, 1998 65,177,493 

............. ............. 

1557.0001 

......... 
1557.0001 
iiii==-_ii 

Shares 
Outstanding ........... 

1.400 

.......... 
1.400 

5 4 . 9 6 7 . 9 5 2  
2 0 , 5 1 8  

5 4 , 9 8 9 , 8 7 0  
........... 

6 . 0 9 8 . 3 5 5  
4 3 6 . 1 4 2  

3,952,926 
1557.000) 

See accompanying notes to Consolidated Financial Statements 



RCN CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(TH0UI;ANDS OF DOLLARS EXCEPT PER SHARE DATA) 

1. BACKGROUND AND BASIS OF PRESENTATION 

RCN Corporation (the "Company" or "RCN") provides a wide range of 
telecommunications servj.ces 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'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 optic 
networks in the San Francisco to San Diego corridor. 

Prior to September 30, 1.997, RCN Corporation was operated as part of C-TEC 
Corporation ("C-TEC"1. 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 
Comon Stock and C-TEC'EI 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, 1997 among C-TEC, RCN and Cable 
Michigan. At the time of the distribution RCN consisted 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"). 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 6 2 %  
ownership in Mercom, Inc:. In connection with the Distribution, C-TEC changed its 
name to Commonwealth Tel.ephone Enterprises, Inc. ("CTE"1 . 
CTE, RCN and Cable Michi.gan 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. 

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 ongoing support servj.ces 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 financ!ial 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 aompany during the reporting periods. 

C-TEC's corporate servicies 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 coE:t for these services pro rata among the business units 
supported primarily based on assets; contribution to consolidated earnings 
before interest. depreciation, amortization, and income taxes; and number of 
employees. In the opinicin of management, the method of allocating these costs is 
reasonable; however, the costs of these services remaining with the Company 
after allocation to C-TE:C'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 services 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. 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. 

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 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 venture 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 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 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. 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. 
depreciable property, pl.ant and equipment are: 

The average estimated lives of 

Lives 
...__ 

Telecommunications Network 
Computer Equipment 
Buildings and leasehold improvements 
Furniture, fixtures and vehicles 
Other 

5-22.5 years 
3-10 years 
5-45 years 
3-10 years 
5-10 years 

Repairs of all property,, plant and equipment and minor replacements and renewals 
are charged to expense as incurred. 
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" l"SFAS 121"). No impairment losses 
have been recognized by the Company pursuant to SEAS 121. 

Revenue Recognition - 

Major replacements and betterments are 

.....___________. 

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 
programing 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, 1997 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 $408 in 1998 and 1997, 
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 
Compensation" ("SFAS 123") . 

Income Taxes - 

The Company and its subisidiaries 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 expenise 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 losises and credits could not have been used on a separate 
return basis. 



The Company accounts for income taxes using Statement of Financial 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 . S .  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 1 9 9 7 .  
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, 1 9 9 7 ,  
since the three-year cumulative rate of inflation at December 31 ,  1996 exceeded 
1009, Mexico is treated for accounting purposes as having a highly inflationary 
economy through December 31 ,  1998 since the three-year cumulative rate of 
inflation at December 3:L, 1996 exceeded 1008, 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 om, are included in 
income as they occur. 

Earnings Per Share - 

The Company has adopted Statement of Financial Accounting Standards No. 128 - 
Earnings Per Share ("SFAS 1 2 8 " ) .  Basic earnings (loss) per share is computed 
based on net income (loiss) 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 efflbct to convertible securities considered to be dilutive 
Common stock equivalentts. The conversion of stock options during periods in 
which the Company incur:s a loss from continuing operations is not included since 
the effect is anti-dilutive. 

Comprehensive Income - 
In June 1 9 9 7 ,  the Pinanaial Accounting Standards Board ("FASB") issued Statement 
of Financial Accounting Standard No. 130 - 'Reporting Comprehensive Income" 
("SFAS 130"). This stat<rment, which establishes standards for reporting and 
disclosure of comprehenisive income, is effective for interim and annual periods 
beginning after December 15, 1 9 9 7 .  The Company primarily has two components of 
comprehensive income, cumulative translation adjustments and unrealized 
appreciation on investm<ants: 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 , 1 1 3  at December 3 1 ,  1 9 9 8 .  The amount of other 
comprehensive loss for ,the year ended December 3 1 ,  1998 was ( $ 2 0 4 , 3 2 9 ) .  

3 .  EARNINGS PER SHARE 

The number of stock options which would have been converted in 1998 and have 
a dilutive effect if thls Company had income from continuing operations is 
3 , 1 9 8 , 4 9 3 .  

For periods prior to October 1, 1 9 9 7 ,  during which the Company was a wholly- 
owned subsidiary of C-T:EC, earnings (loss) per share was calculated by dividing 
net income (loss) by thma 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 elpity owned. 

............................. 

.................... 

.................... 



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

Years Ended December 31, 

(Loss1 income before extraordinary charge and 
cumulative effect of chmqe in accounting 
principle 

sasic Iloss) earnings per .average common share: 
Weighted average shares oul:standing 

(LOSS) income per average (common share before 
extraordinary charge and Cumulative effect of 
change in accounting principle 

Diluted (loss) earnings per average c o ~ n  share: 
Weighted average shares ou:standing 

Dilutive shares resulting Erom stock options 

(Loss) per average common ,share before 
extraordinary charge and Cumulative effect 
of change in accounting )principle 

1998 1997 1996 
....__.... .......~~. . . . . . . . . 

5 13.35) $ ( 0 . 8 9 1  $ 10.11) 

61,187,354 54,965,716 54,918,394 

...__...... ..........~ ~.......... 
61,187,354 54,965,716 54,918.394 

s (3.35) $ 10 .89 )  $ 10.11) 

4 .  BUSINESS COMBINATIOI!TS 

In February 1998, the Company acquired Brols Internet, Inc. ("Erols") . The 
total approximate consideration was $36,000 in cash including out of pocket 
costs of approximately :$l,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 sltock options in connection with the acquisition.The 
transaction was accountcsd 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. 
to RCN-EECOCOM approximstely 1% of the subscribers and related unearned revenue 
acquired in the acquisi'tion of Erols. 

Goodwill of approximately $ 35,000 was recorded in connection with the 
acquisition of Erols and contribution to Starpower. Such goodwill includes 
the value assigned to ,certain current products and technologies, primarily 
residential dial-up and dedicated Internet access, and Internet advertising. 
Such goodwill is being ,amortized over approximately four years. 

In February 1998, the C<mIpany acquired Ultranet Communications, Inc. 
(VJltranet"). The total approximate consideration was $7,700 in cash including 
cash payments aggregating approximately $503 to certain holders of Ultranet 
stock options and RCN Oommon Stock with a fair value of approximately $26,200 at 
the time of issuance. A,iditionally, 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 account<=d for by the purchase method of accounting. 

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

(Note 7). RCN contributed 

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 c,ertain current products and technologies, primarily 
residential dial-up and high speed Internet access. Such goodwill is being 
amortized over approximstely four years. 



In connection with the acquisitions of Erols and UltraNet, RCN has allocated 
$13 .228  for Erols and $!j,O65 for UltraNet to in-process research and development 
("1PRQ"I. 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 IPRQ 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 
developments efforts at the date of acquisition. The IPRQ valuation charge was 
measured by the stage o:E completion method. The expected completion percentages 
are estimated based on lrhe latest available financial information at the date of 
acquisition and were esltablished on a project by project basis primarily 
calculated by dividing Ithe 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 between 30% and 33% for UltraNet projects, were expected to 
Commence in 1999 ,  growing significantly in 2000 and 2001 .  The IPRQ 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. 
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 singls 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 - 

The margins on products 

- Cable Modern Internet access for subscribers, consisting of projects to 
develop the hardware, systems and software to permit subscribers to be offered 
high-speed Internet a,xess through direct cable COMeCtiOn. The remaining 
development effort is concerned with technical standards for this service and 
with the design and i:ntegration of this product into R C N ' s  cable and fiber 
optic network. RCN ma:nagement estimated that this project for both 
acquisitions was approximately 70% complete and that each had approximately 
$250 of direct develqpment expense remaining to be spent in 1998 and 1999,  
with planned revenues from this service expected to begin thereafter. 

-Internet Telephony, representing projects to develop the potential for dial- 
up telephone service through the Internet. This service area presented 
significant technical challenges as well as political, comrcial and market 
challenges to be face83 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 t:he 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 System, consisted of the companies' efforts to develop a 
suitable system that would permit subscribers to conduct 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 appr,oximately 90% complete and that each had about $25 of 
development expense r,emaining to be spent in 1998  with revenues from this 
service expected to b,egin thereafter. 

-High-speed shared office Internet access, representing a blending of fiber 
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 system would result in a competitive product offering in the market 
The management of RCN estimated that the project for both acquisitions was 
approximately 75% ccwnplete 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 qualifiation of these projects as IPRhD 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 techni.ca1 feasibility. Further, the technology under 
development in each of: these areas was not seen to present opportunities 
for alternative future use should the comtemplated development project 
fail to achieve complstion. 
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 
w e r e  expected to bring to the business a6 a whole. 

In June 1998, the Company acquired Interport Cmunicationa Corp. ("Interport") 
The total approximate consideration for the transaction w a s  $1,300 in cash and 
RCN c o m n  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 each of the above projects, the uncertainty 

In June 1998. the Comqany acquired Lancit Media Entertainment. Ltd. 1"Lancit"). 
a producer of high quality children's programing. The total approximate 
consideration for the transaction was $400 in cash and RCN Common Stock with a 
fair value of approxirnately $7,400 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 amortized over approximately 
five years. 

In July 1998, the Company acquired Javanet. Inc. 1"Javanet"). The total 
approximate consideration for the transaction 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. 

R M  contributed to RCl-BECOCOM approximately 61 of the subscribers acquired in 
the acquisition of Javanet. 

In August 1996, FNY Holding Company, Inc., formerly a wholly-owned 
subsidiary of C-TEC ("FNY") acquired from Kiewit Telecom Holdings, C-TEC's 
controlling shareholder at the time. an 80.1% interest in Freedom New York. LLC 
and a11 related rights and liabilities ("Freedom") for cash consideration of 
approximately $ 2 9 . 0 0 0 .  In addition, FNY assumed liabilities of approximately 
$7,600. (In March 19!36, Freedom had acquired the wireless cable television 
business of Liberty Cable Television). 
purchase, and accordingly, Freedom is included in the Company's consolidated 
financial Statements $since September 1996. The full fair value of assets 
acquired and 1iabilit.iee 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 assumed. There was no excess cost over fair value of net assets 
acquired. 

Contingent considerat:ton 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 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 occurred. In addition, FNY paid 
$922 to Kiewit Telecom Holdings which represents compensation for foregone 
interest on the amount invested by Kiewit Telecom Holdings in Freedom. Thie 
amount has been charged to operations. 

The acquisition was accounted for as a 



In March 1997, the Company paid $15,000 in full satisfaction of contingent 
consideration payable for the original acquisition of Freedom. 
pursuant to the terms of the Freedom Operating Agreement, 
Telecom 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 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 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 consolidated entities. 

Additionally, 
the assets of RCN 

December 31, 

(Unaudited) 
Proforma Data: 
Sales 
(Loss) from continuing operations before 

Net (loss) 
Earnings Per Share: 
(LOSS) from continuing operations before 

Net (loss) 

extraordinary items 

extraordinary items 

$ 226,272 

$ (220,271) 
$(220,912) 

$ (3.53) 
$ (3.54) 

Years Ended 
1997 1996 

. . . . . . . . . - - - - - - - - - 

$ 159,611 $110,116 

$(106,338) $(20,189) 
$ (109,548) $ (16,807) 

$ (1.80) $ (.37) 
$ (1.86) $ C.31) 

5 .  SHORT-TERM INVESTMENT'S 

Short-term investments, s,tated at cost, include the following at December 31, 
1998 and 1997: 

1998 1997 

Federal Agency notes 
Commercial Paper 
Corporate debt securities 
Certificates of deposit 
U.S. Treasury notes 
Asset backed securities 

Total 

$126,580 
85,234 

417,378 
14,997 

163,860 
84,399 

$892,448 

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 contract.ua1 maturities under one year. 



6. PROPERTY, PLANT ANI? EQUIPMENT 

Property, plant and equ:rpment consists of the following at December 31, 

Telecommunications plant 
Computer equipment 
Buildings, leasehold improvements and land 
Furniture, fixtures and vehicles 
Construction in process 
Other 

Total property, plant and equipment 
Less accumulated depreciation 

Property, plant and equipment, net 

1998 1997 
................... 
$398,746 $234,628 

43,439 3,841 
22,653 16,607 
31,430 24,077 

104,161 28,195 
1,250 411 

......... . - -. - - - - 
601,679 307,759 
(153,304) (107,419) 
......... ........ 
$ 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 JOIIUT VENTURES 

Investments at December 31, are as follows: 

Megacable 
Starpower Communications, LLC 
Other 

Total Investments 

At December 31, 1998 anii 1997, the Company has a 50% interest in starpower 
and a 40% interest in Miegacable. The Company accounts for these investments 
on the equity 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 venturis with a term expiring in the year 2060. RCN-BECOCOM was 
organized to own and oporate an advanced fiber optic telecommunications network 
and to provide, in the inarket in and around Boston, Massachusetts, voice, video 
and data services, as w,sll 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 initi.sl term expiring on December 31, 2001. 

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

During 1998, the Compamy contributed to RCN-BECOCOM the Internet business in the 
RCN-BECOCOM market, acquired in acquisitions, including approximately 30% of the 
subscribers acquired fmm 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 th'e joint venture partners, based on the proportion of 
subscribers contributed to RCN-BECOCOM to total subscribers acquired from 
UltraNet, Erols and Jawnet, respectively. 

BECO has the right to c,mvert its ownership interest in RCN-BECOCOM into RCN 
Common stock pursuant t'a 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 to construct, own, lease, operate and market a network 
for the selling of voice, video, 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 Erols, including approximately 
60% of the subscribers acquired from Erols, and related unearned revenue. The 
total value of the 1ntern.et 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. 

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 which excess is tieing 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 excesis cost over net assets of ($2,385). ($3.869) and 
($2,190) in 1998, 1997 arid 1996, respectively. 

Effective January 1, 1991 since the three-year cumulative rate of inflation at 
December 31, 1996 exceeded loo%, Mexico is being treated for accounting purposes 
under Statement of Financ!ial Accounting Standards No. 52 - "Foreign Currency 
Translation", as having a, highly inflationary economy through December 31, 1998. 
As a result, the financial1 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 creates1 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 Megacaible. 

The following table reflects the summarized financial position and results of 
Operations of Megacable a s  of and for the years ended December 31, 1998 and 
1997: 

(U.S. Dollars) 
1998 1997 

Assets 
Liabilities 
Stockholders' equity 
Sales 
Costs and expenses 
Foreign currency transaction gains (losses) 
Net income 

- - - - - - - - - -. . . . . . 
S 96.410 S 76.323 5 18;629 $ 8;347 
$ 77.781 $ 67,976 
S 37.480 S 30.441 
$ 27;624 $ 23;389 
$ (1,921) $ (31) 
$ 9,739 $ 6,653 



8 .  INTANGIBLE ASSETS 

Intangible assets consist of the following at December 31, 

Franchisee and subscriber 1ist:l 
acquired current prcductsftechliologies 
*onconpete agreement0 
Goodwill 
Building access righte 
Other intangible asset8 

Total intangible aseeta 
Less accumulated amortization 

Intangible assets. net 

kmortization period 1998 1997 .................................. 
2-10 yeare $ 85,984 $ 79,273 

11.100 11,209 

15,295 15,197 
1-15 years 24.576 1.469 

4 years 72.629 
5 - 8  years 

3 - 4  years 
3 - 10 years 5 1 , 4 4 7  42,787 

................ 
267,031 119.935 
(97,3131 153,3881 ................ 

$169,718 5 96.547 
======__ ==iiii=i 

Amortization expense charged to operations in 1998, 1997 and 1996 was $50,088 
$28,948 and $19,509, respectively. 

9. DEFERRED CHARGES ANI) OTHER ASSETS 

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

1998 1997 
............... 

Note and interest receivab:le - Mazon Corporativo, S . A .  de C.V. 
Debt issuance Costa 
Prepaid professional services 
Other 

Total 

10. DEBT 

a. Long-term debt 

Long-term debt outstanding at December 31 is as follows: 
1998 1997 

................... 
Revolving Credit Agreem<?nt $ - $ 3,000 
Term Credit Agreement 100,000 100,000 
Senior Notes 10% due 20117 225,000 225,000 
Senior Discount Notes ll 1/89 due 2007 398,827 358,103 
Senior Discount Notes 9.8% due 2008 382,216 
Senior Discount Notes l:L% due 2008 158,573 - 
Capital Leases 2,517 - 
Total 1,267,133 686,103 
Due within one year 4,097 . 

................... 

................... 
Total Long-Term Debt 

The 11% Senior Discount Notes were issued under an indenture dated June 24. 
1998 (the "11% Indenture") between the Company and The Chase Manhattan Bank, 
as 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. 
will not bear cash interest prior to January 1, 2003. 

The 11% Senior Discount Notes 

The 11% Senior Discount Notes are redeemable, 
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. 
obligations of the Company, limited to $567,000 aggregate principal amount at 
maturity and will mature on February 15, 2008. 
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. 
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 $22!;,000 and 11 l/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 1 4 4 A .  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, :Series B for any and all outstanding 10% Senior Notes due 
2007, Series A and its 11 l/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 1998. All outstanding notes were exchanged. 

The 10% Senior Notes we:ce 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 ari? general senior obligations 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 ar,e 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 amount, plus any accrued interest. 

The 11 1/89 Senior Disc,mnt Notes were issued under an indenture dated October 
17, 1997 (the " 1 1  1/8% Indenture") between the Company and The Chase Manhattan 
Bank, as Trustee. The 11 l/8% Senior Discount Notes are general senior 
obligations of the Compmy, limited to $601.045 aggregate principal amount at 
maturity and will matur,e 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 l/8% 
Senior Discount Notes will not bear cash interest prior to October 15, 2002. 

The 11 l/8% Senior Disc,Dunt 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 1/81 Senior Discount Notes contain certain covenants that, 

in whole or in part, at any time 

The !?.E% Senior Discount Notes are general senior 

The 9 . 8 %  Senior Discount Notes 

The 9 . 8 %  Senior 



among other things, 
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 
$125,000 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 throu.gh 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 September 
29, 1999. The interest ra.te is based on either a LIBOR or Base Rate option, at 
the election of the Compa.ny (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 $100,000 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 Notes in 1997 resiulted 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 does not believe that these covenants materially 
restrict its activities. 

limit the ability of the Company and its subsidiaries to 

Contractual maturities of long-term debt are as follows: 

Year Ending December 3 , l ,  Aggregate Amounts 

1999 
2000 
2001 
2002 
2003 

$ 3,750 
$11,250 
$16,250 
$17,500 
$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). Short-term unsecured borrowings may 
be made under this line of credit. The amounts available under this line of 
credit are reduced by out.standinq letters of credit ($3,810 at December 
31,1998). Therefore, at December 31, 1998, the amount available under this line 
of credit was $6,190. Thi.s 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 
statements of Operations as follows: 

Current : 
Federal 
State 

Total Current 

Deferred : 
Federal 
State 

is reflected in the Consolidated 

1998 1997 1996 
.......................... 

$ . 
1,149 

1,149 
......... 

......... 

(4,410) 
(1,737) 

(6,1471 
- - - - - - -. - 
......... 

- 

$ (11,7951 $ 5,730 
1,449 1,102 

................ 
(10,346) 6,832 
................ 

(10,161) (4,751) 
(3421  (1.000) 

(10,5031 (5,751) 

(102) 

............... 

.............. 

............... 

Total Deferred 

Amortization 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 $ (4,998) $ (22,5771 $ 979 _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  ------- 

(4,998) (20,849) 979 
- (1,728) 

. 
......................... 

At December 31, 1998 and 1996, the Company had tax related balances due to 
affiliates of $150 and :$a17 respectively. 

At December 31, 1997 the Company had tax related balances due from affiliates 
of $3,186. 

Temporary differences that give rise to a significant portion of deferred tax 
assets and liabilities iat December 31, are as follows: 

1998 1997 .......... .......... 

Net operating loss carrrforwards $ 78,963 $ 10,078 
Alternative minimum tax credits 85 167 
Employee benefit plans 746 1,031 

Start-up Costs 825 586 

Accruals for nonrecurring charges and 
contract settlements 909 2,368 

Deferred revenue 10,401 
Other, net 6,734 1,823 

Total deferred tax asse'ts 106,722 20.882 

Property, plant and equipment (18,177) (14,759) 
Intangible assets (6,618) (11,253) 
All other (2,428) (1,257) 

Total deferred liabilities (27,223) (27,269) 

Reserve for bad debt 1,794 844 

Investment in unconsolidated entity 6,265 3,985 

......... ......... 

. - - - - - - - - ......... 

......... ......... 

- - - - - - - -. ......... 
Subtotal 
Valuation allowance 

79,499 
( 8 2 , 0 6 8 )  

(6,387) 
( 8 , 4 0 4 )  

Total deferred taxes 



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 $53,051. 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 whj.ch, in the opinion 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 State 

1999-2013 $ 23,756 $ 291,868 
2017-2018 136,037 4,897 

......... - - - - - - - -. 
Total $ 159,793 $ 296,765 _ _  _ _  _ _ _ _ _  _ _  _ _ _ _ _ _ _  - _ _ _ _ _ _ _ _  - _ _  _- --- - 

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 Bndcd 
December 31, 

1998 1997 1996 

ILoBsl before (benefit) proviaion for 
income taxes and extraordinaq item $1210,440) $170.0301 S 15.010) 

Federal income tlu: benefit at iiLaCutory rate 5 173.6541 5 1 2 4 , 5 1 1 )  Sl1.7531 
state income taxes net of fede:ral income fax benefit 13821 719 66 
Investment tax credits amortirhd - 1102) 
Federal valuation allowance 45.035 
Write d a m  Of acquired RhD  COS:^ 6.403 
limorfiratio" of goadwill 5 . 5 8 0  830 779 
Confribvfion to subsidiary - Goodwill 3,744 

Other, net 12.1711 397 4 

......... ......... i i=ri i i= *--I=== 

Estimated nondeductible expensics 10,472 1.913 1,564 
Adjustment to prior year a C C N . I l  1251 11971 421 

...................... 
Total [benefit) provision for income taxes 5 14.9981 $120.8491 5 979 

i==i=ii== ii=ii==i i=-lj(*p 

12. SMCKHOLDERS' EQUITI! AND STOCK PLANS 

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 c o m n  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 $1.00 per share, with a price to the Public 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. 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 Option 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 1,997 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: 

Number of 
Shares 

Weighted 
Average 
Exercise 
Price 

Outstanding December 31, 1995 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1996 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1997 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1998 

Shares exercisable December 31, 

$ 2,408,000 
190.000 
58,000 

272,000 

2,268,000 
4,862,100 

20,000 
3,000 

7,107,100 
2,527,424 

408,389 
373,993 

$ 8,852,142 

1998 $ 2,886,222 
_ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  

$ 7.10 
$14.31 
$ 8.07 
$ 8.36 

$11.95 
$14.81 

$15.22 
$ 4.82 

$12.96 

$ 8.87 



The following table summarizes stock options outstanding and exercisable at 
December 31, 1998: 

NO compensation expeneie related to employee stock option grants w a s  recorded in 
1998 as the option exs;rcise 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 beer! 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. 1997 
and 1996; expected vo1,atility of 78.9% for 1998. 38.6% prior to the Distribution 
and 4 9 . 8 %  subsequent to the Distribution for 1997 and 39.5% for 1996; 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 $17.53. 

For purposes of pro forma disclosures, the estimated fair value of the Options 
is amrtized to expentie over the options' vesting period. 
forma net earnings and earnings per share were as follows: 

The Company's pro 

1998 1997 1996 
.-....... ........ .____. 

Net earnings - as reported 
Net earnings - pro foima 

$ ( 2 0 5 . 4 4 2 1  $ (52,391) $ ( 5 . 9 8 9 1  
$ ( 2 1 4 , 5 8 6 1  $(54,419) $(6,612) 

Basic and diluted earnings per share - as reported $ (3.361 $ (0.95) $ (0.111 
Basic and diluted earnings per share - pro forma $ (3.511 $ (0.991 5 (0.121 

The Company has an Executive Stock Purchase Plan ("ESPP"1. 
participants may purchase shares of RCN CommOn Stock in an amunt 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 shal l  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 share units derived by dividing the amount of the 
participant's contribution by the average price of a share of RCN Conmon 
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 !:tack. Amounts representing share unite that have been 
credited to a participant's account will be distributed. either in a lump sum or 
in installments, a8 e:lected 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 llCN C m o n  Stock for each share unit being distributed. 

Following the crediting of each share unit to a participant's account. a 
matching share of Commn 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. 

Under the ESPP, 



Prior to the Distribution, certain participants in the ESPP were participants 
in a C-TEC ESPP. with terms substantially similar to the RCN ESPP. 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 Diktribution, each such participant was credited with 
an aggregate equivalent value of restricted shares of common stock of 
Commonwealth Telephone Ecnterprises, the Company and Cable Michigan. 

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, 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 1997 was 
$615 and $80, respective!ly. Matching shares are included in weighted average 
shares outstanding 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, 195'6, 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 CcNrnpensation. 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 compon.ents of C-TEC's pension cost are as follows: 

1996 

Benefits earned during the year (service cost) $ 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 

The following assumptions were used in the determination of the consolidated 
projected benefit obligation and net periodic pension cost: 

December 31, 
1996 

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 $158 for 1996. This amount is 
reflected in operating expenses. As discussed below, no pension cost (credit) 
was recognized in 1997 or 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 participants in 
December 1996. In December 1996, C-TEC allocated pension plan assets of $6,984 
and the related liabilities to a separate plan for employees who no longer 
accrue benefits after lunrp sum distributions. The allocation of assets and 
liabilities resulted in a curtailment/settlement gain of $4,292. The Company's 
allocable share of this g,ain was $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 $1,148 results in prepaid pension 
cost of $2.769, which is included in "Prepayments and other" in the accompanying 
1997 consolidated balance sheet. 
distributed to the Company in 1998. 

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 emvlovees contributions. Contributions charaed 

The net assets from the curtailed plan were 

-- 
to expense were $354-in 1'3961 Contributions charged to expense in 1997 prior to 
the Distribution were $511i. 

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 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 enrolled 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 consolidated 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. 

14. COMMITMENTS AND CONTINGENCIES 

a. The Company had various purchase commitments at December 31, 1998 related to 
its 1999 construction budget. 

b. 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 commitoients of approximately $807 that are expected to 
continue indefinitely, are as follows: 

Year 
1999 
2000 
2001 
2002 
2003 
Thereafter 

Aggregate Amounts 
$ 8,104 
$ 6,667 
$ 7,805 
$ 5,304 
$ 4,976 
$16,978 

c. The Company has outstanding letters of credit aggregating $3,810 at December 
31, 1998. 



d. The Company has entered into various 
services. Future obligati,ons under these 

Ylear 
1999 
2000 
2'001 

noncancelable contracts for network 
agreements are as follows: 

Network Services 
$3,410 
$3,000 
$2,750 

e. 
outstanding. In the opinion of management, these proceedings will not have a 
material adverse effect 011 the financial position or results of operations or 
liquidity 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 1.0 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 
against 30% of any 1iabil.ity 
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 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. 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. 

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: 

In the normal course $of business, there are various legal proceedings 

which arises from or relates to the management or 

1999 $33,028 
2000 $36,030 
2001 $ 9,005 

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 outst.anding 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 value at such 
time of not less than $24,000, RCN will issue to the ESOP, in exchange for a 
note from the ESOP (the "E:SOP 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 shares to the ESOP in 
excess of 5% of the number of shares of Outstanding Company Common Stock. 

As of December 31, 1998, t.he ESOP does not hold any shares of outstanding 
Company Common Stock; however, the Company has accrued a contribution to the 
ESOP of approximately $ l , C l O O  relative to 1998. 



15. AFFILIATE ANC IC-TED PARTY TRMISACTIONS 

The Company had the following traneacrione with affiliarea during the years 
ended December 31. 1.998. 1997 and 1996: 

Corporafe Office corits allocated to affiliates 
Cable staff and customer eemice costs allocated LO 

1ntereet income on affiliate notes 
Interest expense on affiliate notes 
Long-distance temiryrfing access charge expense from WE 
Royalty fees cham& bv CTg 

C a b l e  Michigan 

Re;enui from engiieeriig services 
Expensee allocated to unconsolidated j o in t  venture partner 
Terninacing re-evenues from m 

1998 
. . . . . . . 

$ 9.946 

3,137 

1,556 

14,681 
13,322 
1,598 

1997 . . . . . . . 
$12,091 

3,489 
8.688 

537 
1.312 
669 

1,576 
2.199 

1996 
. . . . . 

$12,362 

3,577 
15.119 

354 
728 
859 
196 

A t  December 31. 1998 and 1997. the Company has accounts receivable froin related 
parties of $6,919 and $9,829, respectively, for these rransactions. A t  
December 31, 1998 and 1997. the Company has  account^ payable to related parties 
of $7,153 and $3.718, respectively. for these transactions. 

16. OFF BALANCE SHEET R I S K  AND CONCENTEATION OF CReDlT RISK 

Certain financial instrumente potentially evbjecr the Company to concentrations 
of credit risk. 
receivables. Caeh and temporary cash investments, and short-rem investments. 

These financial insfrunenre consist primarily of trade 

1.980 

The Company's trade receivablee reflect a cusr~rner baee primarily centered in 
the BDsfDn to Washington. D.C. corridor of the United States. The Company 
routinely asseeees the financial strength of its customera. 
concentrafiona of credit risk are limited. 

As a cansepuence, 

The Company is a 5 O t  partner in the Starpower j o i n t  ventu~e, which is not 
consolidated in the COmpany,s financial Statements under generally accepted 
accounting principles. 

17. DISCLOSURB PELBOUT PAIR VALUB OP FINANCIAL INSTRUMENTS 

a. Cash and temporary cash investments 

The Calrrying amount approximates fair value because of the short maturity of 
these inaerumcnta. 

b. Short-tern investments 

Short-tern investments coneiet Of comercia1 paper, U.S. T T e a B Y r y  Notes. 
asset-backed securities, corporate debC securities, certificates of deposit 
and federal agency mtes. short-tern inveatments are carried at amortized 
cost which appraximaLes fair value. 

C .  Long-term in"eet1"ents 

Long-term inveetmenfs consist of investmenre accounted far under the equity 
method for which dis,:losure of fair value is not required. The note and 
intereet receivable ,are carried at cost plus accrued interest which management 
believes approximafe,s fair value. 

d. Inveefments restricted for debt service 

Investmenre restrictad for debt service coneiat of funds placed in escrow 
from the proceeds of the 101 Senior Notes which, together with the proceeds from 
the investment therel>f, will be Sufficient to pay interest on the 10% Senior 
Notes for six scheduled intereet payments. Investments restricted for debt 
service are carried .it amortized Cost. The fair value of investments restricted 
for debt service is Ibased on quoted market prices. 
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allocation of shared expenses incurred On a single network to multiple revanue 
stream would be impractical and arbitrary; furtheirnore. the Company currently 
does not make such elllacations internally. The Companyle chief decision makers 
do, however. monitox financial performance in a way which 18 different from Char 
depicted in the hist.orica1 general purpose financial statements in that such 
measurement includeli the coneolidarion of all joint ventures, including 
Starpower which is riot consolidated under generally accepted accounting 
pzincipler. Such infomarion. however. does nor represent a separate segment 
under generally accr!pted accounfing principles and therefore it is not 
separately dieclosecl. 

19. QUmTERLY INFOSWATION (Unaudited) 

The quarterly financial information foz the respecfive quarters presented above 
has been restated for the effects of a revision in the acquired in-procesa 
research and development expensee arising from the acquisition of Erol's and 
"1Lra"et. 

2 0 .  SUBSEQUENT EVENTS 

In February 1999. B E M  and the Company entered into an Exchange Agreement 
relative LO B B M ' s  exercise of ire right LO convert approximately one-half of 
its ownership interest in RM-BECOCOM into RCN c-on stack (Note 7 ) .  The 
franaacrion was valved ae of January 20, 1998. the date on which BBCO gave 
notice to us of ire intent to convert this omerehip interest. The Exchange 
Agreement provided for the conversion of such ownership interest into 1,107,539 
shares of XCN Common stock. In accordance with the Le- of the Operating 
Agreement, BECU has continued t o  invest in RM-BBCOCOM as if retaining a 49) 
interest and will continue to do so as long as BBCOCUM does not diSpOse of the 
Exchange Shares. 

On March 18. 1999, the Company announced that Hicks, Muse. Tate P RIrsf, through 
Hicks. Muse. TaLe h buret Equity hrnd IV, L.P., signed a commifrnenf LO purchase 
up to $250 million of a new iesue of Series A 7 )  Senior Convertible Preferred 
Stock ("Series A Preferred Stock") Of the Company in a private placement 
transaction. The Series A 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 am initial conversion price of $39.00 
per share (which represents a 30% premium over the average five-day claeing 
price of the Common Stock of the Company). The Series A Preferred Stock is 
convertible into Coolton Stock of the Company at any Lime. me issue hae a final 
mturity of 15 years. hut may be called by the Company after tour years. In 
Connection with the placement of Series A Preferred Stock, the Company agreed to 
provide Hicks Muse Pvnd IV with the right to appoint one director LO the 
Company's Board of Directors so long as Hicks Muse Pund IV owns at least 50% 
of its initial investment and agreed to provide Hicks Muse RInd 1" with Certain 
regietration rights. 

The Company ale0 aMJunced on March la, 1999 that if had entered into a 
commitment letter with The Chase Manhattan Bank ("Chase") pursuant to which 
C h a s e  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 fa,cilities will be comprised of a seven-year senior secured 
revolving credit facility in an amount of $250 million. a seven-year senior 
Secured multi-draw t,%m loan facility in M amount of $350 million and an eighf- 
year eenior secured single-draw term loan facility in an amount of $400 million. 
A 1 1  borrowings under the facilities will be pari passu and will be collaterired 
under a commn colll lkral package covering substantially all of the aeeefs 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 Posit.ion 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. 
charge of $641 is reflected in the 1998 Statement of Operations as the 
cumulative effect of a change in accounting principle. 

The resulting 

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 ireport on management's accountability for Company 
operations and assets. To this end, management maintains a system of internal 
controls and procedures dasigned to provide reasonable assurance that the 
Company's assets are protscted and that all transactions are accounted for in 
conformity with generally accepted accounting principles. The system includes 
documented policies and guidelines, augmented by a comprehensive program of 
internal and independent audits conducted to monitor overall accuracy of 
financial information and compliance with established procedures. 

PRICEWATERHOUSECOOPERS 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 financial 
statements through its Audit Committee which is comprised exclusively of 
directors who are not offkers 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 fimancial 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 ACCISUNTANTS 

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(al(1) on page 3 4  present fairly, in all 
material respects, the financial position of RCN Corporation and Subsidiaries 
at December 31, 1998 and :L997. and the results of their operations and their 
cash flows for each of this 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 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 generally accepted 
auditing standards which 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, assessing 
the accounting principles used and significant estimates made by management, 
and evaluating the overall1 financial statement presentation. We believe that 
our audits provide a reasonable basis for the opinion expressed above. 

\ S \  PRICEWATERHOUSECOOPERli 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 Exhibit 21 

Name 

RCN Corporation 
RCN Services, Inc 
TEC Air, Inc. 
RCN Financial Management, Inc. 
ENET Holding, Inc. 
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 Company, Inc. 
Javmet, Inc. 
North America Internet, Inc. 
C-TEC Financial Services, Inc. 
RCN 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, 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 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. 
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 

.................................................. 

State of 
Incorporation 

PERCENTAGE 
OWNED 

DE 
PA 
DE 
DE 
DE 
DE 
NY 
DE 
DE 
DE 
NY 
NY 
DE 
CT 
DE 
CT 
Nv 
DE 
PA 
PA 
PA 
PA 
NY 
PA 
NJ 
MI 
NJ 
PA 
DE 
DE 
NJ 
IL 
MD 
MA 
MI 
NY 
WA 
DE 
CA 
PA 
NJ 
VA 
DC 
ME 
Nw 
VT 
RI 
CT 
Nv 
AZ 
NY 
NJ 
DE 
DE 
MA 
DE 

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% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
51% 
50% 



EXHIBIT 23 

CONBENT OF INDEPENDENT ACCOUNTANTS 

We consent to the incorporation by reference in the registration statements of 
RCN Corporation on Form S-3 (File Nos. 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 to which the date is March 18, 1999,  on our audits of 
the consolidated 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, :t997, and 1996, which report is included in this Annual 
Report on Form 10-K. 

/ s /  PricewaterhouseCoopers LLP 

PRICEWATERHOUSECOOPERS LLP 
Philadelphia, Pennsylvania 
March 31, 1999 



Exhibit 2 4  

SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESE PRESENTS, that I, Thomas P. O'Neill, I11 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: 

I authorize said attorney in fact to specifically execute in my name 1. 
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 Dresent. and I herebv ratifv and affirm 
that my said attorney as I: may deem to-ait for me, shall do,-by virtue of these 
presents, herein set forth by me. 

2. All rights, powexs and authority of said attorney in fact to exercise 
any and all of the specifj-c rights and powers herein granted shall commence and 
be in full force and effec!t 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 at.torney 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. 

/ s /  Thomas P. O'Neill, I11 (SEAL) 

Thomas P. O'Neill, 111 

Witness: 

/s/ Christine M. Walsh 

Christine M. Walsh 



SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESIB PRESENTS, that I, James Q. Crowe do make, constitute 
and appoint Bruce C. Godfrey, RCN Corporation's Chief Financial Officer, as my 
true and lawful attorney :€or 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 Streel:, 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 :t 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 3 0 ,  1998, and such specific rights, 
powers and authority shall1 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 

/s/ James Q. Crowe (SEAL) 
___........_.__._______ 

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 l.awful attorney for me and in my name: 

I authorize said attorney in fact to specifically execute in my name 1. 
and in my behalf the RCN Icorporation Form 10-K for the fiscal year ended 
December 31, 1997, and to file said form to the Securities and Exchange 
Commission, 450  5th Streelc, N.W., Washington, D.C. 20549, and relative 
instruments in writing wh.ich 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, powe:rs 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. 

/ s /  David C. McCourt (SEAL) 

David C. McCourt 
-.........._____________ 

Witness: 

/s/ 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, 4 5 0  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 :t 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 3 0 ,  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 27th day of March, 
1998. 

/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 C. Godfrey. RCN Corporation's Chief Financial 
Officer, as my true and lawful attorney for me and in my name: 

I authorize said attorney in fact to specifically execute in my name 1. 
and in my behalf the RCN ICorporation 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 wh.ich 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 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 27th day of March, 
1998. 

/s/ Richard R .  Jaros (SEAL) 

Richard R .  Jaros 
_____........._.._______ 

Witness : 

/s /  Lori Jaros 

Lori Jaros 



SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESIS 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 :Eor me and in my name: 

1. 
and in my behalf the RCN Corporation Form 10-K for the fiscal year ended 
December 31, 1 9 9 7 ,  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 :[ may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

I authorize said attorney in fact to specifically execute in my name 

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 shalil remain in full force and effect thereafter until 
termination in writing by me. 

3 .  I give to said at:torney in fact full power and authority to appoint a 
substitute to perform all such of the acts that said attornev in fact is bv this 
instrument authorized to perform, with the right to revoke s k h  appointmen; of 
substitute at pleasure. 

IN WITNESS WHEREOF, I: hereunto set my hand and seal this 26th of 
March, 1998. 

/s/ Alfred Fasola (SEAL) 

Alfred Fasola 

Witness : 

/s/ 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 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 :[ may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

2. All rights, powelrs and authority of said attorney in fact to exercise 
any and all of the specif:tc 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 shall1 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. 

/s/  Stuart E. Graham (SEAL) 

Stuart E. Graham 

Witness: 

/ s /  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 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 Dersonallv Dresent. and I herebv ratifv and affirm 

~~ 

that my said-attorney as :[ ma? deem to-act for me, shall do,*by virtue of these 
presents, herein set forth by me. 

2. All rights, poweirs 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, 1: 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 10-K for the fiscal year ended 
December 31, 1997, and to file said form to the Securities and Exchange 
Commission, 4 5 0  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 3 0 ,  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 27th day of March, 
1998. 

/s /  Thomas J. May (SEAL) 

Thomas J. May 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Witness: 



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 hwful 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 ICorporation Form 10-K for the fiscal year ended 
December 31, 1997, and to file said form to the Securities and Exchange 
Commission, 450 5th Streel:, N.W., Washington, D.C. 20549, and relative 
instruments in writing wh.ich 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, powe:cs 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, :[ hereunto set my hand and seal this 26th day of March, 
1998. 

/s/ Walter 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, 4 5 0  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 :[ 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 Sparrowe 

Kathleen Sparrowe 
--.-.------______________ 
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PART I 

ITEM 1. BUSINESS 

THE COMPANY 

Prior to September 30, 1997, 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 c,f C-TEC's Common Stock and C-TEC'a Class B CMnmon 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 ,  1997 
amng 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. it8 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. 
(*Wegacable"). Cable Michigan. Inc. consists of C-TEC's Michigan cable 
television operations, including its 62% ownership in Mercom, Inc. AS part of 
C-TEC's restructuring, C-TEC changed its name to Commonwealth Telephone 
Enterprises, Inc. ("CTE"). 

RCN is developing advanced fiber optic networks to provide a wide range of 
telecommunications services including local and long distance telephone, video 
programing and data eiervices (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 telecommuni,cations 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 subrirban residential areas that will support development Of an 
advanced fiber optic network on an attractive economic basis. RCU believes that 
its capability to deli.ver multiple services (telephone, video programming and 
Internet access) to any given customer on its networks will provide it with 
competitive advantages1 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 i.ta markets by offering individual or bundled service 
options, superior cust.omer service and competitive prices. 

City and, through a joint venture with Boston Edison Company ("BECO"), in Boston 
and surrounding Comunities. RCN has also entered into a joint venture named 
Starpower Comunicaticms, L. L. c. 1 "Starpower*) with Pepco Communications, L.L.C. 
("Pepco Communicationii"), 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 1998, RCN acquired Boston and Washington, 
D.C.'e largest internet service providers ("ISPs"), Ultranet Comunications. 
Inc. ('Ultranet"), and Elols Internet, Inc. ("Erols"), respectively. RCN also 
benefits from a strategic relationship with MFS Communications Company, lnc. 
Inow a subsidiary of WorldCom, Inc.)  ("MPS/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 re1,ationships 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 required 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 it6 largest shareholder, Peter Kiewit Sons', Inc. 
("PKS"), the founder of MPS Communications Company, Inc. (now a subsidiary of 
WorldCom, Inc., "MPS/llorldCom~~), and from the experience gained by certain of 
the Company's key emphyees who participated in the development Of MPS 
Comunications Company, Inc. 

which were delivered through a variety of owned and leased facilities including 
hybrid fiber/coaxial cable systems, a wireless video 

RCN's initial advanced fiber Optic networks have been established in New York 

As of December 31, 1.997, the Company had approximately 267,600 Connections 



syatem and advanced fiber optic networks. In addition, the Company gained 
approximately 325,000 Internet service customere as a result of the acquisitions 
of Ultranet and Erols. The Company is deploying advanced fiber optic networks 
specifically designed to provide high speed. high capacity teleCommuniCations 
services 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 conmeneed 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 B E M  and long term lease arrangements, approximately 4 0 0  mute 
miles of fiber optic ciable and added approximately 15,100 customer connections 
to its advanced fiber optic networks. 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, 1997, RCN had 
approximately 82,700 t.otal connections attributable to customers in the New York 
City and Boston market.s (of which approximately 4 2 , 6 0 0  were wireless video 
service and other connections and approximately 2 4 , 9 0 0  were resold telephone 
connections) and had approximately 184,900 Connections attributable to its 
hybrid fiber/coaxial ciable systems in the states of New York (outside New Yolk 
City], New Jersey and Pennsylvania. all within 75 miles of New Yolk City. 
Because it delivers multiple services, RCN reports the total number of its 
various service conneotions (for local telephone, video programing and Internet 
access) rather than the number of customers. 

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 additbn, the companyrs management team and board of directors 
benefit from experience gained in connection with the management of C-TEC, which 
prior to September 30, 1997 owned and operated RCN. C-TEC has 100 years of 
experience in the telephone business and nearly 2 5  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. 

RCN Beeks 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. corridor is a particularly 
attractive market for developing advanced fiber optic facilities due to 
population density, favorable demographics and the aging infrastructure of the 
incumbent service 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 believer, 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 Acf. of 1996 (the "1996 Act"1, 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. vj.deo and data services to residential customers in its 
target markets, RCN is 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 reliability relative to the typical networks of the incumbent service 
providers. By using advanced fiber optic networks capable of delivering multiple 
services, 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 optic 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 cu:3tomers directly to its advanced fiber optic networks. 
RCN also believes that reisidential customers will be attracted to lower prices, 
broader service offerings, enhanced levels of customer care and consumer choice. 
Although the Company's pr,imary 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 service,s to customers located near its advanced fiber networks 
by first reselling servic,as, and then by establishing leased facilities (such as 
unbundled local loops), i:n advance of constructing or extending its networks. 
RCN also provides wireless video services to approximately 38,000 customers in 
New York City with a view to extending the advanced fiber optic network to 
service many of these existing customers. 
network to cover the prim,ary areas currently served by Erols and Ultranet. 

In addition, RCN intends to extend its 

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 e,xisting 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 quality control system, on-time service 
guarantees and bundled service offerings, providing the consumer with added 
choice-and convenience. 
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Long Distance had approximately 13,595 Customers. In the future RCN intends to 
offer long distance telephone service predominantly to customers whom it expects 
will eventually be connected to its own facilities. 

Video services. RCN offers a diverse line-up of high quality basic, premium 
and pay-per-view video programing. Depending on the system, RCN offers from 61 
to 110 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 Mwie Channel, a8 well 
as supplementary 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. ROY'S 
"Music Choice" offers 30 different commercial-free music channels delivered to 
the customer's stereo in digital CD quality Bound. 

AS of December 31, 1997, RCN had approximately 11.800 subscribers for its 
video programing services provided over advanced fiber optic networks in New 
York City and Boston. AS of such date, RCN a180 had approximately 38,000 
connections attributable to the wireless video system and approximately 184,900 
connections attributable to the hybrid fiber/coaxial cable systems. 

RCN also acts as a provider of DirecTV direct broadcast satellite service to 
multiple dwelling units 1"MDUs"l in New York City. DirecTV allows RCN to deliver 
an additional 175 channels of programming including exclusive sports 
programing. 

Internet Access and Data Transmission. RCN'B StarPass Internet service 
provides access for personal computers to 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 traditional telephone lines 01 via 
cable modem utilizing RCN'8 high capacity network. RCN also offers private line 
point-to-point data transmission services such as DS-l and DS-3 with the 
capability to provide higher speed connections as well. Following the recent 
Erola and Ultranet acquisitions, RCN believes it is the largest regional 
provider of Internet services in the Northeast. 

Migration of Customers to Advanced Fiber Networks 

RCN provides wireless video services to custmers 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 aervice many of those custmers. As RCN's advanced 
fiber optic network is extended into these areas or buildings. customers 
receiving wireless video 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 is developed 
and switches are deployed. voice Customers will be switched to the advanced 
fiber optic network from resale accounts, thereby allowing RCN to gain 
additional revenue land larger margins1 from originating and tenninating access 
fees and to control the related services and service quality. 

STRATEGIC RELATIONSHIPS 

RCN has developed a number of strategic alliances and relationships in order 
to provide it with early entry and to reduce the Cost of entry into the market 
for telecommunications services. RCN expects to 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 Ithe "Fiber Agreements"), each dated May 8 ,  1997, with MFS/WorldCom, 
which OMS or has the right to use certain fiber optic network facilities Ithe 
"Fiber optic Facilities"1 in the Boston, Massachusetts and Borough of Manhattan, 
New York, New York markets Ithe "Service Areas"). Pursuant to the Fiber 
Agreements. MFs/worldCom li) will Construct and provide extensions Connecting 
the Fiber optic Facilities to buildings designated by RCN Ithe "Extensions") and 
lii) has granted to RCN the right to use certain dedicated fibers in the Fiber 
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 in,curred 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/'iiorldCom incurs to (i) install, construct and acquire 
the Fiber Optic Facilitie,s constructed between March 31, 1997 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 terminatme 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/WorldCt3m 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 
BECO's fiber optic networ:k to deliver RCN's comprehensive communications package 
in Greater Boston. The ve:nture, 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 operatio:n of RCN-BECOCOM, LLC ("RCN-BECOCOM"). RCN-BECOCOM is a 
Massachusetts limited 1ia:bility 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 Massachu,setts, 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 reflsected on RCN's financial statements on a consolidated 
basis. 

The closing of the transactions contemplated by the Boston Joint Venture 
Agreement occurred on Junte 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 Agreem<ant of RCN-BECOCOM dated as of June 17, 1997 (the 
"Operating Agreement"); (!b) the Construction and Indefeasible Right of Use 
Agreement dated as of Juna 17, 1997 between 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 Investmlent 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 Ayreement, RCN and BECO are required to make any 

additional capital contrilbutions 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 organizational documents or an expansion of 
operations of RCN-BECOCOM beyond those contemplated by the Operating 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 3 3 %  of its interest, the other party has "tag-along" rights to sell 
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 
RCN-BECOCOM for fair market value, as determined by an appraisal proceeding. 

a 

in 

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. 

Under the Joint Investment Agreement, BECO will have the right to acquire up 
to 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 113 interest and 
(ii) on the later to occur 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 sunrive 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 Comon 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 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. 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 into 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-BECOCOM 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 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 will consider further expansion into surrounding markets. RCN 
anticipates that as a result of its access to the extensive BECO network, RCN's 
reliance on and utilization of MFS/WorldCom facilities in Boston will be reduced 
significantly. 

Starpower Joint Venture 

O n  August 1, 1997, R C N  Telecom Services, Inc., a subsidiary of RCN. and 
Potomac Capital Investment Corporation l"PCI"1, 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 voice, video. 
data and other communications services to residential and comnercial customers 
in the greater Washington, D.C.. Virginia and Maryland area Ithe 'Washington. 
D.C. Market"). Starpower, an unregulated limited liability company with a 
perpetual term, was farmed on October 28. 1997 by RCN Telecom Services of 
Washington, D.C., Inc. V R C N  Washington") and Pepco Communications. Starpower 
was formed to construct, own, lease, operate and market a network for the 
selling of voice, video, data and other telecomunications services (the 
"Relevant Business"1 to all potential commercial and residential custmers in 
the Washington, D.C. Market. RCN, through RCN Washington, owns 501 of the equity 
interest in Starpower and PCI, through Pepco Communications, owns the remaining 
5 0 1  interest. Starpower is accounted for by RCN under the equity method of 
accounting. 

The closing (the "Starpower Closing"1 of the Starpower joint venture occurred 
on December 19, 1997. At the closing, RCN Washington transferred to StarpOwer 
all its right, title and interest in and to li) all Customer accounts of RCN 
Long Distance in the Washington, D.C. Market, lii) its business plan in the 
Washington, D.C. Market and experience with respect to the Relevant Business. 

) all building access agreements covering any property located in the 
Washington, D.C. Market, (iv) the Support Services Agreement (as described 
below) and lv) 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. 1997 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 Service8 of Virginia, Inc. and 
Starpower 1"Agency Agreement"1, 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"1. Support Services Agreement dated as of December 18, 1997 by and 
between RCN operating Services, Inc. and Starpower 1"Support Services 
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. 1997 
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 $12.5 million in cash in January 1998 as their 
initial capital contributions. 

Pursuant to the Amended and Restated operating Agreement, RCN Washington and 
Pepco Cmmunications are each required to make additional capital contributions 
in accordance with a schedule set forth in such agreement on a S01/501 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 Conmumications maintain a 
50%/50% eguity interest in the ioint venture. each of RCN Washinaton and P~DCO 
Communications will appoint thr& 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 cornittee regardless of whether the parties continue to maintain a 
501/501 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 membership or to purchase all membership 
interests from the other party; the offeree has the obligation to elect to buy 
or sell its interest. Scibject 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 Pqxo 
Communications may trans,fer their membership interests to certain affiliates. 

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, mainta.in, use and operate its strand fiber connections to 
leased 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 
is ten years and the agreement may be renewed four times. 

Under the Fiber Use Agreement, PEPCO agreed, for certain agreed upon fees, (il 

Under the Support Services Agreement, a subsidiary of RCN will provide support 
services including custc8mer 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. 

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 Wash.ington nor Pepco Communications shall attempt to 
solicit, divert or accegt business from the customers of Starpower for any 
Relevant Business in the Washington, D.C. Market or solicit 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 th.e 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 Washington, 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 obtain consent 
for Starpower to use programming agreements prior to the date Starpower begins 
offering OVS services. 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 6 0  days notice. 

Under the Non-competition Agreement, for so long as either RCN Washington or 



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 unconditionally 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. 

Erols is a leading regional ISP with approximately 293,000 residential and 
business subscribers as oE December 31, 1997 in targeted markets, including New 
York City, Philadelphia, laashington, D.C. and Boston. Erols currently operates 
5 7  physical points of preisence ("POPS") throughout its geographic markets, and 
also currently 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 offers a broad range of Internet-based 
services, including (i) Global Trader , Erols' turn-key e-commerce product for 
small businesses, (ii) Inleernet security services, including security consulting 
and virtual private networks, and (iii) Web hosting, design and development 
services. 

On January 21, 1998, RCN entered into the Agreement and Plan of Merger (the 
"Erols Merger Agreement") among RCN, Erols, 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 999,000 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 Erols Merger Agreement, each party has 
agreed to provide indemniEication from damages arising out of any 
misrepresentation or breach of warranty, covenant or agreement made or to be 
performed by such party pursuant to the Erols Merger Agreement. In addition, 
Erol Onaran has agreed to provide indemnification from damages arising out of 
any misrepresentation or breach of warranty, covenant or agreement made or to be 
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 "Erols 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 
Common Stock to be held, .invested and distributed by the Erols Escrow Agent 
pursuant to the Erols E8c:row Agreement. Under the terms of the Erols 
Registration Rights Agreement, Erol Onaran and Gold & Appel will each receive 
customary demand and piggyback 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 venture 
partners of Starpower are currently negotiating the terms of such contribution. 
On February 20, 1998, approximately 61% of a l l  of Er019' subscribers were 
located in the relevant Washington, D.C. area. RCN anticipates that PCI will 
make a contribution equal to the value of such subscribers. 

Merger With Ultranet Comunicationa, 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 schwls, 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 (il virtual 
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 (iiil 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 Comon Stock and $3.0 million in deferred 
compensation. Additionally, the Company is converting approximately 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 5.5 
million to certain other holders of UltraNet stock options. 

RCN also agrees to indemnify Ultranet and ita directors, officers and 
stockholders from and against liabilities or expenses incurred li) 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, lii) relating to a former employee's employment and/or termination 
by RCN after the Ultranet Merger is consmated and I ) incurred by en 
indemnified person with respect thereto. 

RCN expects to contribute to it8 joint venture with BECO the subscribers 
acquired in the acquisition 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 Boston1 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 subscribers contributed by 
RCN . 
Indemification 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 
NOncMnpetition Agreement Ithe "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 on 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 ineofar as 
such breach causes the merger not to 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 stockholders will not 
knowingly take any action which would cause the merger not to 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 consumtion of the merger or one year after his or her termination lor two 
years in the case of termination for cause or voluntary terminationl. 



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 busin.ess will depend in part upon the continuing development 
and expansion of the Internet and the market for Internet access. Important 
issues concerning business and personal 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 Internet 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 
subscribers 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 subject 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-quality 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: 

(1) Decline in hasic 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, 1997 respectively. The system in New York State 
serves ten 



municipalities in Duchess, Putnam and Westchester Counties, approximately 4 5  
miles north of New York City. The New Jersey system serves 31 Contiguous 
municipalities in Hunterdon, Mercer, Morris and Somerset Counties, approximately 
5 0  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 is located lese than lo 
miles west of the Company's New Jersey system. 

INTERCONNECTION 

Because access to the public switched telephone network is an essential 
component of any regional or national telecommunications network, 
interconnection is critical to RCN'B ability to provide voice and data services. 
Bell Atlantic and the other incumbent local exchange carriers l"LECs"1 and 
independent telephone companies are required to provide interconnection to 
Competitive local exchange carriers 1"CLECP.) such a8 RCN pursuant to the 
facilities-based interconnection requirements of Section 251 of the 1996 Act. 
Under the 1996 Act, the Regional Bell operating Companies' l"RBOC*s'sl ability to 
offer long-distance service between local access and transport areas l"LATA"1 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 intercomection through comprehensive telephone service co- 
carrier interconnection agreements with Bell Atlantic and Sprint-New Jersey 
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 O f  Massachusetts, New York, Vemnt, New Hampshire, Maine, -ode 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 to Section 252 of the Conanunications Act of 
1934, as amended by the 1996 Act (the "Communications Act"). RCN believes it has 
more interconnection agreements with incumbent LECs than any other company 
focused primarily on the residential telecomunications market. 

The tern of RCN's interconnection agreements with the incumbent LECS include 
the following provisions: (il interconnection at any technically feasible point 
within their networks, equal in quality to what the incumbent LEC provides to 
itself or to affiliates, (ii) exchange of a11 local traffic at a fully 
reciprocal and identical rate; (iii) receipt by RCN of access charges for long 
distance calls made to and from ita customers, including full "pass through" to 
RCN of such compensation on number portability; livl interim number portability 
arrangements to allow custmere to keep their telephone numbers when they switch 
carriers; (VI unbundled network elements, including local loop transmission from 
the incumbent LEC'8 central offices to the CUStomer'8 premises distinct from 
local switching or other services; (vi) nondiscriminatory access to 911 and 
emergency 911 services; directory assistance services to allow RCN-8 customers 
to obtain telephone numbers; operator call completion services and white pages 
directory listings for RCN's customers; and lviil 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 

RCN 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 24,900 customers for local telephone services provided through agreements to 
act as a reseller of Bell Atlantic local telephone services. RCN Offers its 
resale Customers competitive telephone rates and RCN's superior cust-r 
service. Reaale customers are billed by RCN and RCN PerSOMel provision CUStomeT 
service requests by coordinating with the incumbent LECB 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 it8 subscriber base by offering 
telephone services in advance of COMeCting the customers to an 
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advanced fiber optic network. RCN's agreements with B e l l  Atlantic allow RCN to 
purchase at a "wholesale" discount Ithe amount of which is determined by 
regulatory comissions in each statel 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 m s t  favorable terms and 
conditione, including wholesale discounts, available to any telecomunications 
carrier reselling similar services. 

Long Distance Resale 

RCN Long Distance 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 hae contracted with Level 3 
Communications, Inc. ("LCI") for 800/888 origination, Frontier for off network 
origination of outhund 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 programing including exclusive sports programing. 

CUSTOMER SERVICE AND BILLING 

RCN has implemented a flexible. Customer-service oriented approach which RCN 
believes differentiates it from the mass-market strategy of the incumbent 
providers. RCN 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 
the 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 pointa per hub site and automated housekeeping alarms. 

Billing services for video are provided by CableData while RCN telephony 
billing services are provided by Consolidated Communications 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 programing 
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 RCN's 
"open video system" ("0VS"I certifications. RCN has generally obtained these 
license arrangements on terms and conditions that it considers favorable. 

RCN programing arrangements include arrangements for basic video 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. 
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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 a6 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 
programing. 

A wide range of national manufacturers are the primary sources of supplies, 
equipment and materials 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 to purchase video and switching equipment on 
terms which it considers favorable. The Company anticipates that the costs for 
these supplies, equipment and materials will be significant in future periods. 
The amount of such Costs will depend on numerous factors, many of which are 
beyond the Company's control. 

RCN 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 Co-nwealth 
Service Territory. During 1996, RCN obtained certification in forty-seven 
states. RCN M n g  Distance also provides local telephone service to Comercia1 
Customers. AS of December 31, 1997 RCN Long Distance had approximately 13,595 
long distance custaners. 

INTERNATIONAL 

The Company owns a 4 0 %  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"1 cable system, in Mexico, 
principally on the Pacific and Gulf Coasts and including Guadalajara. the second 
largest city in Mexico, Hemosillo, the largest city in the state of Sonora and 
Veracmz, the largest city in the state Of Veracruz. At December 31, 1997 
Megacable's wireline systems passed approximately 635,350 homes and served 
approximately 209.300 subscribers. Megacable had revenues of $23.2 million for 
the years ended December 31, 1996 and $30.4 million for the year ended December 
31, 1997. 

Additionally, Megacable presently holds a 99% interest in Megacable 
Comunicacionea de Mexico S.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, principally to commercial 
CUstMlerS in Mexico City. 

COMPETITION 

overview 

RCN competes with a vide 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 programing 
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 
presently 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 a8 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. 

LECs, and alternative service prwiders including CLECs. Commercial mobile radio 
services providers, including cellular Carriers (such as B e l l  

With respect to local telephone services, RCN competes with the incumbent 
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Atlantic Mobile Services), personal communications services ("PCS") carriers 
(such as Sprint Spectruml, and enhanced specialized mobile radio services 
("ESMRS") providers (such as NexTell, 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 amng 
their radio transmitter/receiver sites through networks that avoid the incumbent 
LECB with whom they compete. 

With respect to long distance telephone services, R M  faces, and expects to 
continue to face. significant competition from the interexchange carriers 
("IXCs"1, including AThT. 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 b u t  by 
nationwide advertising. RCN, however, regards ita long-distance service as a 
complementary service rather than a principal source of revenue. Certain IXCs. 
including ATLThT, 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 as off-air television broadcast programing, 
newspapers. movie theaters, live sporting events, interactive online computer 
services and home video products. including videotape Cassette recorders. Among 
the alternative video distribution technologies are home satellite dish earth 
stations ("HSDs") which enable individual households to receive many of the 
satellite-delivered program services formerly available only to cable 
subscribers. Furthemore, the Cable Television Consumer Protection and 
Cmpetition Act of 1992 ("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 omers certain satellite-delivered cable 
programming at competitive Costs. RCN faces additional competition from private 
satellite master antenna television ("SMATV") Systems that serve condominiums, 
apartment and office c,omplexes 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 c,Dmpetition to the Company's various video distribution 
systems. These technol'Dgies include, among others, DBS service whereby signals 
are transmitted by sat,ellite to receiving facilities located on customer 
premises. The Company ,expects that its video programing services will face 
growing competition f m m  Current and new DBS service providers. RCN also 
competes with wireless program distribution services such as multi-channel 
multipoint distribution service ("MMDS"1 which use low-power microwave 
frequencies to transmit 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 technologi,as, including Internet-based services, may become 
competitive with servi,Zes that RCN can offer. Advances in comunications 
technology as well as ,changes in the marketplace and the regulatory and 
legislative environment 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 a m m g  the existing Competitors, the incumbent LECs, 
incumbent cable prwid,srs and the CLECa provide the most direct competition to 
RCN in the delivery of "last mile" connections for voice and video services. 

Incumbent LECs 

In each of its targe't markets for advanced fiber optic networks, RCN faces, 
and expects to ContinucS to face, significant canpetition from the incumbent LECs 
(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 exch,mnge services on the basis of product offerings (including 
the ability to offer b>mdled voice and video services). reliability. state-of- 
the-art technology and superior Customer service, as well as price. RCN believes 
that its advanced fibe:c optic networks provide superior technology for 
delivering high-speed. high-capacity voice. video and data services as compared 
to the primarily coppe:c wire based networks Of the incumbent LBCs. However, the 
incumbent LECs have begun to expand the amount of fiber facilities in their 
networks and to prepare to re-enter the long distance telephone service market 
and. in addition, have long-standing relationships with their customers. 
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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 RBOCa are currently allowed to offer 
"incidental" long distance service in-region and to offer out-of-region long 
distance service. Once 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 IXC8 (AThT, 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 expects that competition for local telephone services will be based 
primarily on quality. 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. 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 currently 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 1996 Act permits the incumbent LECs and other8 to provide a wide variety 
of video services directly to subscribers in competition with RCN. Various LECS 
currently are providin.3 video ee~ices within and outside their telephone 
service areas through ,B variety of distribution methods, including both the 
deployment of broadban,3 wire facilities and the use of wireless transmission 
facilities. The Company cannot predict the likelihood of success of video 
service ventures by LE83 or the impact on the Company of such competitive 
ventures. 

Incumbent Cable Television Service Providers 

Certain of RCN's viQao 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 im Boston. RCN's wireless video service in New York City 
competes primarily witln 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 Bostim make it better equipped to provide high-capacity 
communications serviceJ3 than coaxial cable based networks utilizing "tree and 
branch" architecture. InCN's Pennsylvania hybrid fiber/coaxial cable television 
system competes with an alternate service provider, Service Electric, which also 
holds a franchise for Ithe relevant service area. 

since cable television systems generally operate pursuant to franchises 
granted on a non-eXclu$sive basis, and the 1992 Act prohibits franchising 
authorities from unreasonably denying requests for additional franchises and 
permits franchising aul:horities to operate cable systems, well-financed 
businesses from outside the cable industry (such as the public utilities that 
o m  certain of the poles on which cable is attached) may become competitors for 
franchises or providem of competing services. 

CLECs and Other Competitors 

RCN also faces, and #expects to continue to face, competition from othei 
potential competitors .in certain Of the markets in which RCN offers its 
services. Other CLEC8 iiuch a8 Teleport Comurmnications Group, compete for local 
telephone services, although they have to date focused primarily on the market 
for commercial cu8tome:cs 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 ut.ilities, microwave carriers, wireless telephone system 
operators and private networks built by large end-users. including Winstar, 
Dualstar and New Vision. However. RCN believes that, at least initially, it ia 
relatively unique in its markets in offering bundled voice, video and data 
services to Customers :in residential areas, and in striving to Connect 
residential customers directly to its advanced fiber optic network. 
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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 lor in the future 
may compete) directly or indirectly with li) national and regional ISFs; lii) 
established online services; (iiil comuter software and technolow ComDanies; 
(iv) national telecommunications companies; lv) LECS; (vi) cable &ratbrs; and 
lvii) nonprofit o r  educational ISPs, and some of these present or potential 
future competitors have 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 f e e  for at least Some period of time). Bell Atlantic has recently filed 
with the Federal Comunications Commission Ithe "FCC") a petition for an 
exemption from a regulation prohibiting it from building a high-speed network. 
Bell Atlantic's petition requests 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 
aesurance that competition will not lead to pricing pressures in the Internet 
business. 

New Technologies 

Other new technologies may become competitive with services 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 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 induatrv mav also create siqnificant new 
Competitors t o  RCN 
developing and future cechnoloqies or from such future competitors will have a 
marerial impacc on Its operations. 

The Company cannot predict bhether comperirTon f r m  such 

REGULATION 

The telephone and video programing 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 Dromote comDetition and 
decrease reguiatiodof these segments of the industry. The law delegites to both 
the FCC and the States broad regulatory and administrative authority to 
implement the 1996 Act. 

TeleCOmuiCationS Act of 1996 

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

Among other things, the 1996 Act removes barriers to entry in the local 
exchange telephone mar'ket by preempting state and local laws that restrict 
competition and by requiring LECS to provide nondiscriminatory access and 
interconnection to pot,ential competitors, Such as cable operators, wireless 
telecomuications providers, and long distance c-anies. In addition, the 1996 
Act provides relief f m m  the earnings restrictions and price controls that have 
governed the local tekphone business for many years. The 1996 Act will also, 
once certain threshold,s are met, allow incumbent RBOCs to enter the long 
distance market within their own local service regiona. 

Regulations promulgated by the FCC under the 1996 Act require LECS to open 
their telephone netWor:ks to competition by providing competitors 
interconnection, accesls to unbundled network elements and retail services at 
wholesale rates. A8 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 Act 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, 1998, 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 
those agreements remain in effect notwithstanding the reversal 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 
Decision7n) finding that Sisctions 271 to 275 of the 1996 Act are 
unconstitutional. SBC Communications, Inc., et al. v. Federal Communications 
Commission, 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 Atlantic, 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 
reasoning in the SBC Decision are erroneous and therefore the decision will 
likely be reversed on appeal, there can be no assurance of this outcome. 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 markets 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 compote 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 
outcome 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. 
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The 1996 Act also 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 restrictions on 
telephone company entry into the video business, and the establishment of a new 
OVS regulatory structure for telephone companies and others to offer such 
services. Under the 1996 Act, local telephone companies, including both 
incumbent LECS such as E,ell 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 operatcmr. 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 su-rounding Boston. Starpower is 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 InLrastate Local and Long Distance Telephone Services. 
RCN's intrastate telephcmne 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 these services are offered. RCN subsidiaries have 
received either permanen.t 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 required, has registered with or obtained 
licenses or certificates from state regulatory agencies for the provision of 
this service. 
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Local Regulation of Telephone Services. Municipalities also regulate limited 
aspects Of RCN's voice business by, for example, imposing various 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 obtain 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 resold 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 4 7  surrounding communities. 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 upon 
negotiation of certain agreements with local governments. The initial open 
enrollment period for both the New York City and Boston area syztems 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 required to pay a fee to the City equal to 5 1  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 OVS services or franchised cable television services. RCN executed an 
agreement with the City of New York on December 29, 1997, and has initiated OVS 
service in the Borough of Manhattan pursuant to that agreement. 

In areas where it offers video programing services as an OVS operator, RCN is 
required to hold a 90-day open enrollment period every three years, during which 
times RCN will be required to offer capacity an its network to other VPPs. Under 
the OVS regulations, RCN must offer at least two-thirds of it8 capacity to 
unaffiliated parties, if demand for such capacity exists during the open 
enrollment period. In Certain areas, RCN is in discussions 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 Ovs Certification versus local franchise 
agreements, including the possible imposition Of univeisal service requirements. 
before making any such decisions. In addition, the current PCC rules concerning 
OVS are subject to appeal in the United States Court of Appeals and, to the 
extent that certain favorable aspects of the PCC's rules are overturned on 
appeal, the determination of whether to operate a8 an OVS provider vereus as a 
franchised cable television operator may be affected. Moreover, the incumbent 
cable television provider in Boston, Cablevision Systems, bas requested that the 
PCC p e d t  it to obtain capacity on RCN'B Boston 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 PCC with respect to its request 
for capacity on the Boston OVS network. RCN will continue to oppose these 
requests, but to the extent that the PCC were to grant any such request(a1, such 
a result would likely affect the Company's determination as to whether to 
operate as an OVS provider versus a8 a franchised cable television operator. 

Prior to its certification as an OVS provider, RCN offered limited video 
programing services using the video dial tone l"VDT"1 services offered by 
MPS/WorldCom in Manhattan and the City of Boston. In February 1997, the PCC held 
that MPS/WorldCom's facilities did not qualify as video dialtone facilities 
entitled to an extension of time to comply with the newly adopted OVS rules; 
nonetheless, the PCC did not direct MPS/WorldCom and RCN to Cea8e video 
programing distribution operations over the MPS/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 lpre-OVSI 
operations of RCN and WorldCom under the VDT framework, which remains pending 
before that Comission. 

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 temprary authorizations issued to Bartholdi Cable by the PCC. 
Bartholdi Cable has agreed to provide transmission services to RCN until RCN has 
either converted the wireless video subscribers to its advanced fiber optic 
network facilities or has obtained PCC authority to provide such services 
pursuant to its own wireless radio licensee. 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 havinq licenses from the PCC to orovide ouch services. The 
qualifications of BarEholdi Cable to hold certain of the licenses needed to 
provide transmission SENiCee LO RCN are at issue in an PCC proceeding in which 
an Initial Decision was released on March 6 .  1998. In the Initial Decision, the 
Adminietrarive Law Judge found Barrholdi unqualified with respect to 15 such 
licenses. The Initial Decision will become effective 50 days after its release 
unless Barrholdi, as expected, files exceptions to the Initial Decision within 
30 &ye Of its release or the Commiseian elects to review the case on it8 oyn 
motion. Because of the uncertainty as to Barrholdi Cab1e.s right in the future 
to offer transmiasic,n services to RCN. the Comanv filed its o m  license 
applicatione at the FCC for a11 of th; nicrowa;e cransmiesion paths which are 
currently being used by Bartholdi Cable to provide transmission services to RCN 
and. in liaht of the increased uncertainties resultin. from the Initial Decision 
in the FCC-proceeding involving certain of Bartholdi.. licenses, the Company 
expects now actively to pursue its license applications. While the Company 
expects to receive authorizations LO transmit over these microwave pathe. there 
Can be no assurance that RCN rill be able to offer wireless video services 
pureuant to its own FCC licenses OT char the FCC's investigation will be 
resolved favorably. The failure to Obtain such license or reBolYe BUCh 
proceedings would materially adversely affect the Company'e wireless video 
Operatione in New Yc,rk City. 

There can be no aaaurance that R m  will be able to obtain or retain a l l  
necessary authorizations needed to Construct advanced fiber optic network 
facilities. to convert its wirelees video subscribers to an advanced fiber mtic 

Hybrid FiberlCoaxial Cable. R M ' B  hybrid fiberlcoaxial cable SyBrems arc 
subject to regulation under the Cable Television Consumer Protection and 
COmpetitiDn A c t  of 1 9 9 2 .  as amended Ithe '1992 A c t " ) ,  which provides, among 
other things. for rate regulation for cable services in comnities that are not 
subject to "effective competition," certain programming requirements, and 
broadcast signal carriage requirements that allow local commercial televieian 
broadcast stations to zeqyire a cable sy~tem to carry the station. Local 
c-ercial television broadcast statione m y  elect once every three years to 
rcquirc a cable system LO carry the etafim l*rrmsf-carry.). subject to Certain 
uceDtiana. or to withhold consent and neqotiate the terms Of carriase 

consent requirements of the is92 A C ~ .  =oca1 non-comkciai thevision stations 
are also given mandaeory carriage rights. The FCC recently issued N l e s  
establishing standards for digital television I "DN.1. Among other provisions. 
the PCC's ~ l e s  require television stations to simulcast their NTSC and DN 
signals for a period of years. During this simulcast period, it is unclear 
whether mst-carp~ rules will ~ D D ~ Y  to DN signals. The Communications A c t  

capacity for commercial leased access by third parries to provide programming 
that may compete with services offered by the cable operator. 

On September 8 ,  1997, the Company was notified by the PCC that it has ruled 
that certain Of the Conpanyle upper lcvele of service for its New Jersey syerems 
are regulated levels of service and that the Company9s rates for such levels of 
service have exceeded the allowable rates under the PCC rate regulation Nles 
which have been effective since September 1993. The Company had treated these 
levels of service as unregulated. The Company intends Co contest this decision. 
"he company doea not believe that the ultimate resolution Of this matter will 
have a material impact on its results of operations or financial condition. 

Because a cable comuications ByBtem uses local streets and rights-of-way, 
euch cable systems are generally subject LO state and local regulation. 
typically imposed through the franchising process. "he te- and conditions of 
efaite or local goveznmenf franchises vary materially from jurisdiction to 
jurisdiction and generally confain provisions governing cable SeNiCe rates, 
franchise fees, franchise term. system construction and maintenance obligations. 
customer service standards, franchise renewal, sale or transfer of the 
franchiee. territory of the franchisee and use and occupanq Of public streets 
and types of cable services provided. Mcal franchising authorities (stare or 
local, depending on the practice in individual etaresl may award one or more 
franchises within their jurisdictions and prohibit "on-grandfathered cable 
Bystems from Operating without a franchise in such jurisdictions. The 
Camnications A c t  also provides that in granting 01 renewing franchisee, local 
authorities m y  establish requiremenfe for cable-related facilities and 
equipment, but not f a  video programming or information services other than in 
broad categories. me Comunications A c t  limits the payment of franchise fees to 
58 
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Of revenues derived from cable operations and permits the cable operator to 
obtain dificafion of franchise requirements by the franchise authority Or 
judicial action if warranted by changed CircYmstancCs. 

R M ' s  ability to girovide franchiaed cable television ~ e N i C e 8  is dependent to 
a large extent on if.s ability to obtain and renew its franchise agreements from 
local government authorities on generally acceptable tern. IlCN currently has 91 
franchise agreement. relating to the hybrid fiberlcoaxial cable syetena in New 
York (meside New York City), New Jersey and Pennsylvania. These franchiees 
twicallv contain mmnv conditions. such as rime limitations on conmencement and 

franchises provide lor Chc payment of fees L o  the lsaulng authorities and 
generally range from 1% LO 5% of revenues The duration of these outstanding 
franchises nresencl, var ies  UP to Lne year 2011 To date. all of R M  (I cable 
franchiaes have beeit renewed br exrendid. generally at OI prior to their stated 
expirations and on acceptable Lema. Approximately 39 of R M ' B  hybrid 
fiberlcoaxial cable ~vstems' franchises are due for renewal within the next 
three years. 110 ssavrbnce can be given that RCN will be able to renew its 
franchisee on acceptable f ern .  No one franchise accounts for mIe than 7 t  of 
RCN's total revenue. RCN'B five largest franchises account for approximately 2 7 i  
Of R M ' B  tOt*l revenue. 

The hvbrid fiberlr'oaxial cable w e t e r e  are also subiecr to certain Service 

competitive cable environment ?or almost 30 +ears, with appiojimatcly-8Oi Of the 
homes passed having access to an alternate cable operator, Service Electric 
Cable N.  As a resu1.t. the Company's Pennsylvania cable ayefen is exempt from 
many PCC cable televieion regulations. including rate regulation. Its other 
cable television syriferns in New York State and New Jersey currently remain 
subject to PCC rate regulation. With the passage of the 1996 Act, however, a11 
cable systew =*Lee will be deregulated as effective competition is ahown LO 
exist in the franchi.se area, or by March 31, 1999, whichever date is sooner. R M  
anticipates that the remaining provieions of the 1992 Act that do nor relate to 
rate regulation, sur:h as the provisions relating to reCransmission consent and 
customer BerviCe etamdarda. will remain in place and may B e N e  to reduce the 
future operating margins of R M ' s  hybrid fiberlcoaxial cable television 
businesses as video programing campetifion develops in its cable television 
service marketa. 

The Comwicationri Act  reavires the PCC to rcoulatc the rates. tern and 
conditione~ imposed hy public utilities for cab12 systems' "&of utility pole 
and conduit space YTileea etaLC auChOxiLieS Can demonstrate that they adequately 
reovlafe mole attactiment rates. In the absence of state realation. the PCC 
admlnlacers pole artachmenr rate8 on dl f o m l a  baala In a m e  cases, utility 
conpanics have mcreaned pole attachment feea for cable syaCem that have 
Installed fiber O D L ~ C  cablea and that are u s ~ n a  such cables for the dlerribuLiOn 
Of non-video eervxcee. The FCC concluded that,-in the absence Of state 
regulation, it has juriediction to determine whether utility companies have 
justified their demaind for additional rental fees and that the Communications 
A c t  does not pernif dieparate rates based on the type of Bemice provided over 
the equipment attached Co the utility's pole. The 1996 Act  and the PCC'e 
imlenenkinq rewlafions RodifY the current mle attachment Drovisiona of the 

carrrers riih nondircrrminarbry acceen to aiy pole. conduit or rrghr-of-way 
conrrollel by the ut111Ly. The FCC has recently adopted new regulations to 

formula 01 Of any now pole-attachment rate regulitions on ihe Company or its 
businesses carnot be: determined at this time. 

The 1992 A c t ,  the 1996 Act and BCC regulations preclude any satellite video 
programmer affiliafe'd with a cable company. or with a common carrier providing 
video programing directly to its eubecribers, from favoring an affiliated 
company over c-etifors and require svch programers fo sell their progradng 
to other mUltiChaMe1 video distributors. These provisions limit the ability of 
pxograol eupeliere affiliated with cable c-anies or with comnon carriers 
providing BatelliLe delivered video programing directly to their subscribers fa 
offer exclvaive proclraming arrangements LO their affiliates. The Cammicatione 
A c t  also includes provisione, among others. 
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concerning horizontal and vertical ownership of cable systems, customer service, 
subscriber privacy, marketing practices. equal employment opportunity, obscene 
or indecent programing, 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 programing. application Of rules governing political broadcasts, 
limitations on advertising contained in non-broadcast children's programing. 
consumer protection and customer service, ownership of home wiring, indecent 
programming, programer access to cable systems, programing agreements, 
technical standards, consumer electronics equipment compatibility and closed 
captioning. 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 eanctione, such as the revocation of FCC 
licenses needed to operate certain transmission facilities often used in 
connection with cable operations. 

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. It is probable that there will be 
legislative proposals in the future by Congress and other governmental bodies 
relating to the regulation of comunications 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. 

The data services business, including Internet access. is largely unregulated 
at this time (apart from federal, state, and local laws and regulations 
amlicable to businesses in qeneral). However, there can be no assurance that 
this business will not becom; subject to regulatory restraints. 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. 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 proposals to impose 
additional costs on providers of Internet access service and other data services 
to the extent they use local exchange telephone 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 maMer in which CMmunications companies operate. The ultimate outcome of 
these proceedings, and the ultimate impact of the 1996 Act or any final 
regulations adopted pursuant to the new law on RCN or its businesses CaMOt be 
determined at this time. 

RELATIONSHIP AMONG RCN, CTE AND CABLE MICHIGAN 

The Distribution Agr,eement defines certain aspects of the relationship among 
CTE. RCN and Cable Mic:higan and provides for the allocation of certain assets 
and liabilities among '-E, 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 Agre,ement") to define certain aspects of their relationship 
with respect to taxes ,and to provide for the allocation of tax assets and 
liabilities. 
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IndemniEication 

RCN, CTB and Cable; Michigan have agreed LO indemnify one another against 
certain liabilities. RCN has agreed to indemnify CTE and its subsidiaries at 
the time of the Distribution (ColleCtiYely, the "CTE Groups') and the respective 
directors, officers, enployees and affiliates Of each person in the CTE Group 
(collectively. the "CTE Tndemnirees"1 and Cable Michigan and its subsidiaries at 
the rime of the Distribution Icollectively. the "Cable Michigan Group.) and the 
respective directore,, Officers, enployees and affiliates Of each person in the 
Cable Michigan Crougl (collcctively, the "Cable Michigan IndemniLeee") from and 
against any and all damage, laea, liability and expense 1"MSses"l incurred or 
suffered by any Of the CTE Indemnifees or the Cable Michigan Indemnifees. 
respectively, ( i l  arising out of, or due to the failure of RCN or any of ita 
subsidiaries at the fine of the Distribution lcollectively. the "RCN Group") to 
pay. perform or orhawise discharge any of the RCN Liabilities (as defined 
belowl, (iil arisinsl Out Of the breach by any member of the RCN Group of any 
obligation under the Distribution Agreement or any of the ofher Distribution 
E o c u m e n L ~  and (iiil in the case Of the CTTE Tndemnitees, arising out of the 
proviaion by the ffE: Group of the services described below to the RCN Group 
except eo the extent that such Losses result from the gross negligence or 
willful misconduct of II CTE Indemnitee. " R M  Liabilities" refers to r i l  all 
liabilities of the 1:m Group under the Diatribufion Agreement 02 any of the 
ofher Distribution C I O N m e n t B ,  (iil all ofher liabilities of RCN, CTE or Cable 
Michigan Io= their respective subsidiaries], except as specifically provided in 
the Distribution Agreement or any of the other Distribution Documenfs and 
whether arising before. on or after the Distribution Date, f~ the extent such 
liabilities arise primarily from or relate primarily Lo the management or 
conduct of the RCN Eiusinesses prior to the effective Lime of the Distribution 
(the liabilities in Clauses (il and (iil collectively, the " T N e  RCN 
liabilities'] and (iiij 30% Of the Shared Liabilities (as defined below). 

Cable Michigan has, agreed to indemnify the RCN Croup and the respective 
directors. officers. employees and affiliates of each person in the RCN Croup 
(collectively, the "RCN Indemnifees"1 and the CTE Indenmitees from and against 
any and all Lasses incurred or Buffered by any Of the RCN Indemnitees or the CPE 
Indemnitees. respectively. (11 arising out of. or due LO the failure of any 
person in Lbe Cable Michigan Oroup to pay. perform or othewiae discharge any of 
the Cable Michigan Uabilities L ~ L B  defined beloul, (iil 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, (iiil in the 
caee of the CTE Indemnitees, arising out of the provieion by the CTE Group of 
Bernice8 to the Cable Michigan Group except to the extent that such 1088e8 
result from the gr088 negligence ~r willful misconduct of a ffE Indemnitee and 
(ivl  in the case Of the RCN Indemniteee. arising 0°C of fhc provision by RCN of 
the services descrited below to the Cable Michigan Group except fa the extent 
that such LOBB~Q reaulf from the gross negligence or willful misconduct of an 
RCN Indemnitee. "Cable Michigan Liabilities" refers to (il a11 liabilities Of 
the Cable Michigan ETovp under the Distribution Agreement Or any of the other 
Distribution DNments, (iil all other liabilities of the Cable Nicbigan. RCN 01 
CTE (or their reepective subsidiaries), except as specifically provided in the 
Distribution Agreement or any of the other Distribution D o ~ m e n L s  and whether 
arising before, on c,I. after the Distribution Date. to the extent euch 
liabilitiee ariee primarily from or relate primarily to the management or 
conduct of the bus iness  of the Cable Michigan Group prior to the effective Lime 
of the Distribution (the liabilities in clauses (il and (iil collectively. the 
" T N ~  Cable Michigan. Liabilities") and liiil 2 0 1  of the Shared liebiliriea (ae 
defined below) . 

CTE hae agreed to indemnify the Cable Michigan Indenmitees and the RCN 
lndemnieees from and against any and all M88e8 incurred or Buffered by any of 
the Cable Michigan Indemnifees or the RCN mdemnitees, respectively, lil arising 
0°C of, or due to t h e  failure Of any person in the CTE G r o u p  to pay, perform or 
Othewise diachargge any of the CTE Liabilities (as defined below) , (iil arising 
Out of the breach by any member of the ffE Group of any obligation under the 
Distribution Agreement or any Of the Other Dietribution Documents and liiil in 
the case of the RCN Indemnitees, arising Out Of the provision by R M  Of the 
Bernice= described b e l o w  to the CTE Group except to the extent Lhaf such LOBBCB 
result f m m  the gross negligence or willful misconduct of an RCN Indemnitee. 
"CTE Liabilities" refers to (i) all liabilitiee Of the CTE Group under the 
Distribution Agreement or any of the other Distribution DOcuments, liil all 
other liabilities of Cable Michigan. RCN or CTE (or their respective 
subsidiariesl. UiCepf as specifically provided in the Distribution Agreement or 
any Of the Orher Distribution Documents and whether arising before, on or after 
the DisrribuLion Date, LO the extent such liabilities arise primarily from or 
relate primarily tm the management or conduct of the bueineee of the CTE Group 
prior t o  the effective tim 
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.Shared Liability,. meane any liability (whether arieing before. On OT after 
che Distribution Dat:eI of CTE, E M  Or Cable Michigan Or their Z'eQpeCtiYe 
subsidiaries which (i) l a )  arises from the conduce of the COrpOraLe overhead 
function with respect to Crs and its subsidiaries prior to the effective t i m e  
the Distribution with certain exceptions Or 
w e n s e s  incurred in c~nnection with the RestNCtYring and (iil is not a T N e  
CTB Liability, a Triae R M  Liability or a TNC Cable Michigan Liability. 

fbl is one of Certain fees and 
of 

R m ,  Cable Hichigiin and CTB have also generally agreed to indemnify each other 
and each OLhePe af:iiliatea and controlling persons from certain liabilitieii 
..nll-r *he s i r l l r i r i r l a  laws in ~ ~ m e ~ r i o n  with certain infomeion provided to _.._ ~ 

Shareholders in co1111ection with the Distribution 

The Company does :1oL believe that any of the foregoing indemnities will have a 
material adverse effect on the business, financial condition Or resnlte of 
OpeZafionS of the C,?mpany. 

Emplayee Hatters 

ailocared. - 
Services and Other Arrangements 

R M  has also agreed to provide or cause t o  be provided t.3 the Cable Michigan 
Croup certain specified services for a transitional period after the 
Distribution. 1%) 
CYsfOmer service, (iil marketing, (iiil accounting. livl payroll. (V I  management 
supervision. (vi) cash management. lviil human resourcee and benefit plan 
administration. (viiil insurance adminiatration, fix1 legal. 1x1 tax.  (xi1 
internal audit, (xiil prwraming administration, lxiiil Dilling. fxivl monthly 
cable guides, Ixv) investor and public relations, Ixvil provision Of third party 
programing, and Ixviil other miscellaneous administrative Bervicee. Subject LO 
certain limitations, (iil-lxiii). 
fxyl and Ixvii) will he 4 . 0 %  of the revenues of the Cable Michigan Group plus a 
direct allocation of certain COneOlidatCd cable administration functione. The 
fee for customer service listed in item f i l  along with the billing service 
listed in item (xiiil will be a pro rata share (based on the relative number Of 
subscriberel 
billing BeNiCes and fees to the R M  Group and the Cable Michigan Group. The 
third party expcnee incurred by R M  to obtain third party Programing and 
monthly cable guides for Cable Michigan referred to in itern fxivl and Iwil 
above, ace reimbursed to RCN by Cable Michigan and no additional fee is charged 
with respect thereto. 

me transitional services to be provided are the following: 

the fee per year for services listed in iterne 

of fhc fees and expenses incurred by R M  to provide ouch N s f O m e r  

Distribution. The 
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fees for such services 
relative usage) 
arrangements to all three groups. 

arrangements will be an allocated portion (based on 
of the cost incurred by CTE to provide such services and 

The services will terminate upon 60 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. 
individual services by giving 60 days notice to the applicable service provider. 

The aforementioned arrangements are not the result of arm's length negotiation 

A service recipient may also terminate 

between unrelated parties as Cable Michigan, CTE and RCN have certain common 
officers and directors. 
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. 

Although the transitional service arrangements in such 

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. In addition, the majority of the Company's named 
executive officers will also 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. 
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. 

Potential conflicts of 

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. Under 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 5 0 %  to CTE, 2 0 %  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 
general office and administrative personnel. The Company considers relations 
with its employees to be good. 

INDUSTRY SEGMU4TS 

sinancia1 Informatic8n regarding the Registrant's industry segments is set 
forth in Note 2 to the, consolidated financial statements included herein. 

ITEM 2. PROPERTIES 

overview of Advanced 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 (consisting of Lucent 5ESS-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 connections for the delivery of RCN's 
voice and data servict!~. Facility connections from the backbone network to 
individual buildings or service areas are provided by either leased facilities 
provided by MPs/world(:om, BECO or the incumbent LEC, or through RCN-owned fiber. 
This fiber backbone includes over 5,267 fiber miles in New York City and over 
9,347 fiber miles in Iloaton. RCN owns two switches (one in Boston and one in New 
York City) and two General Instrument video headends that are installed and in 
service in both Boston and New York City. As of December 31. 1997, RCN had 
connected 493 buildings (424 in NYC and 69 in Boston) to its facilities. 

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 periwlic 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 limitations Of twisted pair 
copper wire historica:lly used in telephone networks present a substantial 
obstacle to the use 01: existing telephone networks to provide video programing 
services. Although coi~xial cable provides substantially greater bandwidth than 
twisted pair copper w : m e ,  fiber optic cable provides substantially greater 
bandwidth than coaxia:l cable. Consequently, newly constructed fiber networks 
such as RCN's provide a superior platform for delivering high speed. high 
capacity voice, video end data services as compared to systems based on copper 
wire or coaxial cable networks. 

Fiber optic systema are suitable for transmission of digitized voice, data. 

The fiber cable uti:lized by RCN's networks has the increased capacity and 
bandwidth necessary for complex data and video transmission. The fiber optic 
cable typically conta.lns between 12 and 288 fiber strands, each of which is 
capable of providing many telecommicationa channels or "circuits". Depending 
on transmission e1ectl:onics. a single pair of glass fibers on RCN's networks 
currently can transmit tens of thousands of simultaneous voice conversations, 
whereas even with multiplexing equipment a typical pair of copper wires can 
carry a maximum of 24 simultaneous conversations. Although the LECS comnly 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 expect8 that Continuing development 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 telecommunication service offerings. These relationships include RCN's 
arrangements with MFS/WorldCom to lease portions of MPS/WorldCom's fiber optic 
network in 
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New York City and Baaton, RCN's joint venture with BECO under which 
the company hae ~ C C ~ B S  to BECO'B extensive fibelc optic nCfw0T-k i n  Greater 
BoQtOn. the Starpower joint venture with Pepco Co-nicatione, a aubsidiaq of 
p ~ p m  an& R C N ' ~  
1 facilities. see "Dtmtegic Relationships" and "voice Services Advanced Fiber 
opricrretuorks: Any disruption of these arrangelnenrs and relalionships could 
have a maLerial adverse eEfecf on the Company. 

LO lease  ell xlanric unbundled local loop and T- 

Yoice services 

Advanced Fiber Optic networks. The Companyls advanced fiber optic networks 
in New York City and Boston utilize a voice OefwoT-k that supports both switched 
and non-switched (private line) services. Individual buildings are connected tO 
the network backbent? via fiber extensions that arc generally ceminaced On SONET 
equipment. which provide redundant and fail-safe interconnection hetween the 
building and the RCLl central office or switch location. In SiCuatiOnS Where 
fiber extensions art? not yet available, interim facility connections Can be 
provided by leaeing special access facilities through a leasing arrangement with 
HfS/wOrldCOm or the incumbent LEC. In this regard. RCN has in place arrangements 
which allow it LO lease certain facilities o m e d  by the inNmMnt LECB 
(unbundled local loops and T-1 facilities) to provide voice senices .  This 
enables RCN to pr0v:Lde voice and data services to off-net subscrlbere who are 
not physically conn#Icted LO RCN'B advanced fiber optic nccwork. AS RCN'e network 
expands to reach smre areas within a target market. subscribers served by these 
temporary e ~ n n e ~ r i o n s  rill 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 an Integrated Digital Laop Carrier ("IDLC") device, 
which acts as the point of interface between the SONET backbone facility and the 
intra-building wiring. Each ZDLC is installed wiLh a standby power Bystem and is 
capable 
range of both non-switched BerYices IDS-l, digital data) and Switched voice 
services and febturils inclading Ism. CYsfOm Calling and CLASS features. Within 
each building, inLe:mal wiring (twisted pair copper cable) C O M e C t 8  the IDLC t0 
the cu~rnaer premiet:s and the CuBLmer-owned telephone eqvipnent. In certain 
instances, voice s e : r v i C e  is extended LO other buildings in the building group Or 
cluster via either Eiber Optic cable or fwieted pair copper cable. A t  the time 
of initial wiring, :RcN generally installs wiring in excess of its initial 
requirements, in ortlez LO meet future subscriber demand. 

serving !up to 672 l ines .  The IDLC is capable of supporting a vide 

Video programming 

Advanced Fibex Optic Networks. There are presently t w o  video headend 
l~carions within ROI'S advanced fiber optic networks in New York City and 
Boeton. The video h,sadends consist of optical transmitters. Optical receivers. 
satellite receivers. signal ~ZOSCBBOTS. d u l a t o r ~ .  encoding equipment and 
nstwrk status monitoring and ant0lMted tape distribution equipment. F r w  the 
haadend. the video signal is distributed to individual fiber nodes or receivere 
via the same fiber cable backbOne "Bed LO deliver the Voice and data Bernice. 
The fiber cable fentinates in a fiber optic receiver within an individual 
building or sewice area. From the fiber node. coaxial cable and related 
dietribution equipment is "Bed to distribute the video Sipals to the CUstOWr 
plemiees. The bandwidth of the video distribution is a m i n i m u m  of 750 l I l iZ ,  which 
is capable of supporting a m i n i m u m  of 110 video channels. This distribution 
plant is specifically designed to be pre-inantly fiber-based, which increases 
the reliability and improves the quality of the services delivered compared to 
traditional cable television distribution architectures. 

RCN also m a  and operates a ,"wireless video" television 
system (which WBB f o m r l y  operated as liberty Cable TelCYieiOn of NeY YorK. the 
operations Of which were acquired bY KCN in 19961 using point-to-point 18GHZ 
microwave technology. RCN is utilizing this system in New ' r o d  City as an 
alternate platform for delivering televisim prqranoning to buildings that are 
not yet Connected to Lhe advanced fiber optic network. RCN expect* that the 
majoricy of the buildings currently served by the wirelees service will 
ultiwtely be connected to the netWOrk. to the extent that connecfion ie 
leasihle. As buildings are connected to the R M  network, R M  will TeYBe the 
mi~rowave equipment LO provide service to Other cuetwers in off-network 
premiees. The transmission equipment and dcrowave semices used fO provide 
R M ' B  wizele88 eervice are provided by Barfholdi Cable. which f o m r l y  operated 
Liberty Gable Television of Re" York. Bartboldi Cable has agreed to previae 
Lranemission Bervices to RCN until RCN ha8 either converted the subecrlbers LO 
ice advanced fiber optic netrob or has obtained PCC authority LO provide such 
services prsuanf to its own licenses. In addition, Bartholdi Cable has agreed 
to transfer to RCN the frm~mission equipment an demand. Barfholdi Cable's 
obligation LO provide trahBmission Bernice8 is subject to Bartholdi Cable having 
authority to provide such ~ e N i C e s ,  

Wireless video. 

The qualifications of 
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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 therefor. 

Erols relies on a combination of copyright, trademark and trade secret laws 
and contractual restrictions to establish and protect its proprietary 
technology. However, theris can be no assurance that Erols' technology will not 
be misappropriated or that equivalent or superior technologies will not be 
developed. In addition, 
assert 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 Wind83ws 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 want or need to license 
other applications in the future. 

t:here can be no assurance that third parties will not 

Ultranet utilizes K56Flex protocol to support its points of presence ("POPS"), 
a result of a major mid-1997 upgrade in Ultranet transmission equipment. This 
advancement has empowered users to gain access to two to four times more quickly 
to equipment that is also 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 Erols 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 joint venture partners. 

ITEM 3 .  LEGAL PROCEEDINGS 

On September 30, 1997, the Yee Family Tmsts, 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(b) (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, 1998. The Company's 
reply brief is due on April 6. 1998 and argument on the motion is set for April 
17, 1998. 

In the normal course of business, there are various legal proceedings 
outstanding. In the opin.ion of management, these proceedings will not have a 
material adverse effect o'n the results of operations or financial condition of 
the Company. 

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 1997 fiscal year. 
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EXECUTIVE OFFICERS OF THE REGISTRANT 

Pursuant to General Instnxtion G(3) of Form lO-K, the following list is 
included as an un-numbered Item in Part I of this Report in lieu of being 
included in the definitims proxy statement relating to the Registrant's Annual 
Meeting of Shareholders t15 be filed by Registrant with the Commission pursuant 
to Section 1 4 ( A )  of the Smecurities Exchange Act of 1934 (the "1934 Act"). 

Executive Officers of the Registrant 

David C. McCourt,41, 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 1991 to March 1994 
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. ("Erol'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 1994 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 man.agement. From August 1990 to October 1994, he served 
as President and Chief Ex:ecutive 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 it5 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 been1 a Director of Cable Michigan as well as its Secretary 
since such date. Mr. Godfrey has been a Director of CTE since November 1996, 
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 since May 1994 and 
Corporate Secretary since October 1997. Mr. Godfrey was also Senior Vice 
President and Principal of Daniels and Associates from January 1984 to April 
1994. 
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Salvatore M. Quadrino, 51, has been Chief Administrative Officer of the 
Company since February 1998. 
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 1996, he 
served as President and Chief Executive Officer of Suburban Propane, a division 
of Hanson PLC, which conducted its 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 as Vice President, Chief Financial Officer and 
Treasurer of Petrolane from August 1990 until its sale in July 1993. 

Previously he served as Vice President, Treasurer 

Michael A. Adams, 4 0 ,  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 August 1996 to November 1996, Executive Vice President 
of CTE's Communications Service 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 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 Director 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 
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 
February 1995 to July 1995, Executive Vice President for Development at Mercom 
from November 1995 to Feb'ruary 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 S .  Hromisin, CPA 37, has been Vice President and Chief Accounting 
Officer of the Company since September 1997. He also has been Vice President and 
Chief Accounting Officer of Cable Michigan, Inc. and CTE since September 1997. 
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 October 1996, 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 1992. 

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. fr<m 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 h,e 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 International 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, 31, has been the Senior Vice President and Treasurer 
of the Company since September 1997. He also 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 1997. 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 1994 and Senior Financial Analyst of Corporate Development at Citizens 
Utilities Co. from February 1990 to October 1991. 
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PART IT 

ltea 5 .  
Matters 

Market for the Regiafrant,~ Common Stock and Related Shareholder 

mere were approximately 2.201 holders of Registrant's Common Stock On 
February 28 1997. The company maintains a no cash dividend policy. The 
Conpany doe; not intend to alter this policy in the foreseeable future. 
information required under I t e m  5 of Part TI is set forth in Note 18 to the 
consolidated financial statements included in Part IV Item 14(aI I11 Of thia FOTm 
1 0 - x .  

Other 

In March 1998, the Companyla Board of Directors approved a tYO-fOr-one stack 
split, payable in the form of a 100) Brock dividend. The record date for the 
stock split is March 2 0 ,  1998, Stockholders Of record at the market close O n  
that dare will receive an additional share of RCN conmn stock for each share 
held. The distribution date for the stock dividend will be April 3, 1998. 1\11 
share and per share data. B t O C k  option data, and market prices of the Company's 
C O m n  stock have been restated to reflect this stock split. 

On PehNary 2 0 .  1998, RCN issued 1,730,648 shares Of RCN Common Stock in 
Connection with rhe merger of =role Internet, 
svklririiaru of PCN. On FebNaTY 2 7 .  1998. RCN issued 90.384 sharee of RCN 
cr 

Inc. with and into a wholly-ouned 

micatiom, Inc. with 

Item 6. Selected Financial Data 

Information required under Item 6 of Part TI is B e t  forth in Part IV 
Item I4lal  I l l  of this Form 10-K. 

Wanagemencis Discu8eion and Malysis of Financial Condition and Results Item '7. 
of aperarime 

Tnfo-fion required under Item 7 of Part I1 is B e t  forth in Part 
Item l'llal #:I) of thia Form I O - X .  

IV 

Item 8 .  Financial litatemenre and Supplementary Data 

The coneolidared financial sfatemcnta and supplementary data required under 
Item 8 of Part I1 are set forth in Part I Y  Item lIIal(11 of this Form I O - K .  

Ifem 9. Disagreernellfs on Accounting and Financial Disc1oBuTC. 

mring the two  yeibI8 preceding December 31, 1997, there has been neither a 
change of accountanl:~ of the Regietrant nor any disagreement On any matter of 
accounting principles, pracLicea, or financial statement discloeure. 

PART TIT 

Ifea 10. Directors and executive Officers of the Registrant 

The information rsquired under Item 10 of Part 111 with respect to the 
Directors Of Registlrant is  et forth in the definitive proxy' etacement relating 
to Regiatrant.s ->la1 Meeting of Shareholders f~ be filed hy the Registrant 
with the Commission pure~enr fo Section 141.) of the 1934 A c t  and is hereby 
specifically incorporated herein hy referenced thereto. 

The information required under Item 10 of Parr 111 with respect fO the 
executive officers <of the Registrant is set forth at the end of Part I hereof. 

Item 11. executive compensation 

definitive Proxy' st.~tement relating to Registrant's Annual Meeting of 
Shareholdere to be 
Section 14181 of thic 1911 A c t ,  and is hereby specifically incorporated herein by 
reference thereto. 

Item 12. 

The information riiquired under Item 11 of Part iII is set forth in the 

Filed by the Registrant with the COmiQsion pYrBYanf to 

Security (Mership of Certain Beneficial m e r 8  and Management 

The information rsquired under Item 12 of Part 111 ie included in the 
definitive P r o x y  Sf.%fement relating to Registrantis Annual Meeting of 
Shareholders to he 
Z(la1 of the 19111 Am~f. and ie hereby specifically incorporated herein by 
reference thereto. 

filed by RegieLIanL with the Commiseian pursuant to Section 

I f e m  13. Certain IL,elafionehips and Relafed Transactions 
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Conaolidarerl Statements of Changes in Comon Shareholders' Equity far 
Y e a r s  Ended December 31. 1997. 1996 and 1995. 

Notes LO Consolidated Financial Statements 

Report of Independent Acc~~nLanfs 

Item I4 la1 (21 Financial Statement Schedulea: 
Deecription 
condensed f:lnancial Information of Registrant for the Year Ended 

December 31, 1997. (Schedule I1 

Valuation and Qualifying Accounts and Reserves for the Yeare Ended 
December 31. 1997. ,996 and 1995 (Schedule T I 1  

All other financial seatemenf Schedules not listed have been omitted 
since the required information le included in the consolidated financial 
statements or the ni>tcs thereto, or are not applicable or required. 

Iten 14 la1 I31 Exhi13its: 

Exhibits narked with an asterisk are filed herewith and are lieted 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 Porn 8-1.  

la) Form Of Distribution agreement among C-TBC Corporation. Cable Michigan. 
Inc. 
to the Company*e Amendment No. 2 to Porn lofa filed September 5 ,  1997 
IC-ission Bile NO. 0-22825.1 

and the Registrant i a  incorporated herein by reference LO gxhlbit 2.1 

lbl Agreement and Plan of Merger dated as of January 21. 1998 among ET'OlB 
Internet, Inc.. Brol Onaran. Gold h Appel Transfer, S.A., R M  Cowration 
and ENBT Holding. Inc. lincorporated by reference to M i b i t  2.1 to the 
C ~ n p a n y ~ s  Nrrenf Report on Form 8-K l"P0rn 8-K") filed on March 6, 1998) 
ICmiseion No. 0-22825.1 

(CI Amendment No. 1 LO Agreement and P l a n  of Merger dated ae of January 21. 
1998 among Erols Internet, Inc.. Brol Onaran. Gold L Appe: Tranafcr. S A.. 
R M  Corporation and M6T Holdlng. Inc. trncorporaLed by reference 5 0  
ExhlbiC 2.2 t 3  the Company s Porn 8 - K l  IComleolar .  File NO 0-22825.1 

131 Articles of InCorporation and By-law* 

la1 Porn of Amended and Restated Articles Of Incorporation of the Registrant 
are incorporated herein by reference to Exhibit 3.1 to the Cowany's 
Amendnent NO. 2 to Porn lO/A filed September 5 .  1997 lCOmiaeion File NO 
0-22825.1 

Porn of Amended and Restated Bylaws of the Registrant are incorporated 
herein by reference to Exhibit 3.2 to the Compenyms mendncnt NO. 2 to 
Form lOlA filed September 5, 1997 lcomission Pile NO. 0-21825.1 

Ibl 

141 InsLruments defining the rights of security holders, including indentures 

(a) Credit Agreement dated as of July 1, 1997 amang C-TEC Cable Syafema. 1°C.. 
Convideo Systew, Inc.,  C-TGC Cable  system^ Of New York. 1°C. and Pirat 
Union National Bank. as agent ia incorporated herein 
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by reference to Exhibit 4.1 to the Company's Amendment No. 2 to Form lO/A 
filed September 5, 1997 (Commission File No. 0-22825.) 

4(b) 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 
Company's Registration Statement on Form 5-4 ("1998 Form S-4") filed on 
March 23, 1998) (Commission File No. 0-22825.) 

(incorporated by reference to Exhibit 4.1 to the 

4(c) Form of 9.80% Senior Discount Notes due 2008, Series B (included in 
Exhibit 4.1) 
1998 Form 5-4) (Comnission File No. 0-22825.) 

4(d) Registration Rights Agreement dated as of February 6 ,  
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 5-4) (Commission File No. 0-22825.) 

4(e) Indenture dated as of October 17. 1997 between the Company, as Issuer, and 
The Chase Manhattan Bank, as Trustee, with respect to the 10% Senior Notes 
due 2007 
Registration Statement on Form 5-4 ("Form 5-4") filed on November 26, 
1997) (Commission File No. 0-22825.) 

(incorporated by reference to Exhibit 4.2 to the Company's 

1998 by and among 

(incorporated by reference to Exhibit 4 . 1  to the Company's 

4(f) 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.) 

4(9) Indenture dated as of October 17, 1997 between the Company, as Issuer, and 
The Chase Manhattan Bank, as Trustee, with respect to the 11 1/89 Senior 
Discount Notes due 2007 (incorporated by reference to Exhibit 4.3 to the 
Company's Form 5 - 4 )  (Commission File No. 0-22825.) 

4(h) 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 5-4) (Commission File No. 0-22825.) 

4(i) 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 5 - 4 )  (Commission File No. 0-22825.) 

(10) Material Contracts 

(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 lO/A filed September 5, 1997 
(Commission File NO. 0-22825.) 

(b) 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 lO/A filed September 5, 1997 (Commission File No. 
0-22825.) 

(c) Dark Fiber IRU Agreement dated as of May 8, 1997 among Metropolitan Fiber 
Systems of New York, Inc. and RCN Telecom Services of New York, Inc. is 
incorporated herein by reference to Exhibit 10.3 to the Company's 
Amendment No. 2 to Form lO/A filed September 5, 1997 (Commission File No. 
0-22825.) 

(d) 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 lO/A filed September 5, 1997 (Commission File No. 
0-22825.) 



(e) Telephone Service to Reseller Agreement for New York among Metropolitan 
Fiber Systems of New York, Inc. and RCN Telecom Services of New York, Inc. 
is incorporated herein by reference to Exhibit 10.5 to the Company's 
Amendment No. 2 to I?orm lO/A filed September 5, 1997 (Commission File NO. 
0-22825.) 

(f) 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 - 2 2 8 2 5 . )  

(g) Joint Venture Agreement dated as of December 23, 1996 between RCN Telecom 
Services, Inc. and laoston Energy Technology Group, Inc. is incorporated 
herein reference by Exhibit 10.7 to the Company's Amendment No. 2 to Form 
10/A filed Septembe:c 5, 1997 (Commission File No. 0-22825.) 

(h) 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 lO/A filed September 5, 1997 (Commission 
File No. 0 - 2 2 8 2 5 . )  

(i) 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 N0.2 to Form lO/A filed September 
5, 1997 (Commission File No. 0-22825.) 

(j) Construction and Inmlefeasible Right of Use Agreement dated as of June 17, 
1997 between BecoCoIm, Inc. and RCN-BecoCom, LLC is incorporated herein by 
reference to Exhibit 10.10 to the Company's Amendment No. 2 to Form lO/A 
filed September 5, 1997 (Commission File No. 0-22825.) 

(k) 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 lO/A filed September 5, 1997 
(Commission File No. 0 - 2 2 8 2 5 . )  

(1) Joint Investment and Non-Competition Agreement dated as of June 17, 1997 
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 lO/A filed September 5, 1997 (Commission 
File No. 0-22825.) 

(m) 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 

* ( 2 4 )  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 perj.od 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,, thereunto duly authorized. 

Date: March 31, 1998 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 1934, 
has been signed below by the following persons on behalf of the Registrant and 
in the capacities and on the dates indicated. 

this report 

Signature Title _ _ _ _ _  - - - - - -. -. 

PRINCIPAL EXECUTIVE AND ACCOUNTING OFFICERS: 

\s\ David C. McCourt 

David C. McCourt 
_______._.__________----.. 

\s\ Michael J. Mahoney 

Michael J. Mahoney 
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\s\ Bruce C. Godfrey 

Bruce C. Godfrey 
_____.._____________--..-. 

\s\ Ralph s .  Hromisin 

Ralph S. Hromisin 
_____________.------------ 

Chairman and Chief 
Executive Officer 

President and Chief 
operating Officer 

Date 

March 31, 1998 

March 31, 1998 

Executive Vice President March 31, 1998 
and Chief Financial Officer 

Vice President and 
Chief Accounting Officer 

March 31, 1998 
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\ s \  David C. McCourt 

David C. McCourt 
___________________..---- 

\s \  James Q. Crowe 

James Q .  Crowe 
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\s \  Walter E. Scott, Jr. 

Walter E. Scott, Jr. 
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SCHEDULE 1 

RCN CORPORATION 
CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENT OF OPERATIONS 
\!EAR ENDED DECEMBER 31, 1997 

(THOUSANDS OF DOLLARS) 

Sales 
Costs and expenses, excluding 
depreciation and amortization 

$40 

498 

Gross Profit (Loss) 

Depreciation and amortization 

( 4 5 8 )  

Operating income (loss) 

Interest income 
Interest expense 
Other income/ (expense), net 

(458) 

661 
(12,791) 

(Loss) 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 

$ (0.95) 
54,965,716 



SCHEDULE 1 

RCN CORPOIlATION 
CONDENSE11 FINANCIAL INFORMATION OF REGISTRANT 

BALANCE SHEET 

DECEMBER 31, 1997 

(THOUSANDS OF DOLLARS) 

ASSETS 
Current assets 

Cash and temporary cash investments 
Accounts receivable from related parties 
Accounts receivable 
Prepayments L other 
Investments restricted for debt service 

Total current assets 

Investments restricted f o r  debt service 
Investments 
Debt issuance cost 
Deferred charges and other assets 

Total assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities 

Accounts payable 
Accrued interest 
Accrued expenses 

Total current assets 

Long-term debt 
Common stock 
Retained earnings 
Additional paid in capital1 
Cumulative translation adjustment 

$ - 
3.291 
1,977 

211 
22,500 

27,979 

39,411 
859,271 
19,188 
2.871 

4,034 
4,687 

318 

9,039 

583,103 
27,495 
(17,116) 
349,261 
(3.056) 

Total liabilities and shareholders' equity 



SCHEDULE 1 

RCN CORPORATION 

CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENT OF CASH FLOWS 

![EAR ENDED DECEMBER 31, 1997 

(THOUSANDS OF DOLLARS) 

YTD 1997 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net (loss) 
Deferred income taxes and investment tax credits 
Working capital 
Equity in loss of consolidated entity 
Noncash accretion of discounted senior notes 

Net cash (used in) operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Acquisitions 
Other 

($52.391) 
(2.877) 
2,749 

44,191 
8,103 

167 
17 

Net Cash Provided by Investing Activities 184 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Issuance of long-term debt 
(Increase) in cash restricted for debt service 
Financing costs 
Transfer (to) CTE 
Proceeds from exercise of stock options 

Net cash provided by financing activities 

Net increase/(decrease) in cash and temporary cash investments 

Beginning cash & temporary cash investments 

Ending cash & temporary cash investments 

575,000 
(61,250) 

(494,751) 
(19,188) 

230 

41 

0 

0 



RCN CORPORATION 
VALUATION AND OUALIFYING ACCOUNTS AND RESERVES 

FOR THE YEARS ENDED DECEMBER 31, 1997, 1996, AND 1995 
(THOUSANDS OF DOLLARS) 

DeECPIFTIm 
........... 

COLUIW B ........... 
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11.788 

E614 
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.......... 
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RCN CORPORATION 
SELECTED FINANCIAL DATA 
Thousands of Dollars Except Per Share Amounts 
For the Years Ended December 31, 

1997 1996 1995 19% 1993 
.......... ........ ........ ....~..~ _ _ _ _ _ _ _ _  

Sales $ 127,297 SlOn.910 5 91.997 $ 59.500 $ 4 9 . 5 0 4  
Income (loas) from continuing operations (52.3911 (5 ,9891 2 . 1 1 4  3 . 6 5 3  12 ,087 
Income (loeel per average common share 

Dividende per share 
Total  assets 1,150,992 628,085 649.610 5 6 8 . 5 8 6  291.634 
long-term debt. net of current maturities 686,103 131,250 1 3 5 . 2 5 0  154.000 181.500 

from conrinuing operations $ (0 .951 5 (0.771 5 0.04 ($1.741 LE1.501 

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-looking 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 voice, 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 1997, 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 operations"). The Company has historically managed its 
business along these lines and the discussion which follows addresses those 
lines accordingly. 

Financial results relate,d 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 perio,ds 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 
operating 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 8ustain profitability or 
positive cash flows fmm operating activities in the future as it develops its 
advanced fiber optic n,etwork. 

The negative operating cash flow from the Company's advanced fiber optic network 
business has 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 cash flow 
while it continues to invest in its networks and until such time as revenue 
growth is sufficient t,3 fund operating expenses. The Company expects to achieve 
positive operating maqins over time by (il 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, (iiil lowering the Costs associated with 
new subscriber additions and (ivl reducing the Cost of providing services by 
capturing economies of scale. The Company expects its operating revenues will 
increase in 1998 throqh internal growth of its current advanced fiber Optic 
networks; however. the Company also expects negative operating cash flow will 
increase for some perhd 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 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 
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 require the mutual consent of the 
Company and its joint venture partner to distribute or advance funds to the 
Company. 
incur indebtedness for network buildout costs, which indebtedness may contain 
limitations on 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 
oresented. cash flows available to the com~anv in future Deriods will be 

The Company's debt agreements allow subsidiaries and joint ventures to 

~- 
Hffected 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 BECO joint venture on a consolidated basis and Starpower under 
the equity method of accounting. 

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 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 
Cornon Stock and C-TEC's Class B CO-n Stock a8 of the close Of business on 
September 19. 1997 (the "Distribution"1 in accordance with the terms of a 
Distribution Agreement dated September 5 ,  1997 among C-TEC, RCN and Cable 
Michigan. ROY consists primarily of C-TEC's high growth, 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. C-TEC, RCN and Cable Michigan have 
entered into certain a3reements providing for the Distribution, and governing 
various ongoing relati,onships 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 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 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 ac,quired an 80.1% interest in Freedom New York, L.L.C. 
("Freedom"1 and all related rights and liabilities from Kiewit Telecom 



Holdings. Freedom held the wireless cable television business of Liberty Cable 
Television, Inc. The Company acquired the remaining minority interest in Freedom 
in March 1997. The acquisition was accounted for as a purchase and is reflected 
in the Company's consolidated financial statements since September 1996. 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 required to be voted under 
the direction of the Company. As of May 15, 1995, the Company also assumed 
management of Twin County. As a result, the Company had control of Twin County 
and accordingly has fully consolidated Twin County in the Company's financial 
statements since May 1995,. the date of the original acquisition. The remaining 
outstanding common stock of Twin County was acquired in September 1995. Goodwill 
relating to this acquisition 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% equity 
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, 1997, 1996 
and 1995: 

Sales: 

Hybrid PiberlCoarial 
Advanced Fiber. Wirelees Video and 0l:her Operating 
Corporate 

T0f.l 

Year ended December 31, 

1997 1996 1995 
............................... 
...................... 

Idollare in thousands1 

$ 92,100 $ 8.,096 $66 ,104  
35,111 20,768 2 5 . 5 2 8  

86 16 6 5  ~~ ~~ .~ ....................... 
$127,297 $104.910 $91,997 
-*....n-* l..*l..l 

Operating Income Before Depreciation and Amortization and Nonrecurring Charge: 

Year ended Decenber 31. 

1997 1996 1995 

ldollars in thousands1 

.............................. 

....................... 

Hybrid Piber/Coaxial 
Advanced Fiber, Wireless Video and Other Werating 
corporate 

Total 
....................... 
($7,6701 $ 25,803 516.99% 
........ ........ ==i==ii= iii=iii 



YEAR ENDED DECEMBER 31, 1997 COMPARED TO YEAR ENDED DECEMBER 31, 1996: 

For the year ended December 31, 1997, operating income before depreciation and 
amortization and nonrecurring charge was ($7,6701 as compared to $25,803 for the 
year ended December 31. 1996. Sales increased 21.39 to $127,297 for the year 
ended December 31, 1997 from $104,910 for the same period 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 telephone 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, 1997, sales were $127,297, an increase of $22,387 
due to higher Hybrid Fiber/Coaxial sales of $8,004 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 quarter 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 
acquisition of Freedom in August 1996 (the "Freedom Acquisition"), which 
resulted in higher basic and premium video revenue. Additionally, higher voice 
revenue of approximately $3,200 resulted from higher advanced fiber optic voice 
connections and higher resold voice connections. The increase in Advanced 
Fiber, Wireless Video and Other Operating sales also includes increases of 
approximately $3,300 related to the long distance business. 

Costs and Expenses Excluding Depreciation and Amortization and Nonrecurring 

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 Video and Other Operating costs and expenses, excluding depreciation 
and amortization, of approximately 542,500, 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 personnel 
and related costs. due to increased headcount primarily in operations. marketing 
and customer service t,o support the expansion of the business, origination and 
programming cost associated with an increase in video connections, and 
advertising expenses oE 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 cost8 
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 programing 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 a180 
allocated. The allocation of assets and liabilities resulted in a 
curtailment/settlement gain attributable to Hybrid Fiber/Coaxial cable 
operations of approxiranrely $1.500. Such gain did not recur in 1997. The 
remaining increase in costs and expenses, excluding depreciation and 
amortization, of appraximately $5,000 is primarily due to Costs associated with 
the spin-off of the Canpany from C-TEC. 

Depreciation and Amortization 

Charges 



Depreciation and amortization is comprised principally of depreciation relating 
to the Company's Hybrid Fiber/Coaxial facilities, advanced fiber and wireless 
video network and amortization of subscriber 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  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. 

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 1998 of 
Erols Internet, Inc. and. Ultranet Communications, Inc. (Note 19). 

Nonrecurring Charges 
Nonrecurring charges of $10.000 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 10.99 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 19.9% ownership interest in 
Freedom) and capital expenditures, partially offset by the proceeds of the 
Company's high yield debt offering in October 1997 (Note 101. 

Interest Expense 
For the year ended Deceaber 31, 1997, interest expense was $25,602, an increase 
of $9.556. or 5 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 lo). This was partially 
offset 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. For an analysis of the change in income taxes, 
see the reconciliation cf 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 71, 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. 

Equity in loss of Unconsolidated Entities 
The Company's equity in the (loss) 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. 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 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 lche 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 allso 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 ($12). :$247, and ($932) in 1997, 1996, and 1995, respectively, 
including translation losijes 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 $10,5834 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 comp,ared to 178,664 at December 31, 1996. In 1997 and 
1996, the Company's share of the income of Megacable was $2,411 and $4,090, 
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 amortiz(2d on a straight-line basis over 15 years. In 1997 and 
1996, amortization of the Company's excess purchase price over the net assets of 
Megacable when acquired w,as $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. 

YEAP. ENDED DECEMBER 31, 1996 COMPARED TO YEAR ENDED DECEMBER 31, 1995 

For the year ended December 31, 1996, operating income before depreciation and 
amortization was $25.803 as compared to $16,994 for  the year ended December 31, 
1995. Sales increased 14.0% to $104,910 for 1996 from $91,997 in 1995. The 
improvement in operatin21 income before depreciation and amortization of $8,803 
was offset by higher depreciation and amortization of $16,545, as discussed 
below, resulting in a net loss of ($5,989) for the year ended December 31, 1996 
as compared to net income of $2,114 in 1995. 

Sales 
For 1996, sales were SlC84.910, 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 long distance. Hybrid 
Fiber/Coaxial sales increased $17,692, or 26.6%, primarily due to the 
acquisition of the Penmylvania 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% 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 months in 1995, consolidation for a full year in 1996 
reflects only an incremmtal five months revenue as compared to an incremental 
seven months revenue in 1995. Additionally, long distance revenues decreased 
approximately 30% from 1.995 to 1996, principally as a result of termination of 
AThT Tariff 12 production in 1996, as compared to increases of 77% from 1994 to 
1995, which resulted from the resale of AThT Tariff 12 long distance services 
and increases in long di.stance switched business and 800 services sales in 1995. 
The remaining increase i.n Hybrid Fiber/Coaxial sales is due to higher basic 
service revenues resulti.ng from an increase in average subscribers of 4,995 or 
5.3% and the full year i.mpact, in 1996, of the 9.6% rate increase in April 1995 
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 primari1.y resulting from the termination in the second quarter 
of 1995 of an agreement for the resale of AThT Tariff 12 long distance services 
to another long distance reseller. Included in Advanced Fiber, Wireless Video 
and Other Operating sale!s for 1996 were Wireless Video sales of $3,532, compared 
to zero for 1995 reflect.ing 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 $4,104 or 5.5% as compared to 1995. Hybrid 
Fiber/Coaxial programing expense increased $3,930 due to license fee increases, 
channel additions, and mbscriber growth, primarily due to the acquisition of 
the Pennsylvania cable system. Additionally, Hybrid Fiber/Coaxial salaries and 
benefits expense increaiied $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 $992 (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 various 
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 AThT Tariff 12 long distance revenues partially offset 
by an increase of $2,32Ci 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 1996 compared to zero in 1995 
reflecting the Freedom Acquisition. 



Depreciation and Amortization 
For 1996, depreciation and amortization expense was $38,881, an increase of 
$16,545 or 74.1% as compared to 1995 primarily due to purchase accounting 
effects of the acquisition of the Pennsylvania cable system in May 1995 and the 
Freedom acquisition on August 30, 1996. (See Note 4 to the consolidated 
Financial statements.) In addition, the Company incurred $3,756 in depreciation 
related to the Company's advanced fiber optic networks in New York City and 
Boston. 

Interest Income 
For the year ended Decenber 31, 1996, interest income was $25.602, a decrease of 
$3,399, or 11.7% due primarily to a reduction in average cash balances in 1996 
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 S.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 
Corporativo S. A. de C.V. Additionally, lower balances on notes receivable- 
affiliates contributed to the decrease. 

Interest Expense 
Interest expense for 19516 was $16,046, a decrease of $471, or 2.9% in 1996 as 
compared to 1995. 
debt and includes approximately $922 paid to Kiewit Telecom, the Company's 
controlling 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. 

This decrease is due to lower average rates on outstanding 

Income Taxes 
The Company's effective income tax rate was (19.5%) in 1996 and 34.6% in 1995. 
For an analysis of the cihange 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 Freedom 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 1996. 
Additionally, the 20% minority interest in the income of HomeLink Limited 
Partnership, a Hybrid Fi.ber/Coaxial subsidiary, was ($206) in 1996 as compared 
to ($144) in 1995. 

Equity in loss of Unconsolidated Entities 
In 1996, Megacable had Elales of $23.225. operating income before depreciation 
and amortization of $10,183 and net income of $10,226. 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 indudes foreign currency transaction losses as noted in the 
1997 discussion. In 19516 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 require 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 requi-2ement.s. The Company currently estimates that its capital 
requirements for the period from January 1, 1998 through 1999 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 lil closely monitors development of its subscriber base in 
order to tailor network development in each target market, and lii) 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 ite own capital requirements, the 
Company's joint venture partners are each expected to contribute approximately 
$150,000 in capital to the joint ventures 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 two tranche= of debt securities. The offering was comprised of $225,000 
principal amount of 10% Senior Notes and $601,000 principal amount at maturity 
Of 11 1/81 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 101 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 9.8% 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 losses. The actual timing and 
amount of capital required 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 
business plan, unforeseen delays, cost overruns, engineering design changes and 
other technological risks or other unanticipated expenses. m e  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 succe88 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 successful, 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 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. 

Sources of funding for the Company's further financing requirements may include 
vendor financing, public offering or private placements of equity and/or debt 
securities, and bank loans. 
will be available to the Company or, if available. that it can be obtained on a 
timely baaia 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 impair the Company's ability 
to meet its debt servile requirements and could have a material adverse effect 

There can be no assurance that additional financing 

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 "Revolvinp Credit Facility") and an eiqht-year term credit 
facility in the amount-of $100,000 Ithe "Term CrediE Facility"), both of which 
facilities are governed 



by a single credit agreement dated as of July 1. 1997 (the "Credit Agreement"). 
As of December 31,1997, $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, 1997, $3,000 principal w a s  outstanding 
under the Revolving Credit Facility. Revolving 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, 1997, 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. As a result of the substantial 
indebtedness of the Coimpany, the Company's fixed charges are expected to exceed 
its earnings for the f'oreseeable future. In addition, the Company will require 
substantial additional indebtedness particularly in COMeCtion with the buildout 
of the Company's networks and the introduction of its telecomnunications 
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: 
limit the ability of t:he Company to obtain necessary financing in the future for 
working capital, capit.31 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 therebre not be available for other purposes; liii) limit the 
Companyls 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 b)isiness. 

(i) 

For the year ended December 31, 1997, the Company's net cash provided by 
operating activities w . i s  $1,661, comprised primarily of a net loss of ($52.391) 
adjusted by "on-cash depreciation and amortization of $53,205, other non-cash 
items totaling ($611). working capital changes of $377 and changes in other 
deferred expenses of $1.081. 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 acquisitions of 
$30,490 (primarily acqlieition of the minority interest of Freedom) partially 
offset by sales and mal:urities 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 $19,743 and an increase related to cash restricted for debt service of 
$61,250. 

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 "on-cash depreciation and amortization of $38.881 and other non-cash 
items totaling ($7,184:1. Net cash used in investing activities Of $9,377 
consisted primarily of additions to property. plant and equipment of $40,369. 
the ourchase of a loan receivable of $13,088 and accruisitions of $30.090 
(primarily the Freedom acquisition), partially offsit by net sales and 
maturities of short-term investments of $73,995. Net cash provided by financing 
activities of $9.391 included the issuance of lonq-term debt of $19.000 and 
change in affiliate notes of $32,802 partially ofrset by the redemption of long- 
tern debt of $44.750. 

Impact of the Year 2001) Issue 
The Company has certain financial, administrative and operational systems which 
are subject to Year 2000 exposures. The Company has performed a study to 
identify thoee specific systems which require remediation and developed a plan 
to correct such situat:rons 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 1999 based on the Status of external vendors' 
remediation efforts. For those internal Systems that require 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 faci1it:ates 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 ZOO0 remediation will not 
be material. 



RCN Corporation and Subsidiaries 
CONSOLIDATED ST*rnENTS OF OPEPATTON:: 
Prhousands of Dollars Except Per Share A~OYDCSI  BOT the Years Ended December 31. 

1997 1996 1995 

Sales 
Costs and expenses. excluding deprec.ratian and amortization 
Nonrecurring charges 
Depreciation and amortization 

operating r1oss1 
TnteTesL income 
Interest expense 
Ofher income (expense), net 

(10881 income before inc~me taxes 

(Lo881 income before minoritY interelit and emit" in 

(Benefit1 provision for income tElXEB 

. .  
unconsolidated entities 

Minority interest in loss (income1 Olf consolidated entities 
EmitY in (loss1 Of unconeolidated entities 

$127,297 $104.910 $91.997 
134,967 79,107 7 5 . 0 0 3  

I".""" ...... 
53,205 38,881 22.336 

........................................... 
(70.8751 113.0781 (5 .1421  
2 2 . 8 2 4  25,602 29,001 

115.6021 (16,0161 (16,5171 
131 (5161 (3041 ........................................... 

(73.5221 14.0681 6,838 
(20.8491 979 1,119 

........................................... 

152,6731 (5,0471 5,119 
7,296 1,340 (1441 

13.8041 ( 2 . 2 8 2 1  13.4611 . . .  . . ~ ~ ~ .  . ~ . ~  ~. 
........................................... 

(Lo881 income before extraordinary itern (49,1811 (5,9891 2,1141 
Extraordinary charge - debt prepayment penalty. net of tax of $1.728 (3.2101 

Net (1088) income ($52.3911 ($5,9891 $2.114 
........................................... 

Basic earnings per average c0-n shire: 
Income (lass1 before extraordinary charge 
Extraordinary charge - debt prepayrent penalty 
Net incorn (loaal to shareholders 
Weighted average share0 Outstanding 

( $ 0 . 8 9 1  ($0.111 $ 0 . 0 4  
( $ 0 .  061 
($0.951 ($0.111 $0.04 

s4.96s.716 54,918,394 54,890,334 

Diluted earnings per average cornon nhare: 
Income (lose1 before extraordinary charge ( $ 0 . 8 9 1  L$O.I11 $0.04 
Extraordinary charge - debt prepayment penalty ($0.061 
N e t  income (loss1 to shareholders ($0.951 150.111 $0.04 
Weighted average shares and ~0-n stock equivalents outstanding 5 4 , 9 6 5 , 7 1 6  54 ,918,391 54,890,334 

See accompanying notes fo Conao1idatc:d Financial Statements 



RCN Corporation and Subsidiaxies 
CONSOLIDATED BALANCE SHEETS 
(Thousands of Dollars) December 31, 

1997 1996 

ASSETS 
Current assets 
Cash and temporary cash invi?stments 
Short-term investments 
Accounts receivable from related parties 
Accounts receivable, net of reserve for doubtful accomts 
of $2,134 in 1997 and $861 in 1996 

Unbilled revenues 
Material and supply inventoiry, at average cost 
Prepayments and other 
Deferred income taxes 
Investments restricted for debt service 

Total current assets 

Notes receivable - affiliates 
Property, plant and equipment:, net of accumulated depreciation 

Investments restricted for debt service 
of $107,419 in 1997 and $84,529 in 1996 

Investments 
Intangible assets, net 
Deferred charges and other assets 

Total assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities 
Accounts payable to related parties 
Accounts payable 
Advance billings and customer deposits 
Accrued taxes 
Accrued interest 
Accrued contract settlements 
Accrued cable programming expense 
Accrued expenses 

Total current liabilities 

Long-term debt 
Notes payable - affiliates 
Deferred income taxes 
Other deferred credits 
Minority interest 
Comitments and contingencies 
Preferred stock 
Comon shareholders' equity 

Total liabilities and shareholders' equity 

See accompanying notes to Consolidated Financial Statements. 

$222,910 $61,843 
415,603 46,831 

9,829 12,614 

703,232 142,612 

- 155,481 

200,340 135,828 
39,411 
70,424 76,547 
96,547 93,471 
41,038 24,146 

- 

$1,150,392 $628,085 

686,103 131,250 - 11,854 
19,612 28,245 
2,596 3,290 

16,392 5,389 

. 
356,584 390,765 



T(CN ~ R P O ~ T T O N  AND S W S T D I ~ L R I E S  
CONSOLIDATED STllTBNENTS OF CASH FLOWS 

I ~ W ~ I S  OF WLTJLRSI 
For the Years Ended December 31. 
1997 1996 1995 

Cash flows from operating activities 
N e t  income lloeel 
Gain on pension c"rCailme"L/setrl~!menL 
Accretion of discounted debt 
Oain on sale of partnership interelit 
Extraordinan/ item - debt prepammt penalty 
Depreciation and amortization 
Deferred income taxes and investment t a x  credits. net 
Provision for 1osaee 0" LlCCOUnts T'LtCeiYable 
Equity in loss of unconsolidated entities 
minority interest 
Net change in certain assets and lhbilities, net Of business acquisitions: 

Accoy1C6 receivable and d i l l e d  revenues 
Harerial and supply inventory 
ACCOuOtB payable 
Accrued expenses 
ACCounLs receivable from related parties 
Accounts payable t o  related parti.ee 
Other, net 

Other 

( $ 5 2 . 3 9 1 )  

8.103 

1 , 2 1 0  
53 ,205 

1 1 0 , 5 0 3 ~  
2 ,732 
3 , 8 0 1  

17,2361 

16611 

114,9791 
11 ,6051  
11 ,193 

3 , 3 5 3  
3.180 

11,1321 
367 

1.081 

l$5 .9891 
13,437) 

3 8 , 8 8 1  
16,4771 
1.788 
2 ,282 

11.3401 

13,7801 
18141 

2.954 
1 . 2 8 3  
1.572 

(5,4481 
597 

(1.2411 

$2,114 

22 ,336 
6 , 6 9 6  

614 
3 , 1 6 1  
11. 

15,5501 
777 

3 , 9 8 3  
2 , 7 8 3  

11,860 
14191 
529 

(7691 

N e t  cash provided by operating activI.tics 1.661 2 3 , 8 3 1  4 8 . 5 5 9  

Cash flowa from investing actiuitiee: 
Additions to property, plant and evipment 
Purchase of short-term investments 
Sales and maturities Of short-term investments 
Acquisitions. net of cash acquired 
Purchase of loan receivable 
Proceeds from sale of partnership i.ntereet 
Other 

Net cash used in investing activitiel 

Cash flows from financing activities 
Redemption of long-term debt 
T S S U Q ~ C ~  of lans-term debt 

for debt service 

Net cash provided by lueed in) finanoing activities 

Net increase ldecreasel in cash and temporary cash inveetmenta 
Cash and temporary cash investments at beginning of year 

Caeh and temporary cash inveetmente at end of year 

Supplemenfa1 disclosures of cash flow information 
Cash paid during the periods for: 

Income taxes 

Interest (net of amounts capifalizr'dl 

See accompanying notes LO Consolidatr'd Financial Statements 

179.0421 138,548) 129.8541 
1445.1371 175,091) 1218,2571 

7 6 . 9 2 3  149,086 245,112 
130 ,4901  l30.0901 1121.1471 

113.0881 . .  
1.900 

1141 (1.6461 12,057) ................................. 
. 7 5 . 9 6 0 ,  9 . 3 7 7 ,  11.6.203 

......................................... 

(28,7411 
19.300 
(6,1301 

132.707 
1148,3391 ......................................... 

6 3 5 , 2 6 6  9 . 3 9 1  (11.2031 
......................................... 

161,067 2 3 . 8 4 5  1128.8471 
61 ,843 3 7 , 9 9 8  166.845 

$222,910 $61,843 $ 3 7 , 9 9 8  
......................................... 

................. . . . . . . . . . . . . . . . . . . . . . . . .  ................. 



RCN CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(THOUSANDS OF DOLLARS) 

Supplemental Schedule of Non-Cash Investing and Financing Activities 

In March 1997, the Company acquired the portion of Freedom which it 
did not already ohm. The transaction was accounted for as a purchase 
A summary of the transaction is as follows: 
Cash paid $40,000 

Reduction of minority interest (3 ,812)  
Non-capitalizable costs (10 .000)  

Fair value of assets acquired $26,188 - - - - - - - - - - - - - - - - - - 
In 1996, C-TEC acauired an 80.1% interest in Freedom New York, L.L.C. 
The acquisition was accounted for as a purchase. 
A summary of the acquisitj-on is as follows: 

Cash paid 
Liabilities assumed 
Deferred tax asset recognized 
Minority interest recognized 

$28,906 
7 ,621  

(167)  
6,188 

Fair value of assets acquj-red $42,548 - - - - - - - - - - - - - - - - - - 

In 1995, C-TEC acquired al.1 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)  
Issuance of 5% Promissory Note 
Capital contribution by st.ockholder 
Liabilities assumed 
Deferred tax liability incurred 

$37,313 
4,000 

39,493 
16,364 
33,797 

Fair value of assets acquj.red $130,967 

In 1996, the $4,000 promissory note was canceled and the Company paid cash 
of $500 in settlement of c!ertain purchase price adjustments. 

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 ( a ) )  
is reflected as "Advanced Fiber Plant" at its fair value. 

See accompanying notes to Consolidated Financial Statements 



RLCN CORe(lRATlOt4 IWD SUnBIDIARIEB 
rnHS0LiDITBD ET*TmeNTS O I  CHlMjBS I N  SXIPIBHOLDEIW, EQUITY 
POT Lhe Ye.rs Ended Dese*r 11, ,997. 19'16 ana ,995 
IThousandS Of DOLIarai) 

c o r n "  AaaILIMal shaireh0lder.s CunulsLiue Total 
Shsren I S B Y d  C a n n "  ms.3 NeL Translation Shareholders, 
and Outsrending Stock in Capital ~ e t i s i r  Invescmen~ -justrant  quit^ ............................................................................................. 

Baiance. December 11. 1'111. 1 . 4 0 0  5 1 $ . f - $, $ 1 1 2 . 8 4 7  
N*L incone 2,114 
TranaferS frm c-TEC 21,714 
Cumlatiue trnnslatio" a*,Y'Lnenr 12.6061 12,6061 

Balmso .  December 31, 1995 1.400 1 9 6 , 6 1 4  11 .606l  1911,069 
mer io** 15,9891 15,9891 
Tr-fers  pmn c-TBC 3,114 3,134 
cu"'uI.IiUE rraoslation adju*tra"rs 1449) ,4491  

"at loss frm ,/1/97 LhCO"9h 9 / 1 0 / 9 1  135.2751 
"et lOS* from ID/l/Pl r-gh 12/33/97 ,11.1161 
TrMeferll frm e-mBc 17.980 

With the d i s L r i h L i 0 "  S4.967.912 5 4 , 9 6 8  a*>, 556 1376,524, 
stock pian rran.*cti... *0 .51*  2 0  210 *30 

LI*,ance. D e s d e r  31. *997 5 4 , 9 8 9 , 8 7 0  5 1 4 , 9 8 9  $321.766 ,917,116l $ - 193.055, 9156.58. 

............................................................................................. 

............................................................................................. 
Balmce. DEEE*)FI 31. 2996 1.,00 393.819 L3.0531 

c-n SLosk iaeue.3 in connection 

............................................................................................. 
**_ ........................*.*.*.**.*..*.-.............................*..*.**.*..*.-......... 



RCN CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(THOUSANDS OF DOLLARS EXCEPT PER SHARE DATA) 

1. BACKGROUND AND BASIS OF PRESENTATION 

Prior to September 3 0 ,  1997, RCN Corporation (the "Company" or "RCN") was 
operated as part of C-TEC Corporation ("C-TEC"). On September 3 0 ,  1997, C-TEC 
distributed 100 percent of the outstanding shares of c o m n  stock of its wholly 
owned subsidiaries, RCN Corporation ( " R C N " )  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. 1997 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 6 2 %  ownership in Mercom, Inc. In connection with the 
Distribution, C-TEC changed its name to Commonwealth Telephone Enterprises, Inc. 
("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 
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 c,mpany 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 ventures which the Company 
controls and in which th'e minority investors do not possess significant veto 
rights are consolidated. Other joint ventures are accounted for by the equity 
method. 

C-TEC's corporate servicmes 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 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 primarily base<* on assets; contribution to consolidated earnings 
before interest, depreci,stion, amortization, and income taxes; and number of 
employees. In the opinio:n 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. 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 intere;st 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 se:cvices including local and long distance telephone, 
video programming and dalra 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 ("BISCO"), 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 Electric 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, Inc. ("Ultranet') and Erols 
Internet, Inc. ("Erols") , respectively. The Company also has hybrid 
fiber/coaxial operations :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. 

1996 
. . . . . . . 

For the Year Ended December 3 1 .  

Hybrid Fiber/Coaxial 
_.__________.__..... 
sales 
Operating income before depreciation 

Depreciation and amortization 
Operating income 
Additions of property, plant and equipment 
Identifiable assets 

and amortization 

Advanced Fiber, Wireless Video and 

Other Operating 
_______________._ 
sales 
Operating loss before depreciation 

and amortization 
Depreciation and amortization 
Operating loss 
Additions of property, plant and equipment 
Identifiable assets 

Corporate 

Sales 
Operating loss before deprt?ciation 

Nonrecurring charge 
Depreciation and amortizat:ion 
Operating loss 
Additions of property, plant and equipment 
Identifiable assets 

. . . . . . . . . 

and amortization and nonrecurring charge 

Consolidated _ _ _ _ _ _ _ _ _ _ _ _  
Sales 
Operating loss before depreciation 

Nonrecurring charge 
Depreciation and amortizati.on 
Operating loss 
Additions of property, plant and equipment 
Identifiable assets 

and amortization and nonrecurring charge 

$ 9 2 , 1 0 0  

3 9 , 7 6 7  
3 3 , 7 1 3  

6 . 0 5 4  
19 ,258  

159,763 

$ 3 5 , 1 1 1  

( 3 9 , 8 8 2 )  
1 8 , 4 8 0  

( 5 8 , 3 6 2 )  
5 6 , 4 5 4  

166 ,478  

$ 86 

( 7 . 5 5 5 )  
10 ,000  

1 , 0 1 2  
(18 ,567)  

3 , 3 3 0  
8 2 4 , 7 5 1  

$ 1 2 7 , 2 9 7  

( 7 . 6 7 0 )  
10 ,000  
53 ,205  

( 7 0 , 8 7 5 )  
79 ,042  

1 ,150 ,992  

$ 84,096 

4 0 , 0 9 4  
3 3 , 1 3 1  

6 , 9 6 3  
1 4 , 0 1 0  

335,285 

$ 20 ,768  

(11 ,711)  
4 , 9 7 0  

( 1 6 , 6 8 1 )  
2 3 , 7 1 4  
87 ,419 

5 46 

(2 .580)  

780 

824 
205 ,381  

13,360) 

$104,910 

2 5 , 8 0 3  

3 8 , 8 8 1  
( 1 3 , 0 7 8 )  
38 ,548  

628,085 

$ 66.404 

2 8 , 4 5 8  
20  I 723 

7 .735  
19 ,226  

3 5 9 , 4 0 1  

$ 25 ,528  

( 8 , 4 1 6 )  

( 9 , 3 2 0 )  
6 , 4 5 3  

1 4 , 4 9 1  

904 

5 65 

( 3 , 0 4 8 )  - 
709 

I 3  I 7 5 7 )  
4 , 1 7 5  

275,718 

$ 91 ,997  

16 ,994 

22 .336  
( 5 , 3 4 2 )  
29 .854  

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 period. Actual results could differ from those estimates. 

Cash and Temporary Cash Investments - For purposes of reporting cash flows, the 
Company considers all hi'ghly liquid investments purchased with an original 
maturity of three months or less to be temporary cash investments. 
cash investments are stated at cost which approximates market. 

Short Term Investments a:nd 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 acoordance with Statement of Financial Accounting 
Standards No. 115 - "Accounting for Certain Investments in Debt and Equity 
Securities." At Decembe:c 31, 1997 and 1996, marketable debt and equity 
securities have been catsgorized 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 C0;3t 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 o:E depreciable property. The average estimated lives of 
depreciable property, plant and equipment are: 

................ 

................................... 

Temporary 

.................................................................. 

.............................................. 

Hybrid fiber/coaxial plant 
Advanced fiber plant 
Wireless & other plant 
Buildings and leasehold improvements 
Furniture, fixtures and vehicles 
Other 

Lives 

5-22 years 
10-15 years 

5 years 
5-45 years 
3-10 years 

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 1083s 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 Stmdards No. 121 - "Accounting for the Impairment of Long- 
Lived Assets and for Long-Lived Assets to be Disposed of ("SFAS 121"). SFAS 
121 requires 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. 111 the sum of the expected net future cash flows 
(undiscounted and without 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 programing services are recorded in the month the service 
is provided. 
fees. 

Internet access service revenues are recorded based on contracted 

Advertising Expense - .Advertising Costs are expensed as incurred. 

expense charged to operations was $12.203, $1,441 and $862 in 1997, 1996 and 
1995, respectively. 

Stock Based Compensation - The Company applies Accounting Principles Board 

Opinion No. 25 - '"Accounting for Stock Issued to employeesii ('APB 25") in 
accounting far its s t m k  plans. 
provisions of StatemenC Of Financial Accounting Standards NO. 123 - "Accounting 
for Stock-Based Compensation" 1"SFAS 123") . 
Earnings (loss) per sh,a.re - The Company has adopted Statement of Financial 

Accounting Standards No. 128 - Earnings Pel Share ("SFAS 128"). Basic earnings 
lloss) 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 llossl per share is computed based on net income (loss) divided 
by the weighted average number of shares of convnon stock outstanding during rhe 
period after giving ef:Eect to convertible securities considered to be dilutive 
common stock equivalen1:s. The conversion of stock options during periods in 
which the Company incu:cs a loss from continuing operations is not assumed since 
the effect is anti-dilutive. The number of stock options which would have been 
converted in 1997 and have a dilutive effect if the Cowanv 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 llossl 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 c0-n #?quity owned. 

Advertising ................... 

........................ 

The Company has adopted the disclosure - only 

......................... 

5 0 . 0 4  

Income Taxes - The company and its subsidiaries report income for federal tax 

pulpoees 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 expenst! 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 losses 
and credits could not have been used on a separate return basis. The Company 
accounts for income tases 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 assets and liabilities for the 
expected future tax consegllences of temDOraw differences between financial 
reporting basis and tzc b&is of assets-and iiabilities. If it is more likely 
than not that some porl:ion or all of a deferred tax asset will not be realized. 
a valuation allowance is recognized. 

Investment tax credits ("ITC"1 for the Company have been deferred in prior years 
and are being amortized mer the average lives of the applicable property. 

Foreign Currency Trans'lation - The Company has a 4 0 %  interest in Megacable. For ................__._~~..~.~~ 
purposes of determining its equity in the earnings of Megacable, the Company 
translates the revenue:; and expenses of Megacable into U.S. dollars at the 
average exchange rates that prevailed during the period. Assets and liabilities 
are translated into U . 8 .  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 rrhown 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. AB 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 traneacted by wholly owned subsidiaries 
of C-TEC. The acquired businesses were transferred to the Company in connection 
with the Distribution. 

On August 30, 1996, FNY Holding Company. Inc.. formerly a wholly owned 
subsidiary of C-TBC ("FNY"1 acquired from Kiewit Telecm Holdings, C-TEC's 
controlling Shareholder at the time, an 80.1% interest in Freedom New York, LLC 
and all related rights and liabilities I'Preedom''1 for cash consideration of 
approximately $29.000. In addition, FNY assumed liabilities of approximately 
$7,600. (In March 1996. Freedom 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 1996. The full fair value of assets 
acquired and liabilities assumed has been reflected in the Company8s financial 
statements with minorit:y 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 assumed. There was no excess cost over fair value of net assets 
acquired. 

Contingent consideration of $15.000 was payable in cash and was to be baaed upen 
the number of net eligj.ble subscribers. as defined in the Acquisition Agreement, 
in excess of 16,563 de1.ivered 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 amount invested by Kiewit Telecom Holdings in Freedom. This 
amount has been charged to operations. 

On March 21, 1997, the Company paid $15,000 in full satisfaction of contingent 
consideration payable lor the original acquisition Of Freedom. Additionally, 
pursuant to the terms of the Freedom Operating Agreement. the assets of RCN 
Telecom 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 oE 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 lthe quarter 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 
$26,300, including a $1.0110 deposit made in 1994, and a $4,000, 5% promissory 
note of RCN Cable. In addition, RCN Cable 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, 1995, RCN Cable also assumed management of Twin County. As a result, RCN 
Cable had control of Twin County and accordingly Twin County is consolidated in 
the Company's financial statements since May 1995, the date of the original 
acquisition. The remaining outstanding common stock of Twin County was acquired 
in September 1995 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 value 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 
assets 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 is being amortized over a period of 
approximately 10 years. 

In January 1995, RCN International 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 equity 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 1.5 years. 

In January 1995, RCN Cable purchased the assets of Higgins Lake Cable, Inc. for 
cash of approximately $4.7'50. 

In June 1995, C-TEC invest.ed 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 Commanv Durchased the assets used in the Drovision of 
residential telephone se&ic;s- in New York by RealCom Office Cohmunications, 
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 informaticsn is provided for information purposes only. It is based 
on historical infomticmn and does 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, 
1997 1996 

(Unaudited) 
Sales $127,297 $110,116 
(Loss) from continuing operations before extraordinary items $172.245) $120,189) 
Net 110.9s) $153,831) $(16,807) 
Pro Forma Earnings Per Share: 

Net lloss) $ (.98) $ (.31) 
(rOss) from continuing operations before extraordinary items $ (1.31) $ (.37) 

5. SHORT-TERM INVESTMENTS 

Short-term investments, stated at cost, include the following at December 31, 
1997 and 1996: 

Federal Agency notes 
Commercial Paper 
Corporate debt securities 
Certificates of deposit 

Total 

1997 1996 
........ - - - - - - - - 
5110.966 $ . .  

43,859 8,823 
222.785 38,008 
37.993 

........ ........ 

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 
Advanced fiber plant 
Wireless h other plant 
Buildings, leasehold improvements and land 
Furniture, fixtures and vehicles 
Construction in process 
Other 

$ 157,652 
76,572 
4,771 
16,607 
23,399 
28,195 

563 

$148,172 
29,226 
4,245 
10,989 
18,119 
9,013 
593 

Total property, plant and equipment 
Less accumulated depreciation 

307,759 
1107,4191 ......... 

Property, plant and equipment, net $ 200,340 
. .__. _ _ _ _  . .__. _ _ _ _  

Depreciation expense was $24,257, $19,372 and S13.236 for the years ended 
December 31, 1997, 1996 and 1995. respectively. 



7. INVESTMENTS AND JOINT VENTURES 

Investments at December 31, are as follows: 

Megacable 
Partnership 
Other 
Total Investments 

1997 1996 
~. ~ ~ ~. . ......... 

$70,363 $74.232 
2,315 

61 
. . - - - - - ....... 
$70.424 $76,547 
__.____ ....... _. .____ ....... 

Investments carried on the equity method consist of the following at 
December 31: 

Percentage Owned 
1997 1996 
....... ....... 

Megacable 
Partnership Interest 
Starpower Communications, LlLC 

40.00% 40.00% 
33.339 

50.00% 

a. In September 1996, R.CN 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 communications 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 Ithe "Boston Joint 
Venture Agreement') providing for the organization and operation of RCN-BECOCOM, 
LLC ("RCN-BECOCOM"). 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 o m s  51% of th.e equity interest in RCN-BECOCOM and BECO, o m s  the 
remaining 49% interest. Future capital contributions are required to 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 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. 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) m.ke 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 obligations 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-BECOCOM into the Common 
Stock of RCN pursuant to specific terms and conditions. If BBCO 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 1997. 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, 1997, 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 jdnt 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 voice, 
video, data and other telecommunications services to all potential commercial 
and residential customexs 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 19, 1997. 

Pursuant to the Amended and Restated Operating Agreement, RCN and Pepco 
Communications are each required to make additional capital contributions in 
accordance with a schedu.le 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 Cc8mmunications 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 th.e 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. 

c. The basis of the Company'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 equity in the net 
assets was $75,886. The Company recorded its proportionate share of (losses) and 
amortization of excess cost over net assets of ($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 Cu?rency 
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 nesi0 into 11 s dollarc 
creates translation adjustments which are included in net income. Exchange 
gains (losses) of S(121, $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 
Liabilities 
Stockholders' equity 
Sales 
Costs and expenses 
Foreign currency transaction gains (losses) 
Net income 

$ 76,323 $ 67,672 
$ 8.347 $ 6.455 
$ 67.976 $ 61.217 
$ 30,441 $ 23,225 
$ 23.389 $ 15.689 
$ (31) $ 618 
$ 6,653 $ 10,226 

8. INTANGIBLE ASSETS 

Intangible assets consist of the following at December 31, 

Amortization period 1997 1996 
................................... 

Franchises and subscriber lists 
Noncompete agreements 
Goodwill 
Building access rights 
Other intangible assets 

Total intangible assets 

Less accumulated amortization 

2-10.5 years $ 79,273 $ 78.720 
5-8 years 11,209 11,209 
5-10 years 42.787 16,830 
3-4  years 15,197 14,920 
5-15 years 1,469 520 

................ 

149,935 122,199 

(53,388) (28,728) ................ 

Intangible assets, net $ 96,547 $ 93.471 _ _ _ _ _ _  ._ _..__.._ ======== 

Amortization expense charaged to operations in 1997, 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 
................ 

$17,682 $15,310 Note and interest receivable - Mazon Corporativo, S.A. de C.V. 
Debt issuance costs 19,743 309 
Prepaid pension costs 2,967 
Prepaid professional services 938 3,439 
Other 2,675 2,121 

............ 

Total 

10. DEBT 

a. Long-term debt 

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

1997 1996 
................ 

Senior Secured Notes 9 . 6 5 1  due 1999 
Revolving Credit Agreement 
Term Credit Agreement 
Senior Notes 10% due 2007 
Senior Discount Notes 11 1/8% due 2007 

Total 

Due within one year 

Total Long-Term Debt 

5 - $131,250 
3,000 

100.000 
225,000 
358,103 
................ 
686,103 131,250 

................ 

$686,103 $131,250 
................ ._.___._ ___..___ 

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 1/81 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 comenced an SEC registered Exchange Offer of its 101 
Senior Notes due 2007, series B for any and all outstanding 10% Senior Notes due 
2007. Series A and its 11 1/81 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 1998. All outstanding notes were exchanged. 

The 10% Senior Notes were issued under an indenture dated October 17, 1997 lthe 
'"10% Indenture") between the Company and The Chase Manhattan Bank, aa Trustee. 
The 101 senior Notes are general senior 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 
101 Senior Notes plus approximately $1.000 Of aggregate interest, representing 
funds that, tqether 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 
arrear~ on each April 15 and October 15, comencing April 15, 1998. 

The 10% Indenture contains certain covenants that. among other things, limit the 
ability of the Company and its subsidiaries to incur indebtedness, pay 
dividends. prepay subordinated indebtednees, repurchaee 



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 starthg 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, 1997 (the "11 1/8% 1:ndenture") between the Company and The Chase Manhattan 
Bank, as Trustee. The 11. l/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 l/8% Senior Discount Notes 
were issued at a discourit to yield gross proceeds of $350,000. The 11 1/89 
Senior Discount Notes will not bear cash interest prior to October 15, 2002. 

The 11 l/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 l/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. 

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 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 $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 $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 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 into a private placement of Senior Secured Notes 
for $150,000 and a $70,(100 Revolving Secured Credit Agreement, which was 
voluntarily reduced to $60,000 in 1990 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. 011 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 since 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, In=., RUU Cable 
issued a $4,000 promissory note at 5% due in May 2003. The note was unsecured. 
In September 1996, the note w a s  canceled in settlement of certain purchase price 
adjustments. 

Contractual maturitiee of long-term debt are as follows: 

Year Ending December 31, Aggregate mounts 

1998 
1999 
2000 
2001 
2002 

5 
$ 3.750 
$11,250 
$16,250 
$20,500 

b. Short-term debt 

At December 31. 1997. the Company had unused lines of credit for $5.500 at prime 
1 8 . 5 O t  at December 31. 19971. 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 31.19971. 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. INCOME TAKES 

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

current: 
Federal 
state 

Total Current 

Deferred: 
Federal 
State 

Total Deferred 

Amortization of ITC 

Provision (benefit) for income taxes: 
Before extraordinary item 
Extraordinary item 

Total (benefit1 provision for income taxes 

1997 

$ (11.7951 
1.449 

(10.3461 

l10.161) 
(3421 

110,5031 

(20.8491 
(1.728) 

1996 
........ 

$ 5,730 
1,102 

....... 

6,832 
....... 

14.7511 
(1,OOOl 

15.7511 

1102) 

....... 

....... 

....... 

979 

....... 

5 979 

1995 
....... 

(5,7131 
375 

....... 

15.338) 
....... 

7,016 
(3771 

....... 

6,639 
....... 

(182) ....... 

1,119 

. - - - - - - 
$ 1,119 

At December 31, 1997 a:nd 1995, the Company had tax related balances due from 
affiliates of $3,186 a:nd $501, respectively. At December 31, 1996. the Company 
had tax related balanc,as due to affiliates of $817. 



Temporary differencee that give rise to a significant portion of deferred tax 
assets and liabilities at December 31, are as follows: 

1997 1996 
.................. 

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 
Other. net 

Total deferred tax assets 

Property, plant and equipment 
Intangible aasets 
All other 

Total deferred liabilities 

Subtotal 
Valuation allowance 

Total deferred taxes 

$ 10,078 $ 2,130 
167 219 

1,031 882 
844 693 
586 959 ~~~ ~~~ 

3.985 4,771 
2,368 2,299 
1,823 1,888 ................ 

20,882 13,841 
................ 

114,759) 115,019l 
111,253) 117,776) 
11.2571 11,229) 

................ 

127,269) 134.0241 
................ 

................ ................ 

In the Opinion Of mana'qement, 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 
substantially 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 to their realization. The 
valuation allowance relates primarily to state net operating loss carryforwards 
generated by certain subsidiaries. 

The net change in the valuation allowance for deferred tax assets during 1997 
was an increase Of $4.713. 

Net operating losses will expire as follows: 

Federal state 

1999 
2000 
2001 
2002 
2003 
2004 
2011 
2012 
2017 

Total 

$8,218 

$8,218 
...... 

._..__ ___.__ 

$ 2,793 
3,087 

14,532 
3,141 

10,244 
3,767 

38.116 
8.028 

$83,708 



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 

Federal income tax benefit at statutory rate 
State income taxes net of federal income tax benefit 
Investment tax credits amortized 
Amortization of goodwill 
Estimated nondeductible expenses 
Adjustment to prior year accrual 
Other, net 

December 31, 
1997 1996 

.................. 

(102) 
830 779 

1.913 1.564 
1197) 421 
397 4 

............. 

1995 
....... 

$3,233 

$1,131 
133)  
( 5 0 )  
388 
193) 

1161) 
I631 

..^___ 

$1,119 
____.. _ _ _ _ _ _  

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 $500. 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 $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, 1997, 54,989,870 shares of common stock are issued and outstanding. 

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 split is March 20, 1998. Stockholders of record at the market close 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 option 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 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 tims, 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 RCI!?, 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 

Shares Exercise 
Number of Average 
................. 

Price 
Outstanding December 31, 1994 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1995 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1996 
Granted 
Exercised 
Canceled 

Outstanding December 31, 1997 

shares exercisable December 31, 1997 

1,431,000 
1,257,000 

280,000 

2,408,000 
190.000 
58,000 

272,000 

2,268,000 $ 7.10 
4,862,100 $14.31 

3,000 $ 8.36 
20,000 $ 8.07 

The following table summa:rizes stock options outstanding and exercisable at 
December 31, 1997: 

1.221.000 ......... 



No compensation expense related to stock option grants was recorded in 1997 a8 
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 SPAS 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 1997, 1996 
and 1995; expected volatility of 38.6% prior to the Distribution and 4 9 . 8 %  
subsequent to the Distribution for 1997 39.5% for 1996, and 35.9% for 1995; 
risk-free interest rate of 6.52%. 5.95% and 6.32% for 1997, 1996 and 1995, 
respectively; and expected lives of 5 years for 1997,1996 and 1995. 

The weighted-average fair value of options granted during 1997 w a s  $7.46. 

For purposes 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: 

Net earnings - as reported 
Net earnings ~ pro forma 

1997 1996 1995 
......... ........ ...... 

$152,391) $15,989) $2,114 
$154,419) $16,612) $1,695 

Basic earnings per share - as reported $ (0.95) $ 10.11) $ 0 . 0 4  
Basic earnings per share - pro forma $ (0.99) $ 10.12) $ 0.03 

Diluted earnings per share - pro forma $ (0.99) $ 10.12) $ 0.03 
Diluted earnings per share - as reported $ (0.95) $ (0.11) $ 0 . 0 4  

In November 1996, the C-TEC shareholders approved a stock purchase plan for 
certain key executives Ithe 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 participant's total contribution exceed 20% of the sum of 
their annual compensation, 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 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 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 e1,ected by the participant. following the earlier of the 
participant's termination of employment or three calendar years following the 
date on which the shar,e 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 C-TEC Conmon Stock for each share unit being distributed. 

Following the creditha of each share unit to a participant's account. a 
matching share of Comm,m Stock is issued in the participant's name. Each 
matching share is subj,sCt to forfeiture as provided in the C-TEC ESPP. The 
issuance of matching s:hares 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. 

Shares of restricted C-TEC Comon Stock awarded under the C-TEC Executive Stock 
Purchase Plan and sham units awarded under the C-TEC ESPP that relate to C-TEC 
Common Stock w e r e  adjusted so that following the Distribution, each such 
participant w a s  creditmed with an aggregate equivalent value of restricted shares 
of common stock of Commnwealth Telephone Enterprises, the Company and Cable 
Michigan. In 1997, the Company's Board of Directors approved the RFN Corporation 
Executive Stock Purcha,se Plan Ithe "RCN ESPP"), with terms substantially the 
same a8 the C-TEC ESPP. The number of 



shares which may be distributed under the RCN ESPP as matching ehares 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 over the vesting period. Expense 
recognized in 1997 and 1996 was $80 and $145, respectively. 

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 
emlovees of C-TEC'S Pennsylvania cable television operations (formerly Twin 
co;nt$ Trans Video, Inc.)  bere 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: 

1996 1995 
................. 

Benefits earned during the year (service Cost) $ 2,365 $ 1,656 
Interest cost on projected benefit obligation 3,412 3,083 
Actual return on plan assets (3,880) (12.897) 
Other components - net (1,456) 8.482 

............... 

Net periodic pension Cost $ 441 $ 324 
======= ======== 

The following assumptions were used in the determination of the consolidated 
projected benefit obligation and net periodic pension Cost: 

December 31, 
1996 1995 
............ 

Discount rate 7.5% 7.01 

6.0% 6 . 0 1  weighted average long-term rate of compensation increases 
Expected long-term rate of return on plan assets 8 . 0 %  8 . 0 9  

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 $158 and $251 for 1996 and 1995. 
respectively. These amounts are reflected in operating expenses. AS discussed 
below, no pension cost (credit) was recognized in 1997. 

1n connection with the restructuring, C-TEC completed a comprehensive study Of 
its employee benefit plans in 1996. AB 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 participants in 
~ecember 1996. 1n ~ecember 1996, C-TEC allocated pension 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 w a s  $3.437. This gain results primarily from the 
reduction of the related projected benefit obligation. The curtailed plan has 
assets in excess of the oroiected benefit obliqation. Such excess amounts to 
$3,917 which, along with-un;ecognized 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 recognized 
in C-TEC's balance sheet at December 3 1 ,  1 9 9 6 :  

Plan assets at fair value 

Actuarial present value of benefit obligations: 

Accumulated benefit obligations: 
Vested 
Nonvested 

Total 
Effect of increases in c'ompensation 

Plan assets in excess of (less than) 
Unrecognized transition asset 
Unrecognized prior service cost 
Unrecognized net gain 

projected benefit obligation 

$ 5 5 , 3 2 5  

3 2 , 3 7 2  
1 , 7 0 4  

3 4 , 0 7 6  
6 , 0 4 2  

1 5 , 2 0 7  
( 3 , 4 6 3 )  
2 , 4 3 8  

( 1 1 , 2 1 5 )  

Prepaid pension cost 

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 appoximately $ 5 , 8 3 5  at December 3 1 ,  1 9 9 6 .  

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 ccinnection with the Distribution in 1 9 9 7 .  

C-TEC sponsors a 4 0 1 ( k )  savings plan covering substantially all employees of the 
Company who are not cove.red by collective bargaining agreements. Contributions 
made by the Company to the 4 0 1 ( k )  plan are based on a specific percentage of 
employees contributions. Contributions charged to expense were $354 and $268  in 
1996 and 1 9 9 5 ,  respectively. Contributions charged to expense in 1997  prior to 
the Distribution were $ 5 1 5 .  

In connection with the Distribution, RCN established a qualified savings plan 
under Section 4 0 l ( k )  of the Code that will also qualify as an ESOP under 
Sections 401la) and 4 9 7 5 , ( e )  ( 7 )  of the Code Ithe "ESOP"). Eligible active 
employees under the ESOE', employees of the Company Businesses who make Section 
4 0 1 ( k )  contributions andl certain other employees will be allocated shares of 
Company Common Stock. Contributions charged to expense in 1997  were $306 .  

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 sa.lary continuance. The Company accrues the cost of 
postemployment benefits over employees' service lives. The Company uses the 
services of an enrolled 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 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 1 9 9 7 ,  1996  and 1 9 9 5 ,  
respectively. 



14. COMMITMENTS AND 03NTINGENCIES 

a. The Company had various purchase commitments at December 31, 1997 related to 
its 1998 construction budget. 

b. Total rental expense, primarily for office space and pole rentals. was 
$3,505, $3,632 and $2,846 for 1997, 1996 and 1995, respectively. At December 31, 
1997, rental conmitments under noncancelable leases, excluding annual pole 
rental comitments of approximately $794 that are expected to continue 
indefinitely, are as follows: 

Year 

1998 
1999 
2000 
2001 
2002 
Thereafter 

Aggregate Amounts 

$3,725 
$3,314 
$2,939 
$2,826 
$2,848 
$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 

1998 
1999 
2000 
2001 
2002 
Thereafter 

Network Services 

$3,026 
$3,064 
$3.012 
$2.762 
$ 12 
5 14 

e. The Company is subject to the provisions Of the Cable Television Consumer 
Protection and Competition Act of 1992, as amended, and the Telecomunications 
Act of 1996. The Company has either settled challenges or accrued for 
anticipated exposures related to rate regulation. However, there is no 
assurance 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 
liquidity of the Company. 

9. 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 
against 301 of any liability which arises from or relates to the management or 
conduct prior to the effective time of the Distribution of the businessee 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 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. mder 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. 
committed to make quarterly capital contributions aggregating the following in 
the years ended December :31: 

Under the Starpower Amended and Restated Operating Agreement, the Company is 

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 increased 
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 less than $24,000, RCN will issue to the ESOP, in exchange for a 
note from the ESOP (the "ISSOP 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 shares to the ESOP in 
excess of 5% of the number of shares of Outstanding Company Common Stock. 



15. AFFILIATE AND RELRTED PRRTY TRANSACTIONS 

The Company had the following transactions with affiliates during the years 
ended December 31, 1997, 1996 and 1995: 

Corporate office costs allocated to affiliates 
Cable staff and customer service costs allocated to 

Interest income on affiliate notes 
Interest expense on affiliate notes 
Long-distance terminating access charge expense from CTE 
Royalty fees charged by CTE 
Revenue from engineering services 
Other affiliate revenues, 
Other affiliate expenses, 

Cable Michigan 

1997 1996 1995 
....... ....... ..__._. 

$12,091 

3,489 
8,688 

537 
1,312 

669 

1,576 
2,199 

$12,362 

3,577 
15,119 

354 
728 
859 
296 

1.980 

$10,003 

2,952 
17,340 

279 
862 
533 

2,169 
6 

2,090 

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 15896, the Company has accounts payable to related parties 
of $3,748 and $4,880, rcspectively. for these transactions. 

The Company had notes receivable of $7,914 in 1996 from advances by the 
Company's corporate financial services company to CTE. The Company also had 
notes receivable of $145,567 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 
connection with the Distribution. 

The Company had notes payable of $11,854 in 1996 from excess cash advanced by 
CTE to the Company's corporate financial services company for investment. All 
intercompany notes payatile were settled in connection with the Distribution. 

16. OFF BALANCE SHEET S.ISK AND CONCENTRATION OF CREDIT R I S K  

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 clash and temporary investments with high credit quality 
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 does, 
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 consequence, 
concentrations of credit risk are limited. 

17. DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS 

a. Cash and temporary aash investments 

The carrying amount approximates fair value because of the short maturity of 
these instruments. 
b. Short-term investments 



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. 

c. Long-term investments 

Long-term investments con~ist of investments accounted for under the equity 
method for which disclosure of fair value is not required. The note and 
interest receivable are ctarried at cost plus accrued interest which management 
believes approximates fai:r value. 

d. Investments restricted for debt service 

Investments restricted fo:r 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 value of fixed rlPte 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, i't would obtain similar rates in the current market. 

f. Letter of credit 

The contract amount of le'tters of credit represents a reasonable estimate of 
their value since such in;struments reflect fair value as a condition of their 
underlying purpose and arc3 subject to fees competitively determined in the 
marketplace. 

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

1997 1996 
.................... ._______________... 
Carrying Carrying 
Amount Fair value Amount Fairvalue 

Financial Assets: 
Cash and temporary cash investments 

Note and interest receivable 
Investments restricted for debt service 

Fixed rate long-term debt: 

Short-term investments 

Financial Liabilities: 

Senior Secured Notes 
Senior Notes 10% 
Senior Discount Notes 11.125% 

Floating rate long-term debt: 
Revolving Credit Agreement 
Term Credit Agreement 

Unrecognized financial instruments: 
Letters of credit 

$222,910 
$415,603 
$ 17,682 
$ 61,911 

$ - 
$225,000 
$358,103 

$ 3,000 
$100,000 

$ 3,060 

$222,910 
$415,603 
$ 17.682 
$ 61,911 

$ . 
$233,438 
$377,156 

$ 3,000 
$100,000 

$ 3,060 

$ 61,843 
$ 46,831 
$ 15,310 

$131,250 

$ 3,060 

$ 61,843 
$ 46,831 
$ 15,310 

$137,459 

$ 3,060 



18. QUARTERLY INFORMATION (Unaudited) 

1997 1st Quarter 2nd Quarter 3rd Warter 4th Quarter 
............................................... 

S d E S  5 29.677 $ 31,029 s 31.118 5 35,443 

amortization and nonrecurrincl charges $ 4,153 $ 8 5 0  144.3321 158.3411 
operating income Ilossl before depreciation. 

operaring llosel $118,0371 $112,4161 $118.0111 $122,4111 
LOBS before extraordinary C h a r g e  U/h N/A N/A $117.1161 
LOBB before extraordinary charcie per 

average co-n share N/A a/n N/A $ 10.311 

Common Stock 
High 
LOU 

1996 

Sales 
operating income before depreciation 

and amortization 
operating IlOSSI 

w a  N/A $ 16.63 $ 21.63 
N/A N/A 5 12.44 $ 12.50 

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter ............................................ 

$ 2 4 . 1 6 5  $ 24.852 $ 26.746 S 29,147 

$ 4.199 5 7.777 S 9,188 $ 4.639 
$ 14.6211 $ 11.2331 5 1191 S 17,205) 

19. SWSEQUGNT EVENTS 

a. 
Notes with an aggregate principal amount at maturity of $567,000, due February 
2008. The 9.8% Senior E8iscount Notes were issued at a discount and generated 
gross proceeds to the Cc,mpany of $350,587. 

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. 
yield gross proceeds of $350,587. The 9.8% Senior Discount Notes will not pay 
cash interest prior to Eebruary 15, 2003. The yield to maturity of the 9.8% 
Senior Discount Notes, d.etermined on a semi-annual bond equivalent basis, will 
be 9.8% per annum. 

The 9.8% Indenture conta.ins certain covenants that, among other things, limit 
the ability of the Compa.ny and its subsidiaries to incur indebtedness, pay 
dividends, prepay subordlinate 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 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 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 
"Erols Merger Agreement") among RCN, Erols Internet, Inc. ("Erols"), Erol 
Onaran, Gold & Appel Transfer, S.A., a British Virgin Islands corporation ("Gold 
L Appel") , and BNET Holdings, Inc., a Delaware corporation and a wholly owned 
subsidiary of RCN ("ENET") , to acquire all of the outstanding shares of common 
stock of Erols. The merger was consurmnated 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 Company is converting approximately 999,000 Erols stock 
options to 699,104 RCN EltOCk options at an average exercise price of $3.424 per 
share. The transaction was accounted for under the purchase method of 
accounting. 

In February 1998, th.e company completed an offering of 9.8% Senior Discount 

The 9.8% Senior Discount Notes were issued at a discount to 



RCN expects to contribute to Starpower approximately 60% of the subscribers 
acquired in the acquisition of Erols. 

c. On January 21, 1998, IICN, UNET Holdings, Inc., a wholly owned subsidiary of 
RCN, and Ultranet Communications, Inc. ("Ultranet") entered into an Agreement 
and Plan of Merger (the "Ultranet Merger Agreement"). The total consideration 
for the acquisition was '7.368 in cash, 890,384 shares of RCN common stock, and 
$3,000 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 1JltraNet stock options. The transaction was 
consummated on February 2'1, 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 Ithe Merger Agreement, Mergersub will be merged with and 
into Lancit (the "Merger":I 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 reasonable assurance that the 
Company's assets are protiscted and that all transactions are accounted for in 
conformity with generally accepted accounting principles. The system includes 
documented policies and guidelines, augmented by a comprehensive program of 
internal and independent ;audits conducted to monitor overall accuracy of 
financial information and compliance with established procedures. 

Coopers L 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 o:E 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 Shareholders of RCN Co:rporation: 

We have audited the consolidated financial statements and financial statement 
schedules of RCN Corporation and Subsidiaries listed in Item 14(a) of this Form 
10-K. These financial statements and financial statement schedules are the 
responsibility of the Company's management. Our responsibility is to express an 
opinion on these financia:l 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. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the conso:tidated financial statements referred to above present 
fairly, in all material respects, the consolidated 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 1.0 be included therein. 

\s\ Coopers & 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 
!<TARPOWER COMMUNICATIONS, LLC 

This AMENDED AND RESTATED OPERATING AGREEMENT OF STARPOWER COMMUNICATIONS, LLC 
(this "Agreement") is made and entered into effective as of , 1997 
(the '"Effective DatetD), 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 into an initial LLC operating agreement dated 
as of October 2 8 ,  1997 (the "Initial Operating Agreement#') and desire to amend 
and restate the Initial Operating Agreement, in its entirety. 

FOR AND IN CONSIDERATIOI'J OF the mutual covenants, rights, and obligations set 
forth in this Agreement, the benefits to be derived therefrom, and other good 
and valuable consideration, the receipt and the sufficiency of which each Member 
acknowledges, the Members agree that the Initial Operating Agreement is hereby 
amended in its entirety as follows: 

ARTICLE 1 

DEFINITIONS _ _ _ _ _ _ _ _ _ _ _  

1.1 CERTAIN DEFINITIONB. 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 - 
l(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- 
l(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 cont:ributed after the date hereof. 

"Agreement" has the meaning given 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) that (i) makes a general assignment for the benefit of creditors, (ii) 
files a voluntary bankruptcy petition, (iii) becomes the subject of an 
order for relielE 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 

(b) with respect to which (i) a proceeding is commenced seeking 
reorganization, arrangement, composition, readjustment, liquidation, 
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 liquidator 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 appointment 
has been vacated. 

"Baltimore Gas 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 Agreement, the Assignment of Benefits 
Agreement, the PCI Guarantee, the RCN Guarantee, the Overhead Attachment 
Agreements, the Agency Ag:ceement and the Contribution 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" meanis, with respect to any asset, the asset's adjusted tax 
basis for federal income ltax purposes except as follows: 

(a) The initial Carrying Value of any asset contributed to the Company by a 
Member shall be the Agreed Value of such asset; 

(b) Consistent with lrhe provisions of Section 1.704-l(b) ( 2 )  (iv) (f) of the 
Regulations, the Carrying Value of all Company assets shall be adjusted to equal 
their respective gross fa:ir market values upon the happening of any of the 
following events: (i) issuance of additional Membership Interests to new or 
existing 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 ,4 de minimis amount of Company property (other than a 
distribution solely of caish 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- 
l(b) (2 )  (ii) (g) . 

(c) The Carrying Valui?s 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-l(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" O E  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, more than 5 0 %  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 control the management of such Member; provided, 

however, that the Ba1timo:ce 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 
Section 3.3. 

'"Change of Control No~Lice" has the meaning given that term in Section 
3.3(b) (ii). 

"Code" means the 1nte:mal Revenue Code of 1986 and any successor statute, as 
amended from time to time. 

"Company" means Starpower Communications, LLC, a Delaware limited liability 
company. 
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"Company Nonrecourse Deductions' means the amount of deductions, losses and 
expenses attributable to ICompany Nonrecourse Liabilities, as determined in 
accordance with applicable Regulations. 

"Company Nonrecourse Liabilities" means nonrecourse liabilities (or portions 
thereof) of the Company for which no 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 Ithe 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 policies of such Entity, whether through the 
ownership of voting securities, by agreement or otherwise. 

"Cost" shall mean reasonable 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 p:cofit 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 Menher Parent, or any subsidiary or Affiliate, shall 
reflect a consistent and :Eair 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 Violation" has the meaning given that term in Section 7.11. 

"Deadlock Event" has the meaning given that term in Section 7.15. 

"Default Interest Ratt?" 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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'Delinquent 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 equal 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 depreciation, 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. I' "Disposing, or "Disposition" means a sale, assignment, transfer, 
exchange, pledge, grant o:E a security interest, or other disposition or 
encumbrance, or the acts thereof. 

'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 L o s s "  has the meaning ascribed to it in Section 1.752-2 of 

the Regulations. 

"Effective Date" has the meaning given that term in the introductory 
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 lche meaning given that term in Section 3.3(b) (ii). 

"Forecast Member Tax liequirements" 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 fiecal 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 year. 

"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 quoted by 
Citibank, N.A. from time I: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) (iii). 

"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 into 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 5 0 % .  

"Major Cost Categories" 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. ]?or 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 as 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 such 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 PC:I-Sub shall mean such other Entity and lb) 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 (liquidating 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 ICompany properties that are subject to Company 
Nonrecourse Liabilities 
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in full satisfaction of such 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. 

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 case 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 Agreed Value" means (i) in the case of any Contributed Property, the 

"Net Income" or "Net Loss" 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: 

(C) 

(d) 

Any income of the Company that is 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; 

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-l(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; 

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; 

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; 
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To the extent that an adjustment to the adjusted tax basis of any 
Company asset pursuant to Section 734(b) or Section 743(b) of the Code 
is required pursuant to Regulations Section 1.704-l(b) (2) (iv) (rn) ( 4 )  to 
be taken into account in determining Capital Accounts as a result of a 
distribution other than in complete liquidation 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; 

In lieu of depreciation, amortization and other cost recovery 
deductions taken into account in computing such taxable income OK 
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 Company, 
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 purposes 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 cash investments, 
cash payments in connection with acquisitions, cash income tax payments and debt 
service (including principal and interest) requirements and other non-cash 
credits to income, plus forecast cash reserves for future operations or other 

requirements. 

_ _ _ _  

_ _ _ _  

_ _ _ _  
..__ _... 

_ _ _ _  

“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 hereto 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. 

"PCI-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 to 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 

"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) 
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19RCN" means RCN Telecom Services, Inc., a Delaware corporation. 

"RCN Corporation" means RCN Corporation, 

"RCN Guarantee" means that certain Guarantee of even date herewith granted 

a Delaware Corporation. 

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 

"RCN Services" means RCN Telecom Services, Inc., a Delaware corporation. 

"RCN-Sub" means RCN Telecom Services of Washington, D.C., Inc., a District 

corporation. 

of Columbia corporation and wholly-owned subsidiary of RCN. 

"RCN-Sub Non-Cash Capital Contribution" has the meaning set forth in Section 
s.l(a). 

"Regulations" means the final and temporary Income Tax Regulations 
promulgated under the Code, 
corresponding provisions of succeeding regulations. 

as amended from time to time, and including 

"Regulatory Allocations*~ has the meaning given that term in Section 
6.2(b) (viii). 

telecommunications services set forth on Schedule I1 to all potential commercial 
and residential customers in the Relevant Market. 

"Relevant Business" means the selling of voice, video, data and other 

"Relevant Market" means that specific service territory as set forth on 
Schedule 111. 

"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. 

"Shortfall Amount" has the meaning given that term in Section 7.11(a). 

"Shortfall 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.l(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 so given 
them. 

0.2 CONSTRUCTION. Whenever the context requires, 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 hereto, each 
of which is made a part hereof for all purposes. 

ARTICLE 1 

ORGANIZATION 
___._.______ 

1.1 ORGANIZATION. The Company was organized on October 2 8 ,  1997 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 designated 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 other 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 li) to construct, own, 
lease and operate a network to conduct the Relevant Business(es), (ii) 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 close 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") ; 

-14- 



(iv) Have outstanding at any time any indebtedness (including any 
indebtedness of subsidiaries) for money borrowed, guarantee the obligations 
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 connection with 
the business of the Company as may be necessary or desirable to further the 
purposes of the Company; and 

incidental to any of the foregoing or the Company's business. 
(vi) Carry on any other activities necessary to, in connection with, or 

(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. 

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. 

1.6 FOREIGN QUALIFICATION GOVERNMENTAL FILINGS. Prior to the Company's 

1.7 REGULATORY APPROVALS. The Members agree to use all commercially 
reasonable efforts to cooperate in obtaining all regulatory, third party and 
other approvals which may be necessary to form the Company and operate 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 reasonable efforts to take, 
all other actions, and to do, or cause to be done, all other 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 limitation. 

and to cause their Affiliates to take, 

(i) as soon as practicable following the execution of this Agreement, to 
make all applications and filings and to use their respective commercially 
reasonable efforts to obtain all other authorizations and consents required 
to be obtained by each Member or its Affiliates in connection with the 
consummation of the transactions contemplated by this Agreement and by the 
other Basic Agreements; 

(ii) in the event any changes 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 reasonable efforts to accommodate such 
changes to the extent they would not adversely affect such Member's rights or 
obligations 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 questions 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 cooperate 
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 reasonable 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, 
without right of sublicense, 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 termination of the license 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. 

royalty-free license, 

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 recognizes 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 thereof, 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 quality standards with respect to the use of the Marks, 
including reasonable rights of inspection with respect thereto, 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 to 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 "Offeror") 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, 
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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. 

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. 

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 

(v) Should the Offeree fail to purchase all of the offered Membership 

(vi) If an Offeror proposes to sell any part of its Membership Interest 
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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") 
thereafter shall be entitled to sell a portion of its Membership 
Interest in the Third Party Sale that is equal 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. 

to the Company and the Offeror within 15 days 

(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 previously 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. 

(c) 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 obtained, 

(iii)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 
approvals 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(c) 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. 

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. 

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 Disposition 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-Disposing 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). 

(d) Notwithstanding the foregoing, the provisions of this Section 3.2 shall 

(e) For the right of a Member to Dispose of a Membership Interest or any 

(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 to 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 connection with the legal opinions referred to in 
Section 3.2(e)) 
Company's and the other Member's invoices for the amount due by that Person. If 
payment is not made by the date due, 
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. 

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. 

on or before the loth Business Day after the receipt of the 

the Person owing such amount shall pay 

(g) Notwithstanding anything herein to the contrary, RCN-Sub may not 

(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 Control 
Member") shall promptly give notice thereof to the other Member. If reasonably 
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 6 0  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 Control 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 6 0  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, 
releases, 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 6 0  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 7 0 8  of the Code if such termination 
would result in material adverse tax consequences to the non- 
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transferring Members or 
a corporation for federal income tax purposes. 

for any liabilities of the Company, whether such liabilities arise in contract, 
tort or otherwise, except to 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. 

(ii) the Company would become an association taxable as 

2.5 LIABILITY TO THIRD PARTIES. No Member shall have any personal obligation 

_.--____ ______. 

ARTICLE 3 

CAPITAL CONTRIBUTIONS 
_________.________.-. 

3.1 INITIAL CAPITAL CONTRIBUTIONS. Within 30 days of the execution of this 
Agreement, each Member shall make the Initial Capital Contribution set forth 
opposite such Member's name on Schedule I. 

3.2 ADDITIONAL CAPITAL CONTRIBUTIONS. 

(a) Each Member shall be required to make Additional Capital Contributions 
in the amounts 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, 
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. 

from time to time require the Members to make additional 

3.3 FAILURE TO PAY A. CAPITAL CONTRIBUTION OR CAPITAL CALL. 

(a) If any Member (the "Delinquent 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 
"Nondelinquent Member"). If the Delinquent 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-Delinquent Member. 
At any time within 15 days following receipt of the Delinquency Notice, then, 
unless the Nondelinquent Member elects to make Capital Contributions in 
accordance with Section 4.3(b) hereof, (i) the amount contributed by the 
Nondelinquent Member pursuant to the Capital Contribution or Capital Call shall 
be treated as a loan to the Company for a term to be specified 
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by such Nondelinquent 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 t,s 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 Delinquent Member. 

(b) If the Nondelinquent 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 Nondelinquent Member pursuant to 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 Delinquency 
Notice, the Nondelinquent 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 Delinquent 
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 equal 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 
Nondelinquent Member shall have the right to refer the matter to any court of 
competent jurisdiction for specific performance of obligations of a Delinquent 
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 as 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 among the Members as to the value of such contributions. 
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ARTICLE 4 

NON-CASH CAPITAL CONTRIBUTIONS AND BASIC AGREEMENTS 

4.1 RCN-SUB NON-CASH CAPITAL CONTRIBIITIONS. 

(a) On the Effective Date, RCN-Sub shall contribute, and shall cause RCN or 
its Affiliate to contribute, to the Company all 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.l(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 6 0  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 person, (iil 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, (iiil 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 s.l(al2 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 upon 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 
clause (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 reasonable 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.l(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 responsible 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  PCI 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, 
commercially reasonable so 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-quantifiable 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. 

reasonably acceptable to the Company and 

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 Basic 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 xespect 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 hereof, 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 to 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 7 0 8  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) First, 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) Net 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 
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 

(including through application of Section 761(c) 

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(b) (i)), if there is a net decrease in Minimum Gain 
attributable to Member Nonrecourse Debt during any Company taxable period, 
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 
Section 6.2(b) (ii) is intended to comply with the chargeback of items of 
income and gain requirement in Regulations Section 1.704-2ci) (4) and shall 
be interpreted consistently therewith. 

(iii) OUALIFIED INCOME OFFSET. In the event any Member UnexDectedlY . -  
receives any adjustments, allocations or distributions describe2 in 
Sections 1.704-l(b) (2) (ii) (d) (4). 1.704-l(b) (2) (ii) (d) ( 5 )  or 1.704- 
l(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 INCOME ALLOCATIONS. In the event any Member has a deficit 
balance in its Capital Account at the end of any Company taxable period in 
excess of the amount such Member is deemed to be obligated 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 requirements. 

(vi) MEMBER NONRECOURSE DEDUCTIONS. Member Nonrecourse Deductions for 
any taxable period shall be allocated 100% to the Member that bears the 
Economic Risk of Loss with respect to the Member Nonrecourse Debt to which 
such Member Nonrecourse Deductions are attributable in accordance with 
Section 1.704-2(i) of the Regulations. If more than one Member bears the 
Economic Risk 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 to 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 required to be 
adjusted pursuant to such Section of the Regulations. 

(viii) The allocations set forth in Sections 6.2(a) (iii) and 6.2(b) (i) 
through (vii) (collectively, the "Regulatory Allocations8') are intended to 
comply with certain requirements of the Regulations. It is the intent of 
the Members that, to the extent possible, all Regulatory Allocations shall 
be offset either with other Regulatory Allocations or with special 
allocations of other items of Company income, gain, loss or deduction 
pursuant to this Section 6.2(b) (viii). Therefore, notwithstanding any 
other provision of this Section 6.2 (other than the Regulatory 
Allocations), the Tax Matters Partner shall make such offsetting special 
allocations of Company income, gain, loss or deduction in whatever manner 
it determines appropriate so that, after such offsetting allocations are 
made, each Member's Capital Account balance is, to the extent possible, 
equal to the Capital Account balance such Member would have had if the 
Regulatory Allocations were not part of this Agreement and all Partnership 
items were allocated 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) (i) 
and 6.2(b)(ii) that, although not yet made, are likely to offset other 
Regulatory Allocations previously made under Sections 6.2(b) (v) and 
6.2(b) (vi). 

(c) ALLOCATIONS FOR TAX PURPOSES. 

(i) Except as otherwise provided in Section 6.2(c) (it), items of 
Company income, gain, loss, 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(c) of the Code 
that takes into 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 pursuant to 
paragraph (b) of the definition of Carrying Value hereof, 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 share 
of income, gain, loss, deduction and expense described 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 allocations 
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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(c) in reporting their shares of items of Company 
income, gain, loss, deduction and expense. 

(d) DETERMINATION B Y  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 O E  the Company without the prior approval of the 
Members, unless otherwise required by applicable tax laws. 

5.3 DISTRIBUTIONS 

(a) DISTRIBZPTIONS 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. 

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). 

(b) DISTRIBUTIONS IN KIND. In the event that at any time or from time to 

(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 allocation, 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 shall act, or shall refrain 
from acting, on behalf of the Company in accordance with the directions 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 o:c assignee with respect to such Membership Interest 
hereby indemnifies and ag:cees to hold harmless the other Members and the Company 
for such excess amount or such withholding requirement, as the case may be. 

ARTICLE 6 

MANAGEMENT 

6.1 MEMBERS COMMITTEE. The 
manaaed under the direction of 

business and affairs of the Company shall be - 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, 
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. 

of the Company under contract under the Basic Agreements and any other 
agreements entered into 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 appointed 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 .  

consents to, and acknowledges the delegation of power and authority 

6.2 EMPLOYEES OF THE COMPANY. With the exception of work performed on behalf 

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, 
so long as any Member shall be in breach of its obligations pursuant to Article 
4 hereof, 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 C3-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 
officers 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 fill 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 such 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. 

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 

6 . 6  REGULAR MEETINGS OF MEMBERS COMMITTEE. Regular meetings of the Members 
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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 method (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 purpose 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 a 
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 to how to vote on any 
matter, the vote of the Manager designated by such Member as its Co-Chair shall 
be controlling and the vote of the other Manager or Managers representing such 
Member shall be disregarded with respect to such matter. In the event of a 
dispute or claim 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 sha:L1 require 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 ,% majority of the number of Managers fixed by or in 
accordance with this Agreement shall constitute a quorum. If a quorum 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 quorum shall be 
present. 

"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, 
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 violation 
of any indenture, credit agreement, 
which the Disapproving Member or its Affiliates are bound (a "Covenant 
Violation"). If the Disapproving Member fails to deliver such certificate: 

6.11 APPROVAL OF CAPITAL CONTRIBUTIONS. In the event either Member (a 

showing that after giving effect to the making of the 

lease or other agreement or instrument by 

(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 (c) 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 
Amount. The Disapproving 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 equal 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. 

._______ _ _ _ _  

(c) If the Proposed Funding is indebtedness, the Company shall have the 
right to consummate lche Proposed Funding or any portion thereof, provided 
that (i) the same does not result in a Covenant Violation, and (ii) the 
proceeds thereof sha:ll be applied to reduce the amount required 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 loan 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 subject 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 Violation, 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, 
reimburse the Company for all interest accrued on such 
Disapproving Member Loan. 

and such member shall be obligated to 

(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 
Contributi,sn 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, consolidation or reorganization of the Company or a 
disposition of substantially all of its assets; 

(b) the issuance by the Company of any equity or equity-like instruments 
including effecting an initial public offering of equity securities; 

(c) voluntary liquidation, 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 of 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 amendments 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 Ma:jor Cost Categories are reduced such that the overall 
annual Business Plan is not exceeded); and 

(b) any agreement for services of less than $ 5 0 , 0 0 0  or which is approved 
in the annual Business Plan for the Company (including, among 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 fOK 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 RESOLUTII3N. 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 ti3 resolve the deadlock. If, after 30 days, the Co- 
Chairs of the Members Committee cannot reach a mutually satisfactory solution (a 
"Deadlock Event"), the Members shall resolve such Deadlock Event as provided 
herein: 

(a) If the Deadlock Event occurs within the three year period immediately 
following the execution of this Agreement, the proposed action will be 
deemed rejected and the C83mpany will operate in accordance with the most 
recently agreed upon acti'ons, 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 
"Dispute 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 Ratio of the Membership Interest to be purchased or sold; 
hereinafter, the "Dispute 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 Notice, the Non-Disputing Member will signify in writing its 
election, whether to buy the Disputing Member's Membership Interest at the 
Dispute Price or to sell its Membership Interest at the Dispute Price. If 
the Non-Disputing Member fails to make such election within such 60 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 1.15 
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, PC:I-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 (c) 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 cor investigative (other than an action by or on behalf 
of a Member) by reason of the fact that he is or was a 
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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 
reasonably incurred by him in connection with such action, 
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 equivalent, 
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. 

suit or proceeding if 

(b) Subject to paragraph (c) 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 reason 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 suit 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 C!ompany; 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 court 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. 

(c) 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 
paragraphs (a) or (b) above. Such determination shall be made li) 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, suit or proceeding described above, or in defense of 
any claim, issue or matter therein, he shall be indemnified against expenses 
(including attorneys' 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 Section 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, 
action is based on the records or books of account of the Company or another 
enterprise, 
another enterprise in the course of their duties, or on the advice of legal 
counsel for the Company 01r 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 i.s or was serving 
at the request of the Company. 

to have had no reasonable cause to believe his conduct was unlawful, if his 

or on information supplied to him by the officers of the Company or 

(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, 
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. 

suit or proceeding shall be paid 

(g) The indemni:Eication 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 :specified 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 out 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 has 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 
consented to by the Membelrs Committee. 

6.17 BUSINESS PLAN; BUDGET. 

(a) The Company shall prepare an initial detailed business plan for the 
fiscal year ended Decembelr 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 also 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:i an annual operating budget; (ii) an annual budget for 
capital expenditures; (ii:t) 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 Ilusiness 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 1998 
Business 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 3 0  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 additional 30 
day period, the Members Committee cannot agree or any line item of such 
preliminary budget, the matter shall be considered a Deadlock Event, 
resolved in accordance with the provisions 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 Plan, 
for those line items in d.ispute. 

to be 

(c) At such time ias all disputes on the preliminary business plan have 
been resolved, the prelim.inary business plan as so resolved shall become the 
annual Business Plan. 

6.18 BUSINESS REVIEW. A.Eter five years from the initial execution of this 
Agreement, 
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the Members shall review their mutual business goals and objectives 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 to the Act and such other 
information regarding the Company and its business and affairs, 
reasonably request from time to time. 

as it may 

ARTICLE 8 

TAXES 

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 shall 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 ICompany 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 exclude(3 from the application of the provisions 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 
elect ion. 

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 copies 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 Part:ner 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 GAAP. In 
addition, the Company shall cause to be prepared with respect to each fiscal 
year of the Company financial statements based on GAAP. Appropriate records will 
be kept so that upon each closing of the Company books 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, 1!397. 

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 close 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 loss 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 books 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 Members 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 :Erom 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. Each Member agrees that it will not resign or withdraw from 
the Company without the consent of each other Member. If a Member attempts or 
purports to resign or wit!ndraw 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 Membe:r 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 hereof, this 
Section 11.2 shall apply if any Member becomes a Bankrupt Member. In such event, 
the other Member (the '"Purchasing Memberqn), 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 Purchasi:ng 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, 
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 di.Efers 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 appraiser. The Purchasing Member shall pay the fair market value as 
so determined in four equ,?.l 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 
closing. The payment to be made to the Bankrupt Member or its representative 
under this Section 11.2 i,s 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, 
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. 

each such Member shall appoint an 

,any rights in specific Company property, any rights 

ARTICLE 11 

TERMINATION, DISSOLUTION AND LIQUIDATION OF THE COMPANY 

11.1 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 dissolve the 
Company; or 

(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, 
bankruptcy 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 only 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. 
dissolution shall be filed under the Act upon the dissolution and the 
commencement o f  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. 

Any necessary certificate of 

11.2 LIQUIDATION. 

(a) As soon as practicable after the dissolution of the Company, the 
Liquidator (as defined in Section 12.2(f)) shall notify Members of such fact 
and shall prepare a plan as to whether and in what manner the assets of the 
Company shall be liquidated. 

(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 allocation 
of Net Income or Net Loss in accordance with Article 6 above, the proceeds of 
liquidation shall be applied and distributed in the following order and 
priority : 

(i) 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, unliquidated, disputed, 
or unforeseen liabilities and obligations 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 periods and including 
allocations under Article 6 for the interim period from the end of the 
prior fiscal year to the date of the liquidating 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 
such reserves are being established. If any or all of the amount of the reserves 
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) Distributions 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, collecting amounts owed to the 
Company, and paying any contingent or unforeseen liabilities or obligations of 
the Company. The assets oE 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 Comp,nny to the Members. 

(e) If the Liquid,ator 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 question 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 "Liquidator" shall be 
appointed by the Members from among their number; provided, however that if upon 
the dissolution 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 i s  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 obligations 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) 
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 conflict with any lien upon 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 bankruptcy, 
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 specific 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. 

to 

(c) Except as set forth on Schedule 13.1(c), no consent, waiver, 
approval, authorization or order of, or registration, qualification or filing 
with, any court or other Governmental Entity is required for the execution, 
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 acquiring 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 acquired 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 prohibits 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, 
inquiry or review by any Governmental Entity. 
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(f) No broker, fiiider 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 m.ade by it or on its behalf. 

(9) 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 out 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. Ostroski, Esq 

with a copy to: 

Skadden, Arps, Slate, M'eagher & Flom LLP 
919 Third Avenue 
New York, New York 10022 
Fax: (212) 735-2000 
Attention: Stephen M B.nnker, Esq. 

if to PCI-Sub: 

Pepco Communications, L.L.c 
1801 K Street, N.W. Suilce 900 
Washington, D.C. 20006 
Attention: John D .  McC,nllum and Janet Heck Doyle, Esq. 

with a copy to: 

Dickstein Shauiro Morin & Oshinskv LLP 
2101 L Street; N.W. 
Washington, DC 20037-1526 
Attention: Emanuel Faust, Jr., Esq. 

if to the Company: 

Starpower Communication:;, 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, request 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 or default by any Person In the performance by that Person of 
its obligations with respsct 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 any 
other obligations of that Person with respect to the Company. Failure on the 
part of a Person to comp1,nin 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 until the applicable limitations period has expired. 

12.6 AMENDMENT OR MODIFICATION. 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 ANNOUNCEMENrS. Except as required by law, any governmental agency 
or any securities exchang(5, the parties hereto agree to obtain the prior 
approval of each other beEore 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 ma:ke 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. E,sch of the parties hereto will hold, and will use its 
reasonable, good faith efCorts to cause its respective shareholders, partners, 
members, directors, offic(xs, 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 this Agreement furnished to such party by or on behalf of any other party in 
connection with such tran.sactions, unless legally compelled (by deposition, 
interrogatory, request f o r  documents, subpoena, civil investigative demand or 
similar process, or by order of a court or tribunal of competent ~urisdiction, 
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 regulation or other legal requirement) to 
disclose 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 (c) acquired by such party on a 
nonconfidential basis from sources not known by such party to be bound by any 
obligation of confidentia'lity 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 Agreemsnts and to its lenders in connection with obtaining 
the financing for the transactions contemplated by this Agreement so long as 
such Agents and lenders a:re 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 governinental authorizations contemplated by this Agreement. 
The obligation of each pa:rty 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 prese:rve the confidentiality of its own similar information. 
If this Agreement is terminated, each party will, and will use its reasonable, 
good faith efforts to came its respective Agents and lenders to, destroy or 
deliver to the other part:y, 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. 

12.9 BINDING EFFECT. Subject to the restrictions on Dispositions set forth in 
this Agreement, this Agrelzment is binding on and inures to the benefit of the 
Members and their respective 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 OF 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 this 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 p:rovision to other Persons or circumstances is not 
affected and such provision shall be enforced to the greatest extent permitted 
by law. 

12.11 SPECIFIC PERFOmVCE. The Members agree that irreparable damage will 
result 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 Memberis hereunder shall be enforceable in a court of equity, 
or other tribunal with ju.risdiction, 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. 

- 5 5 -  



12.12 FURTHER ASSURANCE!;. 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 1.0 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 he no presumplLion that this Agreement or any provision hereof 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 limitations (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 WHEREO:P, the parties hereto have executed this Agreement as 
of the date first above written. 

MEMBERS : 

RCN TELECOM SERVICES OF 
WASHINGTON, D.C., INC. 

PEPCO COMMUNICATIONS, LLC 

Accepted and Agreed Only 
with Respect to Section 5 . 1  

RCN CORPORATION 

By: 
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 

4th Quarter 1997 (Initial 
CaDital Contribution) $25,000.000 $12,500,000 $12,500,000 
1st Quarter 1998 
2nd Quarter 1998 
3rd Quarter 1998 
4th Quarter 1998 
1st Quarter 1999 
2nd Quarter 1999 
3rd Quarter 1999 
4th Quarter 1999 
1st Quarter 2000 
2nd Quarter 2000 
3rd Quarter 2000 

Total Cash Capital 
Contribution 

$15,000,000 
$ 7,500,000 
$20,000.000 
$37,500,000 
$37,500,000 
$37,500,000 
$37,500,000 
$25,000,000 
$20.000.000 
$10; 000,000 
$10,000,000 

$ 7;500;000 
$ 7,500,000 

$18,750,000 
$18,750,000 
$18,750,000 
$18,750,000 
$12,500,000 

$10,000,000 

$10,000,000 
$20,000,000 
$ 5,000,000 _ _ _ _ _ _ _ _ _ _ _  

$150,000,000 _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  

$ 7,500,000 
$15,000,000 
$10,000,000 
$18,750,000 
$18,750,000 
$18,750,000 
$18,750,000 
$12,500,000 
$10,000,000 
$10,000,000 
$ 5,000,000 
_____..-..- 

$150,000,000 _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ -  
The payments (after the first payment) are due on the first working day of the 
respective quarter. 
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SCHEDULE I1 

RELEVANT BUSINESS 
________......... 

. Long Distance 

. Local Phone 

. Wireless Phone 

. Internet Services 

. Paging 

. Video (Wireline and Wireless) 

. Broadband Services (Wholesale Voice and Data) 
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SCHEDULE I11 

RELEVANT MARKET 
________.._____ 

The following outlines the geographic area included in the Relevant Market 

I. Washington, D.C. 
Montgomery Country, Maryland 
Prince Georges County, Maryland 

11. Baltimore County and City, Maryland 
Anne Arundel, Maryland 
Howard County, Maryland 
Carroll County, Maryland 
Harford County, Maryland 

111. 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 
PCI-Sub 

5 0 %  
5 0 %  
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RCN CORPORATION 
LIST OF SUBSIDIARIES Exhibit 21 

State of PERCENTAGE 
1ncorporati.on OWNED 
............. .......... 

PA 100% 

Name 

RCN Services. Inc 
TEC Air, Inc. 
RCN Financial Manaqement, Inc. 

DE 
DE 

100% 
100% - 

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 Ponnsylva 
RCN Telecom Services of Southeast New York, 
Fiberfone of Pennsylvania, Inc 
Fiberfone of New Jersey, :Inc. 
Fiberfone of Michigan, Ina. 
C-TEC Fiber Systems of New Jersey, Inc. 
RCN Long Distance Company 
RCN International Holding:;, 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 Nf?w York, Inc. 
RCN Telecom Services of Washington, Inc. 
RCN Telecom Services of Df?laware, 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., I 
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. 

DE 
DE 
NY 

100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 

Nv 
DE 
PA 
PA 
PA 
PA inia, Inc. 
NY 
PA 
NJ 

Inc. 

MI 100% 
NJ 
PA 

100% 
100% 
100% DE 

DE 
NJ 

100% 
100% 
100% IL 

MD 
MA 
MI 

100% 
100% 
100% 

NY 
WA 
DE 

100% 
100% 
100% 
100% CA 

PA 
NJ 

100% 
100% 
100% VA 

nc . DC 
ME 

100% 
100% 
100% NH 

VT 
RI 
CT 
NY 
NJ 
DE 
DE 
MA 
DE 
NJ 

100% 
100% 
100% 
100% 
100% 
100% 

Freedom New York L.L.C: 
RCN-BecoCom, LLC 

100% 
51% 
50% Starpower Communications, LLC 

Homelink Limited Partnership 8 0 . 3 5 5 %  
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EXHIBIT 23 

CONSENT OF INDEPENDENT ACCOUNTANTS 

ne consent to the incorporation by reference in the registration statements of 
RCN Corporation on Form 5 - 8  (File Nos. 333-37959 and 333-38137) of our report 
dated March 13, 1998, on our audits of the consolidated 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 on Form 10-K. 

/ s /  Coopers & Lybrand L.L.P. 

COOPERS & LYBRAND L.L.P. 

2400 Eleven Penn Center 
Philadelphia, Pennsylvania 
March 31, 1998 



Exhibit 2 4  

SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESB PRESENTS, that I, Thomas P. O'Neill, I11 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, 4 5 0  5th Street, N.W., Washington, D.C. 2 0 5 4 9 ,  and relative 
instruments in writing wh:tch 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 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 specif:rc 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 shall1 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. 

/s/  Thomas P. O'Neill, I11 (SEAL) 

Thomas P .  O'Neill, I11 

Witness: 

/ s /  Christine M. Walsh 

Christine M. Walsh 



SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESIS PRESENTS, that I, James Q .  Crowe do make, constitute 
and appoint Bruce C. Godf:cey, RCN Corporation's Chief Financial Officer, as my 
true and lawful attorney :Eo+ 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 :[ may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

2 .  All rights, powe:cs 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, :[ hereunto set my hand and seal this 26th day of March, 
1998 

/s/  James Q .  Crowe (SEAL) 

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 wh.ich 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 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 specif.ic 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, :[ hereunto set my hand and seal this 26th day of March, 
1998. 

Witness: 

/ s /  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.C. 20549, and relative 
instruments in writing wh:tch 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 specifitc 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 shall1 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. 

/s /  Michael B. Yanney (SEAL) 

Witness: 

Michael B. Yanney 

/ 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 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 1: 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 effec!t 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, 1: hereunto set my hand and seal this 27th day of March, 
1998. 

/ s /  Richard R. Jaros (SEAL) 

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 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 :[ 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 of 
March, 1998. 

/s/  Alfred Fasola (SEAL) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Alfred Fasola 

Witness: 

/s /  Susan Fasola 

Susan Fasola 



SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESIS 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 to file said form to the Securities and Exchange 
Commission, 450 5th Street, N.W., Washington, D.C. 20549, and relative 
instruments in writing wh:ich 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, powe:cs 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, :[ hereunto set my hand and seal this 26th day of March, 
1998. 

/s/  Stuart E. Graham (SEAL) 

Stuart E. Graham 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Witness: 

/s /  Camille D'Alessandro 

Camille D'Alessandro 



SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESE PRESENTS, that 1, Eugene Roth do make, constitute and 
appoint BNCe 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 wh:tch 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 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 specif:tc 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 A T T O m Y  

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, 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 :[ may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

2 .  All rights, powexs and authority of said attorney in fact to exercise 
any and all of the specif:tc 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 27th day of March, 
1998. 

/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 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 6pecifj.c 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 at.torney 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. 

/ s /  Water Scott, Jr. (SEAL1 

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 personally present, and I hereby ratify and affirm 
that my said attorney as :[ may deem to act for me, shall do, by virtue of these 
presents, herein set forth by me. 

2. All rights, poweirs 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 uerform all such of the acts that said attorney in fact is bv this 
instrument authorized to perform, with the right to revoke s k h  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 

Michael J. Mahoney 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  (SEAL) 

Witness: 

/ s /  Kathleen Sparrowe 

Kathleen Sparrowe 
________.........________ 



SPECIFIC POWER OF ATTORNEY 

KNOW ALL MEN BY THESE PRESENTS, that I, Dennis Spina do make, constitute 
and appoint Bruce C. Godf:rey, RCN Corporation's Chief Financial Officer, as my 
true and lawful attorney :Eor 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 wh.ich 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 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 specif.ic 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 sha1:l 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. 

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. 
c /LEGEND> 
<RESTATED> 
<MULTIPLIER> 1,000 

<PERIOD-TYPE> 
<FISCAL-YEAR-END> 
<PERIOD-START> 
<PERIOD-END> 
<CASH> ~~ 

<SECURITIES> 
<RECEIVABLES> 
<ALLOWANCES> 
< INVENTORY > 
<CURRENT-ASSETS, 
<PP&E> 
<DEPRECIATION> 
<TOTAL-ASSETS, 
<CURRENT-LIABILITIES> 
<BONDS> 
<PREFERRED-MANDATORY. 

<COMMON> 
<OTHER-SE> 
<TOTAL-LIABILITY-AND-EOUI'PY, 
<SALES> 
<TOTAL-REVENUES, 
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<TOTAL-COSTS, 
<OTHER-EXPENSES> 
<LOSS-PROVISION> 
<INTEREST-EXPENSE, 
'INCOME-PRETAX, 
<INCOME-TAX> 
<INCOME-CONTINUING> 
<DISCONTINUED> 
<EXTRAORDINARY> 
<CHANGES> 
<NET-INCOME, 
<EPS-PRIMARY, 

YEAR 
DEC-31-1997 
JAN-01-1997 
DEC-31-1997 

222.910 
415,603 
19,949 
2,134 
2.745 

703,232 
307,759 
107,419 

1,150,992 
69,705 
686,103 

0 
0 

54,989 
301,595 

1,150,992 
0 

127,297 
0 

184,949 
0 

2,732 
25,602 

(73,522) 
(20,849) 
(49,181) 

0 
(3,210) 

0 
(52.39ii 
(0.95) 
(0.95) cEPS-DILUTED> 





<ARTICLE> 5 
<LEGEND> 
THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM FINANCIAL 
STATEMENTS AS OF AND FOR ‘ME NINE MONTHS ENDED SEPTEMBER 30, 1997 AND IS 
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS. 

<RESTATED> 
cMULTIPLIER> 1,000 

</LEGEND> 
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22,406 
1.741 
2,428 
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273,960 
101,544 
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72,441 
110,000 

0 
0 
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598,679 

0 
91,854 

0 
127,934 

0 
1,327 
10,460 
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(11,907) 
(32,065) 

0 
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0 
(35.275) 

( 0 . 6 4 )  
(0.64) 
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MANAGERIAL AND TECHNICAL QUALIFICATIONS 

FORM PSC/CMU 8 (11195) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 1 5  



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 loca’l 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., Mqico’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, presently a 
WorldCom subsidiary. Later he joined forces with Peter Kiewit Sons’, one ofthe country’s largest 
privately-held engineering and construction firms, to form McCouMiewit International. At 
McCourtKiewit 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 gradualte 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 
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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 baclhelor’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 ofRCN Corporation, President ofTechnology and Strategic Development and 
Executive Vice President ofCommonwealth 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.I.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 iresponsibility 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 
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well as several director level positions at Rochester Telephone, Rochester, New York, including 
Director ofNetwork Sales, Director of Business Development, and Director ofNetwork Operations 
at Rochester Telephone, Rochester, New York. 

Mr. Gulati was awarded a Bachelors Degree in Engineering from City College ofNew 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 responsiible 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. Bumside was responsible 
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 governmeint relations with the company. Prior to his C-TEC responsibilities, 
Mr. Burnside held a number of management positions with Commonwealth Telephone Company 
and Commonwealth 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 0. KAHL 
Director of Regulatory Affairs 

Mr. Kahl is responsible 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-halfyears and has over eight years ofregulatory experience in the telecommunications 
industry. 

Mr. Kahl is a graduate of Rutgers University with a Bachelors Degree in Accounting and 
Economics. 
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C T CORPORATION SYSTEM 

TALLAHASSEE, FL 

1215 563 7773 P.09/10 

Qualification documents for RCN TELECOM SERVICES, INC. were filed on 
October 25,1999 and adsigned document number F99000005463. Please refer 
to this number whenever t2omeponding with this office. 

Your corporation is now qualified and authorized to transact business in Florida 
as of the file date. 

A corporation ahnual 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 (FEI) number will be required before this report can be filed. If you 
do not already have an FEI number, please apply NOW with the lntemal 
Revenue by calling 1-800-829-3676 and requesting form SS-4. 

Please be aware if the co orate address changes, it is the responsibility of the 
corporation to notify this J c e .  

Should you have any questions regarding this matter, please telephone (850) 
487-6091, the Foreign Qualsficatiodbx Lien Section. 

Buck Kohr 
Carparate S edhlist 
Division of & tporations Letter Numbec 699A00051237 

Division of Corporations - P.O. BOX 6327 -Mahassee,  Florida 32314 
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- 
APPLICATION BY FOREXGN CORPOR4TION FOR AUTHORIZATION ,. :. _. . .. . . i s ,  , 

/1\1 COMPLIANCE WITH SECTION 607.7503, FLORIDA STATUTES, THE FOLLO WIN&S 'A:'::.,2: ,. , ,.' ?. . 
SUBMITTED TO REGISTER A FOREIGN CORPORATlON TO TRANSACT BUSINESS%THE..::.:.' A) '..,., <:;. .. . 

. .. , .'; 

0 .? 

TO TRANSACT BUSINESS IN FLORlDA 
i. . . .. 99 ':. ;':,'. 

STATE 0 F FLORIDA: I'u ->! :;* 
q? '%$;-;;.. .. 
3s ,. .. SI.. 

1. R m  TElCOOm 8e7X&Ea9, InC. 
ame ot eorpotation: mug inuuue the wpcd .I-ANY. , or words of 

%miations of like import in Ianguage as will deacly i fd ide that It is 8 corporation instead of a Mtud pemn 
or partnenhip if not SO mntained In the name at p W . )  

2. Pennsylvania 
(State or cxmtry under the l a w  of whkh it is inmrpwated) 

3. 23-2472885 
(FEI number, if epplicable) 

4. ,rime 30, 1987 - 5. Perpetual 
(Data of inoorpration) (Ouration: Year cdrp. w'll cease to ex*t or IlperPetU'') 

6. (m businws in F W W  
0 

7.  105 C a m U  ie Center. Pr inceeon. N ew Jersev 0 8 5  40 

(Current mailing address) 

a. 
(E$Z$X$%m-*ate oropwrtry to be earrid 0- in rhe state of 
Florida) 

S 

9. Name and street address of Florida rq*ktefed agent 

Name: 

Office Address: 
u p o r a t i t a n  System, 1200 SOU& Pine 

, Florid6 3-. 
(ZP Code) 

I O .  Registered agent acceptance: 
HadW been named as regist& agent &Id to a+ swvfce ofpma3ss for the above Stated corporatiM at the plsce 
uesgnatedin this applicatim. I hemby accept the appolnfment as ri?g;st& agent and same to aci in this capacity. I 
furthw agree io  m p l y  with the provisions of all statutes dVe io the pper  and Gomplefe petfmmoe of my duties 
and I am familiar with and accept the of myposition as registered agent 

c T cozporacien syscem 

TOTRL P.1B 


