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210 N. Park Ave.
Winter Park, FL
32789

P.O. Drawer 200
Winter Park, FL
32780-0200

Tel: 407-740-8575
Fax: 407-740-0613
tmi@tminc.com

ORIGINAL

February 6, 2003
Via Overnight Delivery

Blanca Bayo, Director

Division of the Commission Clerk & Administrative Services

Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, Florida 32399-0870 O30 Y321

RE: DIECA Communications, Inc. d/b/a Covad Communications Company
Application for authority to provide Interexchange Telecommunications Service within
the State of Florida

Dear Ms. Bayo:

Enclosed for filing are the original and six (6) copies of the above-referenced application of
DIECA Communications, Inc. d/b/a Covad Communications Company.

Also enclosed is a $250 check to cover the filing fee.

Please acknowledge receipt of this filing by returning, filed stamped, the extra copy of this letter
in the self-addressed stamped envelope.

I may be reached at 407-740-8575 or via email at mbyrnes@tminc.com with any questions,
comments or correspondence regarding this application. Thank you for your assistance.

Sincerely,

7 “
7 LS
Oheck received with filing and forwarded

. ecal for deposit. Flscal to forward
nique Byrres ?;;‘m lnforma%%n to Records.

RECEIVED & FILED

Consultant t CA Communications, Inc.
d/b/a Covad Communications Company

cc: G. Hyde, Covad
file: Covad - FL-IXC
tms: 110300
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FLORIDA PUBLIC SERVICE COMMISSION

DIVISION OF REGULATORY OVERSIGHT
CERTIFICATION SECTION

APPLICATION FORM FOR AUTHORITY TO PROVIDE
INTEREXCHANGE TELECOMMUNICATIONS SERVICE
BETWEEN POINTS WITHIN THE STATE OF FLORIDA

Instructions

¢ This form is used as an original application for an original certificate and for approval of assignment
or transfer of an existing certificate. In case of an assignment or transfer, the information provided
shall be for the assignee or transferee (See Page 16).

4 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 separéte sheet for each answer which will not fit the allotted space.

Once completed, submit the original and six (6) copies of this form along with a non-refundable
application fee of $250.00 to:

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

14 If you have questions about completing the form, contact:

Florida Public Service Commission
Division of Regulatory Oversight
Certification Section

2540 Shumard Oak Blvd.
Tallahassee, Florida 32399-0850
(850) 413-6600

S oA

DOCUMINT WEI e
FORM PSC/CMU 31 (12/96)

Required by Commission Rule Nos. 25-24.470, U ‘ 3 5 0 FEB lO o

25-24.471, and 25-24.480(2). 1

ot [ "“'f‘x‘h_.: el = N
FPSC-ComMiSan CLERK

-



1. This is an application for v (check one):
X Original certificate (new company)
Approval of transfer of existing certificate: Example, a non-certificated company
purchases an existing company and desires to retain the certificate of authority of that

company.

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

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

2. Name of Company:
DIECA Communications, Inc.
3. Name under which applicant will do business (fictitious name, etc.):
Covad Communications Company
4, Official mailing address (including street name & number, post office box, city, state, zip code):
Covad Communications Company
3420 Central Expressway
Santa Clara, CA 95051
5. Florida address (including street name & number, post office box, city, state, zip code):
Applicant has no regulatory office in Florida.
Covad’s regional regulatory office is:

1230 Peachtree Street, NE, 19 Floor
Atlanta, GA 30309

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 2



6. Select type of business your company will be conducting. v (checkall that apply):

X Facilities based carrier - company owns and operates or plans to own and operate
telecommunications switches and transmission facilities in Florida.

Operator Service Provider - company provides or plans to provide altemative operator
services for IXCs; or toll operator services to call aggregator locations; or clearinghouse
services to bill such calls.

X Reseller - company has or plans to have one or more switches but primarily leases the
transmission facilities of other carriers. Bills its own customer base for services used.

X Switchless Rebiller - company has no switch or transmission facilities but may have a billing
computer. Aggregates traffic to obtain bulk discounts from underlying carrier. Rebills end
users at a rate above its discount but generally below the rate end users would pay for
unaggregated traffic.

Multi-Location Discount Aggregator - company contracts with unaffiliated entities to
obtain bulk/volume discounts under multi-location discount plans from certain underlying
carriers. Then offers the resold service by enrolling unaffiliated customers.

Prepaid Debit Card Provider - any person or entity that purchases 800 access from an
underlying carrier or unaffiliated entity for use with prepaid debit card service and/or encodes
the cards with personal identification numbers.

7. Structure of organization:

Individual Corporation

X Foreign Corporation Foreign Partnership
General Partnership Limited Partnership
Other

8. If individual, provide:

Name: Not applicable
Title:

Address:

City, ST, Zip:

Telephone #:

Fax #:

Internet E-Mail Address:

Internet Website Address:

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 3



10.

11.

12.

13.

14.

15.

If incorporated in Florida, provide proofof authority to operate in Florida:

Not applicable

If foreign corporation, provide proof of authority to operate in Florida:

Florida Secretary of State Corporate Registration #: F98000002704

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

Florida Secretary of State fictitious name registration #: G99102900091

If a limited liability partnership, provide proof of registration to operate in Florida:
Florida Secretary of State registration #: Not applicable

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

Name:

Title:

Address:

City, ST, Zip:

Telephone #:

Fax #:

Internet E-Mail Address:
Internet Website Address:

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

Florida registration #: Not applicable

Provide F.E.I. Number (if applicable): 94-3255151

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 4



16.

17.

Provide the following (if applicable):

(2)

(b)

(©

Will the name of your company appear on the bill for your services?
X Yes No

If not, who will bill for your services?

Name:

Title:

Address:

City, ST, Zip:

Telephone #:

Fax #:

Internet E-Mail Address:
Internet Website Address:

How is this information provided?

Not applicable

Who will receive the bills Hr your service?

Residential customers Business customers X

PATS providers PATS station end-users

Hotels & motels Hotel & motel guests
Universities Universities dormitory residents

Other:  Anyone who uses the Company's service

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 5



18. Who will serve as liaison to the Copmmission with regard to the following:

(2)

(b)

(©

the application:

Monique Bymes, Consultant

Consultant to Covad Communications Company
Technologies Management, Inc.

P.O. Drawer 200

Winter Park, Florida 32790-0200

Telephone: 407-740-8575

Fax: 407-740-0613

Email: mbyrmes@tminc.com

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

Jayna Bell

Senior Paralegal

Covad Communications Company
1230 Peachtree Street, N.E.
Atlanta, GA 30309

Telephone: 404-942-3491

Fax: 404-942-3495

Email: jbell@covad.com

Complaints/Inquiries from customers:

John Romero Campbell

Executive Escalation

Covad Communications Company
7901 Lowry Blvd.

Denver, CO 80230

Telephone: 702-208-1503

Fax: 208-485-1574

Email: joromero@covad.com

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 6



19. List the states in which the applicant:

(a)

(b)

(©

CY

(€

®

has operated as an interexchange telecommunications company:

None to date. Applicant provides DSL Internet Access, an interstate service, throughout the
country.

has applications pending to be certificated as an interexchange telecommunications
company:

Applicant has applications pending to be an interexchange telecommunications company in
Pennsylvania and Georgia.

is certificated to operate as an interexxhange telecommunications company:

Alabama, Arizona, Connecticut, Colorado, Delaware, Idaho, Illinois, Indiana, Iowa,
Kentucky, Maryland, Minnesota, Mississippi, Missouri, Montana, Nevada, New Jersey,
New York, North Dakota, Ohio, Oklahoma, South Carolina, South Dakota, Utah, Virginia,

Washington, Wisconsin, and Wyoming.

has been denied authority to operate as an interexchange telecommunications company
and the circumstances involved:

None

has had regulatory penalties imposed for violations of telecommunications statutes and
the circumstances involved:

None

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

Applicant has attached a list of all such cases to this application as Exhibit V.

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
2524471, and 25-24.480(2). 7



20. 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. If so, please
explain.

Applicant is a wholly owned subsidiary of Covad Communications Group, Inc., a publicly
traded corporation (“Covad”). In August 2001, Covad filed for protection pursuant to
Chapter 11 of the United States Bankruptcy Court. On December 13, 2001, the United States
Bankruptcy Court for the District of Delaware entered an Order confirming Covad’s pre-
negotiated First Amended Plan of Reorganization, as modified on November 21, 2001. No
officer or director of Applicant has been adjudged bankrupt.

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

No.

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 8



21, The applicant will provide the following interexchange carrier services v (check all that apply):

A.

FORM PSC/CMU 31 (12/96)

MTS with distance sensitive per minute rates
Method of access is FGA
Method of access is FGB
Method of access is FGD
Method of access is 800

MTS with route specific rates per minute
Method of access is FGA
Method of access is FGB
Method of access is FGD
Method of access is 800

MTS with statewide flat rates per minute (i.e. not distance sensitive)
Method of access is FGA
. Method of access is FGB
X  Method of access is FGD

_ X Method of access is 800

MTS for pay telephone service providers.

Block of time calling plan (Reach Out Florida, Ring America, etc.)
800 Service (Toll free)

WATS type service (Bulk or volume discount)
Method of access is via dedicated facilities
Method of access is via switched facilities

Private line services (Channel Services) (For ex. 1.544 mbps, DS-3, etc.)

Travel service
Method of access is 950
Method of access is 800

900 service

Operator Services
Available to presubscribed customers
Available to non presubscribed customers (for example, patrons of hotels,
students in universities, patients in hospitals.
Available to inmates

Services included are:

Station assistance

Person to person assistance

Directory assistance

Operator verify and interrupt

Conference calling

Required by Commission Rule Nos. 25-24.470,

25-24.471, and 25-24.480(2).



22,

23.

Submit the proposed tariff under which the company plans to begin operation. Use the format
required by Commission Rule 25-24.485.(example enclosed).

Applicant has attached a proposed interexchange tariff as Exhibit VI.

Submit the following:

A.

Managerial capability: give resumes of employees/officers of the company that would
indicate sufficient managerial experiences of each.

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

Financial capability.

The application should contain the applicantls 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 applicantlls chief executive officer
and chief financial officer affirming that the financial statements are true and correct and
should include:

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

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

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

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

2. A written explanation that the applicant has sufficient financial capability to
maintain the requested service.

3. A written explanation that the applicant has sufficient financial capability to meet
its lease or ownership obligations.

Applicant has attached as Exhibit IIl and IV explanations and information responsive to this
request.

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 10



THIS PAGE MUST BE COMPLETED AND SIGNED

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 its 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.

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

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

4. APPLICATION FEE:
A non-refundable application fee of $250.00 must be submitted with the application.

UTILITY OFFICIAL:

) CL_

Doug Car¥n, Assistant Secretary
DIECA Communications, Inc.
3420 Central Expressway

Santa Clara, CA 95051
Telephone: 408-616-6618

Fax: 408-616-6614

l/ / 3/ 03

Date

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 11



THIS PAGE MUST BE COMPLETED AND SIGNED

CUSTOMER DEPOSITS AND ADVANCE PAYMENTS

A statement of how the Commission can be assured of the security of the customer’ s deposits and
advance payments may be provided in one of the following ways (applicant, please, check one):

(X) The applicant will not collect deposits nor will it collect payments for service more than one
month in advance.

( )  Theapplicant intends to collect deposits and/or advance payments for more than one month’ s
service and will file and maintain a surety bond with the Commission in an amount equal to
the current balance of deposits and advance payment in excess of one month. (The bond must
accompany the application).

UTILITY OFFICIAL:

LA

Do‘ifg CaHen, Assistant Secretary
DIECA Communications, Inc.
3420 Central Expressway

Santa Clara, CA 95051
Telephone: 408-616-6618

Fax: 408-616-6614

Date ! '

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 12



THIS PAGE MUST BE COMPLETED AND SIGNED

AFFIDAVIT

By my signature below, I the undersigned owner or officer attest to the accuracy of the information
contained in this applicatién 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 have the authority to sign on behalf of my company and agree to comply, now

and in the future, with all applicable Commission rules and orders.

Further, 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 servant in the performance of his
official duty shall be guilty of a misdemeanor of the second degree, punishable as provided in s. 775.082
and s. 775.083".

- UTILITY OFFICIAL:

/L

Doug Carlef, Assistant Secretary
DIECA Communications, Inc.
3420 Central Expressway

Santa Clara, CA 95051
Telephone: 408-616-6618

Fax: 408-616-6614

J3fo s

Date / '

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 13



CURRENT FLORIDA INTRASTATE SERVICES

Applicant has () or has not (X ) previously provided intrastate telecommunications in Florida.
Note: Covad provides DSL-based service in Florida. DSL is a jurisdictionally interstate service.

If the answer is Has, fully describe the following:

a) What services have been provided and when did these services begin?
b) Tt the services are not currently offered, when were they discontinued?
UTILITY OFFICIAL:

CDMLCL

Doug Ca n, Assistant Secretary
DIECA Communications, Inc.
3420 Central Expressway

Santa Clara, CA 95051
Telephone: 408-616-6618

Fax: 408-616-6614

(3o

Date I !

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
25-24.471, and 25-24.480(2). 14



CERTIFICATE TRANSFER, OR ASSIGNMENT STATEMENT

L | ' of

, and current holder of Florida Public Service

Commission Certificate Number #

, have reviewed this application and join in the

petitioner’s request for a:

o Transfer

O Assignment

of the above mentioned certificate.

UTILITY OFFICIAL:

Name, Title
Company
Street

City, State, Zip
Phone:

Fax:

Toll Free:

Date

FORM PSC/CMU 31 (12/96)
Required by Commission Rule Nos. 25-24.470,
2524471, and 25-24.480(2).

NOT APPLICABLE

15



COVAD Communications Company

Exhibit I

Florida Secretary of State Certificate



Bepartment of State

| certify from the records of this office that COVAD COMMUNICATIONS
COMPANY is a Fictitious Name registered with the Department of State on
April 12, 1999.

The Registration Number of this Fictitious Name is G99102900091.

| further certify that said Fictitious Name Registration is active.

: | further certify that this office began filing Fictitious Name Registrations on
b January 1, 1991, pursuant to Section 865.09, Florida Statutes.

FNE

0z
&

Given under my hand and the
Great Seal of the State of Florida
at Tallahassee, the Capital, this the
Twelfth day of April, 1999
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| certify the attached is a true and correct copy of the application by DIECA
COMMUNICATIONS, INC., a Virginia corporation, authorized to transact
business within the State of Florida on May 12, 1998 as shown by the records
of this office.

D
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SO

The document number of this corporation is F98000002704.
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Given under my hand and the
Great Seal of the State of Florida
at Tallahassee, the Capitol, this the

Twelfth day of May, 1998

Sandra B. Mortham

ﬁetreiarg of State
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APPLICATION BY FOREIGN CORPORATION FOR AUTHORIZATION
TO TRANSACT BUSINESS IN FLORIDA

IN COMPLIANCE WITH SECTION 607.1503, FLORIDA STATUTES, THE FOLLOWING IS
§IC{4?%IOY};‘EIQLI(‘) (}U %aGISZERA FOREIGN CORPORATION TO TRANSACT BUSINESS IN THE

1. _ DI ECA Covumun ca‘{‘\m«sw, Lnc.
ame of corporation: must include the word "INCORPORATED", "COMPANY","CORPORATION" or words or
abbreviations of like import in language as will clearly indicate that it is a corporation instead of a natural
person or partnership if not so contained in the name st present.)

2. \irginia . 3.___117-0470016
(State or c&lntry under the law of which 1t 1s incorporated) ( FEI number, if applicable)
4, CT/ZQ/?'Z 5. Perpetual -
(Date of Incorporation)’ (Duration: Year corp. will cease to exist or "perperial") <.,

6. UpoN _qual ﬁ(a:i—‘[ o
(Dalé first trandacted business in Flonda. (SEE SECTIONS 607.1501, 607.1502, AND 817.153,F.S.)

7. C/D Co\}&‘.cl Cemw\un.lca\}‘;ﬁ-y\& 2SS 60 ZKCSS€7L7L S7L

Satz Clera, €A 95sDSH

(Current mailing address)

8. Tc/eComeIca‘Hm services and releted lowstu] businesses .

I(-};urdeSC(S) of corporation authorized in home state or country to be carried out in the state of
lon

9. Name and street address of Florida registered agent: (P.O. Box or Mail Drop Box NOT
_ acceptable)

Name: /\/Qﬁr ServICes, T ne.

Office Address: S 26 E. tark Ave.

Tallahassee , Florida, 3230 |
(Zip Code)

10. Registered agent's acceptance:

Having been named as registered agent and to accept service of process for the above stated
corporation at the place designated in this application, I hereby accept the appointment as
rel?'istered agent and agree to act in this capacity. I further agree to comply with the provisions of
all statutes relative to the proper and complete performance of my duties, and I am familiar with
and accept the obligations of my position as registered agent.

c@ (.

Mdaa Sade Ja MEAT Sowicer,

/'  (Regstered agent's signature)

11. Attached is a certificate of existence duly authenticated, not more than 90 days prior to
delivery of this application to the Department of State, by the Secretary of State or other
official having custody of corporate records in the jurisdiction under the law of which it is
incorporated.



12. Names and addresses of officers and/or directors: (Street address ONLY-P. O. Box

" 'NOT acceptable
A. DIRECTORS (Street address only- P. O . Box NOT acceptable)
ara, CA IS05H

Chairman: _Charles T2 MeMinn
Address: 3540 Rassert 57‘.’, Sente Cl

Vice Chairman:_Shruy Khzung

Address: 3S60 RasselH SH
cA 9505

Santz Clara,

I,W\o"/'L\u > Lae l'tbr

Director:
2S6LD gasseﬁ‘ St.

Address:
Santa Clara, C¢A 9S0<H

Director:

Address:

B. OFFICERS (Street address only- P. O. Box NOT acceptable)

President: C(_/‘gr/fs T. MeMinn

Address: 354D Rasselt St
Sante Clara, cA 95065H

Dhruy Klhanna

Vice President:
Address: __3S 060 Bassfﬁ‘ St.
Clara, cA 95054

S Q n“"d

h\'\ru\l 4 L\/A nng

Secretary:
Address: _3SL0O Rasseft St.
Santa Clara, CA 95054

lnvv\o“f'l’wyz P (—46[1(71
lara, CA IS505H

Treasurer: 1t :
360 Rasseft ST, Sznta

Address:
NOTE: If necessary, you may attach an addendum to the application listing additional

officers and/or directors.
(ngnaturc of Chairman, Vice Chaman or any ofiicer listed in number 12 of the application)

13.

14. _D L\ru&\J K hanna, Vice ?rfs;olevx+
(Typed or printed name and capacity of person signing application)



COVAD Communications Company

Exhibit I

Articles of Incorporation



State Corporation Commission

J @ertify the Follofing from the Records of the
Commission: |
DIECA Communications, Inc. is a corporation existing under and by virtue
of the laws of Virginia, and is in good standing.

The date of incorporation is September 26, 1997.

Nothing more is hereby certified.

Signed and Sealed at Rickmond

. May 08, 1998
on this Bate:

William J. Bridge, lerk of the Comnission
CIS20316



COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

November 7, 1997

The State Corporation Commission has found the accompanying
articles submitted on behalf of

DIECA CoMMuNICATIONS. INC.

to comply with the requirements of law, and confirms payment of
all related fees.

Therefore, it is ORDERED that this

CERTIFICATE OF AMENDMENT

be issued and admitted to record with the articles of amendment in
the Office of the Clerk of the Commission, effective November 7,
1997 at 09:22 AM.

The corporation is granted the authority conferred on it by law in
accordance with the articles, subject to the conditions and
restrictions imposed by law.

STATE CORPORATION COMMISSION

"7V WorramR

Commissioner

AMENACPT
CIS20317
97-10-28-0040



ARTICLES OF AMENDMENT
OF
ARTICLES OF INCORPORATION
OF

DIECA COMMUNICATIONS, INC.

The undersigned, pursuant to Chapter 9 of Title 13.1 of the Code of Virginia, state
as follows:

I

The name of this corporation is DIECA Communications, Inc. (“The
Corporation”).

I

Article V is hereby amended and adopted as follows: The Corporation is

organized as a Public Service Company under the laws of the Commonwealth of '
Virginia. The purpose of the Corporation is to engage in the business of

telecommunications services and all activities related thereto.

The above amendment is adopted as of October 24, 1997 and shareholder action

W/@ o7 /%M

Charles J. McMind
Incorporator

W /(awM__
Dhruv Khanna
Incorporator




J @erfify the Follofwing from the Records of the
Qommission: |

the foregoing is a true copy of all documents constituting the charter of
DIECA Communications, Inc..

Nothing more is hereby certified.

Signed and Sealed at Richmond

. September 30, 1997
on this Bate:

Yobleom T. Butlge

Willtam J. Bridge, (lerk of the Commission
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

September 26, 1997

The State Corporation Commission has found the accompanying
articles submitted on behalf of

DIECA CoMMUNICATIONS, INC,

to comply with the requirements of law, and confirms payment of
all related fees.

Therefore, it is ORDERED that this
CERTIFICATE OF INCORPORATION

be issued and admitted to record with the articles of
incorporation in the Office of the Clerk of the Commission,
effective September 26, 1997,

The corporation is granted the authority conferred on it by law in
accordance with the articles, subject to the conditions and
restrictions imposed by law.

STATE CORPORATION COMMISSION

Commissioner

CORPACPT
CIS20436
97-09-26-0146



ARTICLES OF INCORPORATION
OF |
DIECA COMMUNICATIONS, INC.

The undersigned, pursuant to Chapter 9 of Title 13.1 of the Code of Virginia, state as follows:
I

The name of this corporation is DIECA Communications, Inc.
o

The number of shares the corporation is authorized to issue is 1,000 shares of Common
Stock.

i

The corporation's initial registered office address which is the business address of the initial
registered agent is:

5511 Staples Mill Road
Richmond, VA 23228

The initial registered office is physically located in the County of Henrico.
v
The name of the corporation's initial registered agent is:
Edward R. Parker.

The initial registered agent is an individual who is a resident of Virginia and a member of the

Virginia State Bar.

Charles J. McMinn
Incorporator

Dated: September 2751997 W

Dhruv Khanna -—
Incorporator

DLS::ODMA\PCDOCS\SQL21423860\1



I, BILL JONES, Secretary of State of the State of California,
hereby certify:

That the attached transcript has been compared with
N the record on file in this office, of which it purports to
be a copy, and that it is full, true and correct.

IN WITNESS WHEREOF, | execute
this certificate and affix the Great
Seal of the State of California this

YT
Y

Secretary of State

SuisBaary Price TE 12T v 4/970

97 350835
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' AMENDED AND RESTATED ARTICLES OF INCORPORATION" !

sl
OF COVAD COMMUNICATIONS COMPANY BEC 0 4 1997

/k'..'.-."" v ,::'/}f'/‘; [y \:‘:
W /_‘_\:,.»‘,'w‘.:,;:._
Charles J. McMinn and Dhruv Khanna certify that: BAL SHES, Saeiify of Siin
1. They are the President and Secretary, respectively, of Covad Communications

Company, a California corporation.

2. The Articles of Incorporation of this Corporation are hereby amended and restated

to read as follows:

ARTICLE L
The name of this Corporation is Covad Communications Company.
ARTICLE II.

The purpose of this Corporation is to engage in any lawful act or activity for which a
corporation may be organized under the General Corporation Law of California other than the
banking business, the trust company business or the practice of a profession permitted to be
incorporated by the California Corporations Code.

ARTICLE 1I].

The Corporation is authorized to issue one class of shares to be designated Common Stock.
The total number of shares of Common Stock the Corporation shall have authority to issue is
4,000.

Immediately upon the filing of this Amended and Restated Articles of Incorporation, each
one thousand (1,000) outstanding shares of the Company’s Common Stock will be exchanged and
combined, automatically and without further action, into one (1) share of Common Stock. Such
combination shall be rounded up to the nearest whole share.

ARTICLE 1V,

Section 1. Limitation of Director's Lijability. The liability of members of the Board of
Directars of the Corporation for monetary damages shall be eliminated to the fullest extent
permissible under California law.,

1O DMAPCDOCSISQL21459235R.1
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Section 2. Indemnification of Corporation Agents. The corporation is authorized to
provide indemnification of agents (as defined in Section 317 of the Cahforma Corporations Code)
to the fullest extent permissible under California law.

Section 3. Repeal or Modification. Any amendment, repeal or modification of any
provision of this Article IV shall not adversely affect any right or protection of an agent of this
corporatjon existing at the time of such amendment, repeal or modification."

3. The foregoing amendment and restatement of Articles of Incorporation has been
duly approved by the Board of Directors of the Corporation.

4, The foregoing amendment and restatement of Articles of Incorporation has been
duly approved by the required vote of shareholders of the Corporation in accordance with Sections
902 and 903 of the California Corporations Code. The total number of outstanding shares of
Common Stock of the Corporation is 3,494,568. The number of shares voting in favor of the

amendment equaled or exceeded the vote required. The percentage vote required was 100% of the

ol
Charles J. McMirn, President

WA—M&

Dhruv K.hanna, Secreta:y

outstanding shares of Common Stock.

The undersigned declare under penalty of perjury under the laws of the State of California
that the matters set forth in the foregoing certificate are true and correct of their own knowledge.

Executed at Santa Clara, California on November 74, 1997.

ChhO) Jio

Charles I. McMinti, Président

L Ml a

Dhruv Khanna, Secraary

ODMAWCDOCS\SQ2M50238.1

v/v ebBedfesiy XBHA INdZg: L 86/.10/S0 118967059 TNTSNOS NOSITM :AQ 1us



State of New York ;}SS-.
Department of State

<

1 hereby certify that the annexed copy has been compared with the original document in the custody of the
Secretary of State and that the same is a true copy of said original.

Witness my hand and s‘“} o the Departmens of Sate on c e () 4 1997

..‘.V.O%O.&.‘E.....‘.
. O W,

@)

Ny 2.0
) Al
s * * 3
‘.'%6 S 0 Special Deputy Secretary of State

DOS-1266 (5/96)
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APPLICATION FOR AUTHORITY
OF
COVAD COMMUNICATIONS COMPANY

(Pursuant to Section 1304 of the Business Corporation Law)

FIRST: The name of the corporation is Covad Communications Company. The
corporation shall use the name Covad Communications Company in the State of New
York. :

SECOND: The jurisdiction of incorporation of the corporation is the State of
California. The date of incorporation of the corporation is October 8, 1996.

THIRD: The business which the corporation proposes to do in the State of New
York is as follows:

To engage in any act or activity permitted by the laws of California for which
corporations may be organized under the Business Corporation Law of the State of New
York, provided that the corporation is not to engage in any act or activity requiring the
consent or approval of any state official, department, board, agency, or other body
without such consent or approval first being obtained.

FOURTH: The office of the corporation in the state of New York is to be located
in the County of Westchester.

FIFTH: The Secretary of State of the State of New York is designated as the
agent of the corporation upon whom process against the corporation may be served. The
post office address without the State of New York to which the Secretary of State of the
State of New York shall mail a copy of any process against the corporation served upon
said Secretary of State is Dhruv Khanna, Convergence Law Group, 742 Alester Avenue,
Palo Alto, CA 94303. '

"



SIXTH: The corporation has not, since its‘ incorporation, engaged in any activity
in the State of New York except as set forth in paragraph (b) of Section 1301 of the.
Business Corporation Law. -

IN WITNESS WHEREOF, I have subscribed this document on the date set forth
below and ‘do hereby affirm, under the penalties of perjury, that the statements contamed
therein have been examined by me and are true and correct. '

Executed on this 24tht day of January, 1997.

SAM

Dhruv Khanna, = Vice Presidend
Covad Communications Company




COVAD Communications Company

Exhibit II

Management Profiles



Management - Covad Executive Staff

‘Charles E. Hoffman, President and Chief Executive Officer

_ A 25-year telecommunications veteran, Hoffman brings a wealth of telecom and broadband experience to Covad
kfrom the wireless, cable, local and long-distance sectors. He joined Covad in June 2001, ushering the company
hrough a pre-negotiated Chapter 11, which effectively eliminated $1.4 billion in debt. Hoffman also led Covad in
securing a $150 million investment in the company from SBC Communications and dramatically reducing
expenses leading to an expectation of cash flow positive operations in the second half of 2003.

Prior to joining Covad, Hoffman was President and Chief Executive Officer of Rogers AT&T, Canada's largest, national
wireless service provider, with over three million wireless subscribers. Under his leadership, the company grew from fourth
to first place in a market of four national wireless providers. He also successfully negotiated the sale of one-third interest in
this publicly traded company (NYSE and TSE) to a partnership of AT&T and British Telecom. While at Rogers, Hoffman also
served as a Senior Vice President of Rogers Communications, gaining extensive experience with Rogers Cable, Canada's
largest cable company, and the aggressive roll-out of their high speed Internet service.

Prior to his years at Rogers, Hoffman served as President, Northeast region for Sprint PCS, a start-up company owned by
Sprint, TCI, Comcast, and Cox Communications. He was responsible for operations in the largest region in the U.S., and,
with offices in New York City, Philadelphia, Boston, Pittsburgh, Hartford, Albany, and Washington D.C., he successfully
launched PCS wireless service in nine markets.

Before joining Sprint PCS, Hoffman spent 16 years at SBC Communications in various senior management positions,
including regional manager, general manager, vice president, and president & general manager. While leading SBC's
Cellular One operations, he turned around the second and fourth [argest SBC markets, Washington/Baltimore and Boston,
from underperformers to market leaders in record time. Hoffman also spent two years leading SBC's wireless operations in
the country of Mexico. In addition to running Radiomovil DIPSA, S.A. de C.V. (Telcel), the national wireless carrier, as
Director General, he was also Managing Director-Wireless for SBC International. During this period, Hoffman increased
market share from 49 percent to 65 percent.

Hoffman began his career at IBM in 1976 in marketing. Prior to beginning his career in wireless, he also spent two years at
Southwestern Bell Telephone Co. and two years as a national account manager for AT&T.

Hoffman received a Masters of Business Administration degree from University of Missouri, St. Louis. He and his wife
Maureen have four children and one grandson.

Patrick (Pat) Bennett, Executive Vice President & General Manager, Covad Direct

Patrick (Pat) Bennett is responsible for driving Covad's direct sales and retall channe! development. This position
compliments our existing wholesale sales and enables us to further leverage our direct sales efforts and strengthen our
existing sales channels. In this role, Mr. Bennett also manages all Covad.net direct channel sales and support, telesales and
retail channel sales and development. Mr. Bennett brings to Covad 19 years of successful sales development and
management expertise, including the development of effective customer care, sales and marketing organizations, channel
development and strategic planning. He most recently joined Covad from TESSCO Technologies, Inc., a leading provider of
wireless communication solutions, where he was senior vice president of marketing and product development. Prior to
TESSCO, Mr. Bennett was executive vice president and chief operating officer of Rogers Wireless, Inc., Canada's largest
wireless communications service provider. As a member of the senior management team, Mr. Bennett was instrumental in
driving significant improvements in all operating metrics of the business. Preceding Rogers Wireless, Mr. Bennett joined the
start-up organization of Sprint PCS as area vice president. In this role, he was responsible for launching service in Sprint
PCS's third largest market, Philadelphia, and later managing the Washington/Baltimore area. He was also vice president of
Sales and Marketing for Cellular One in Washington/Baltimore and president and general manager of Communications
Electronics, Inc., along with being vice president and general manager for American Beeper Associates in Columbia,
Maryland. Mr. Bennett began his career as a regional sales manager for Metromedia, the predecessor to Cellular One.



P. Michael Hanley, Senior Vice President Organizational Transformation

Mr. Hanley functions as chief of staff to the CEO. He has overall responsibility for the Human Resource and Real
Estate/Procurement functions and oversight of strategy and organizational communications. He is responsible for driving
organizational change and ensuring the organization is optimized to achieve corporate objectives. A proven and successful
leader in high-volume, customer-focused businesses, Mr. Hanley brings 18 years of experience including a strong ability to
instill a strategic business focus within the management team and an ability to identify key business issues while driving
necessary change. Mr. Hanley most recently joins Covad from Rogers Wireless, Inc. Canada's largest wireless
communications service provider. As a member of the senior management team, Mr. Hanley led a cultural shift across the
organization that provided a firm foundation of personal accountability and a clear understanding of strategic corporate
goals. Prior to Rogers Wireless, Mr. Hanley held increasingly senior roles within the Toronto-Dominion Bank, Bank of Nova
Scotia and Canadian Imperial Bank of Commerce.

Anjali Joshi, Executive Vice President Engineering

Anjali Joshi directs all Covad engineering activities including the architecture, implementation and capacity management of
Covad's national network. She also leads the development of Covad's network and business operations support systems as
well as the corporate information technology infrastructure. Ms. Joshi joined Covad in early 1998 bringing extensive
experience in the design of carrier class networking solutions for voice and data. She was instrumental in architecting
Covad's network that has proven to be the most cost effective and reliable in the industry. She is recognized as an expert in
the area of DSL networks and has influenced FCC and State PUC policies in the areas of DSL deployment, line-sharing and
spectrum management. Ms Joshi was invited by the FCC to serve on the Network Reliability and Interoperability Councll,
which advises the Commission on matters related to the deployment of DSL networks. Prior to joining Covad, she was at
AT&T Bell Laboratories, where she managed the planning, design and implementation of several services including AT&T's
InterSpan ATM service. Ms. Joshi holds a Bachelors Degree in Electrical Engineering from the Indian Institute of
Technology, a Masters Degree in Computer Engineering from SUNY, and a Masters Degree in Engineering Management
from Stanford University.

. Carol Karney, Senior Vice President, Strategic Partnerships

Mrs. Karney, leads a team that is accountable for driving the top line of the business for Covad. She manages
Covad's wholesale sales growth by developing and managing business relationships with Covad's key strategic
partners as well as driving high-volume consumer and large business partnerships. Mrs. Karney joined Covad in
1999, as sales vice president to the Midwest. She brings a diverse background in sales, sales management, marketing and
finance. Prior to her employment at Covad, she was the global communications manager of the Mobil Qil Corporation,
where she lead and developed national and regional promotions through the planning, development and execution of
integrated promotion strategies and tactics to drive consumer demand and profitability.

Beth A. Lackey, Senior Vice President, Customer Operations

Ms. Lackey is responsible for managing Service Delivery, Dispatch, Technical Assistance Center (TAC) Repair, and
Operations Support. A proven leader in all areas of Covad operations, Ms. Lackey joined Covad in 1999 as Director of
Service Delivery where she established the Denver Service Delivery center for provisioning. Shortly thereafter, Ms. Lackey
was appointed Vice President of Network Services during which time she was responsible for the TAC and Network
Operations Center (NOC) as well as Business Continuity and Disaster Recover. Additionally, Ms. Lackey held positions as
Vice President of Western Operations and Vice President, Denver Center of Excellence. With over twenty years of
experience in the telecommunications industry, Ms. Lackey initially began her career with U.S. West, where she held
increasingly senior positions in sales, customer service, strategic and competitive analysis and network operations. Ms.
Lackey holds a Bachelor of Arts degree in business administration with a marketing emphasis from Colorado State
University and a Master of Business Administration degree in international business from Regis University.



Andrew 8. Lockwood, Senior Vice President of Marketing

Mr. Lockwood is responsible for driving demand for Covad's consumer and business class services. He leads Covad's
branding efforts, advertising, and overall marketing direction for the company. Additionally, Mr. Lockwood manages core
marketing responsibilities, such as product marketing and development, marketing communications and strategic planning.
Mr. Lockwood brings to Covad 21 years of experience in telecommunications, sales and marketing. His last position was
senior vice president and general manager of Inktomi's Wireless Division where he was responsible for software
engineering, product management, marketing, sales, finance, human resources, and strategy. Prior to his position at
Inktomi, Lockwood spent eight years at British Telecommunications (BT) in a variety of senior management positions. Most
recently he was vice president of the Advance Alliance where he led the relationship between BT and AT&T Wireless,
identifying and implementing joint global product developments and other business initiatives. He was also deputy COO at
Telfort Mobil Netherlands, general manager of the Retail and Logistics Sector and held senior positions in Cable Television
Services, BT Mobile and BT Cellular. Prior to his time at BT, Lockwood worked for Millicom, Hutchison Telecom, and ICI.
Mr. Lockwood was educated at University Coliege of North Wales and Seale-Hayne College in Devon, England.

‘Morgan McChesney, Senior Vice President, Network Operations

Morgan McChesney is responsible for the management of Covad's network and field operations. Mr. McChesney
brings 20 years of telecommunications, broadband operations, and general management experience. Mr.

(Ml cChesney joined Covad in 1999 and, over the years, has held several different Vice President positions within
operations. Prior to joining Covad, Mr. McChesney was a Vice President at AT&T, where he was responsible for building
AT&T's local network after their aquisition of Teleport Communications Group (TCG). Mr. McChesney initially joined TCG as
the Vice President and General Manager for Atlanta and was with TCG at the time AT&T aquired the company serving as
Regional Vice President for the southeast region. He also spent a large portion of his career at Tele-Communications,
Inc.(TCl), one of the nation's largest cable television companies. During his time at TCI, Mr. McChesney helped build the
company's entry into the local telephone and high speed data business as the Vice President of Operations for the
company's newly created telephony business unit. He also served as a Regional Vice President responsible for overall
management of one of (TCI)'s largest cable regions and its largest cable market at the time and was directly responsible for
turning around the Chicago market and leading the highest revenue producing unit in the company.

David McMorrow, Senior Vice President, Strategic Development

Mr. McMorrow leads a team responsible for strategic business planning and development, focused on Covad's long-term
revenue and brand objectives. With over ten years of experience in the telecommunications industry, Mr. McMorrow's
experience and knowledge of sales, marketing and industry trends make him well suited to lead Covad's strategic
development. Mr. McMorrow joined Covad in 1998 and served as Vice President of Sales for the Eastern Region, managing
half of Covad's wholesale revenue. Prior to joining Covad, Mr. McMorrow spent six years at AT&T and WorldCom in various
progressively senior managerial positions. Mr. McMorrow holds a Bachelor of Science degree in Marketing from Syracuse
University. '

W ' Mark Richman, Executive Vice President and Chief Financial Officer

Mr. Richman brings over 18 years of financial management experience to Covad. He joins the company from
MainStreet Networks where he was vice president and CFO, and built the finance, accounting-and IT functions
nto departments. Prior to MainStreet, Richman held senior management positions at Adecco S.A. where he was
vice president of finance and administration for Adecco U.S., a $3 billion operating division. He was also vice president and
corporate treasurer at the parent company where he raised over $3 billion in funding through various debt and equity
transactions. He also worked for Merisel, Inc., a global computer hardware and software distributor, and was primarily based
in London as European finance director. Prior to Merisel, Richman had held various banking positions with ING Capital,
Manufacturers Hanover Trust Company and Wells Fargo Bank. Richman holds a Bachelor of Science degree in managerial
economics from the University of California at Davis and a Master of Business Administration degree from the Anderson
School at UCLA.



Martha Sessums, Vice President, Corporate Communications

With over 20 years of experience in managing technology public relations and corporate communications, Ms. Sessums is
responsible for overseeing all external and internal communications at Covad. Ms. Sessums joined Covad in 1999 and
during that time has developed a strong public relations and communications program that has moved the company from a
small start-up to an industry leader. Prior to Covad, Ms. Sessums was the Senior Managing Director at Hill and Knowlton,
Inc., where she managed the high technology practice of their San Francisco office. She was also with Avalanche PR for Hill
and Knowlton and managed the corporate and alliance public relations activities for Oracle Corporation. In addition, she has
held extensive senior corporate communications, public relations, and consulting roles for companies like Brodeur &
Partners Public Relations, Network Equipment Technologies, Western Digital Corporation, Apple Computer, and Regis
McKenna Public Relations. Ms. Sessums holds a Bachelor of Arts in Communications from California State University,
Fullerton. She has a Masters of Business Administration from Santa Clara University. Ms. Sessums also serves as the
president and secretary of the Association for Continuing Education, a distance education network provider,

Brad Sonnenberg, Senior Vice President and General Counsel

Mr. Sonnenberg manages the legal affairs for Covad, including corporate transactional, litigation and government external
affairs, which is responsible for regulatory, legislative and other governmental advocacy and manages Covad's relationship
with the Incumbent Local Exchange Carriers (ILECs). Mr. Sonnenberg joined Covad in 1999 and became deputy general
counsel in 2000. During his time with Covad, he has set a very high standard of excelience in the legal department and
played an integral part in negotiating Covad's pre-negotiated bankruptcy and the subsequent elimination of the company's
bondholder debt. Prior to joining Covad, Sonnenberg was an assistant U.S. attorney in the Major Frauds section at the U.S.
Attorney's Office in Los Angeles where he focused on prosecuting white-collar crimes. He received his law degree from the
University of Chicago School of Law in 1982 and started his legal career as an associate at Debevoise & Plimpton in New
York. He also served as an assistant state attorney in Miami, Florida. .



COVAD Communications Company

Exhibit IV

Financial Statements

The attached Exhibit will demonstrate that the applicant has:

1. Sufficient financial capability to provide the requested service within the State of
Florida;
2. Sufficient financial capability to maintain the requested service;

3. Sufficient financial capability to meet its lease or ownership obligations.



COVAD Communications Company

Exhibit IV

Applicant is a wholly-owned subsidiary of Covad Communications Group, Inc. (“Covad”) a publicly
traded corporation. Attached is the following information: (i) Covad’s latest Annual Report and Form
10Q, (i) Names and biographies of its Board of Directors (see Exhibit IIT), and (iii) Names and
biographies of its key management (See Exhibit IIT). As demonstrated by this information, Applicant
has sufficient managerial and financial capability to provide and maintain the requested service in the
geographic area proposed to be served. In fact, over the last three years, Applicant has provided, and
continues to provide, DSL-based services to thousands of Florida customers using a combination of
facilities leased from the incumbent local exchange carrier and its own collocated facilities. Applicant,
therefore, has demonstrated by both its past operations and the information attached to this application
that it has sufficient managerial and financial capability to meet its lease or ownership obligations.



UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2002

0  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 000-25271

Covad Communications Group, Inc.

(Exact name of registrant as specified in its charter)

Delaware 77-0461529
(State or other jurisdiction (IL.R.S. Employer
of incorporation or organization) _ Identification Number)

3420 Central Expressway

Santa Clara, California 95051
(Address of principal executive offices) (Zip Code)

(408) 616-6500

(Registrant’s 1elephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes No O

APPLICABLE ONLY TO REGISTRANTS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING
THE PRECEDING FIVE YEARS:

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by
Section 12, 13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities
under a plan confirmed by a court. Yes & No [

As of November 4, 2002 there were 222,999,936 shares outstanding of the Registrant’s Common Stock,
including Class B Common Stock.
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (Unaudited)
COVAD COMMUNICATIONS GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

September 30,  December 31,
02 2001
(Unaudited) (Note 1)
{(Amounts in thousands, except
share and per share amounts)

ASSETS
Current assets:
Cash and cash eqUIVAIENTS ...\ttt ittt e e $ 49,120 § 207810
ShOrt-term VeSS MEILS & o\ vttt et ittt ettt ettt it e 179,087 76,053
Restricted cash and Investments . ......oouitiiiiiin i, 500 9,203
Accounts receivable, net of allowances of $6,093 at September 30, 2002 ($8,483 at
December 31, 2001 ) .ttt ittt e e 32,392 23,245
Unbilled reVemUe & .ottt e e e e 3,934 4,964
Other receivables . ..ottt i i i e e e e e e s 1,560 3,885
R ¢ o == P 5,068 7,249
Prepaid expenses and other current assets ............covviiiiiiiiii i 12,367 6,689
Total CUITENt ASSETS & oottt i it ittt ittt ettt s et craerennenrenenas 284,028 339,098
Property and equipment, NSt . ... ot 119,654 215,804
Collocation fees, Met . ... ir ittt e e e 45,787 53,464
Investments in unconsolidated affiliates ........... vt 1,516 4,874
Deferred costs of SErvice aCtVation .. ...ttt it et et et e e 44,635 57,962
Deferred customer INCeMtIVE , .. v vttt ettt et vttt et n e 3,730 -
Other 1ong-term ASSEES .. o\ vttt ittt st e 3,461 3,966
T Ota] BSOS 4 v v v vt ettt ettt e e e e e e $ 502,811 $ 675,168

Current liabilities:

AcCCoUnts Payable . . ..ot e $ 13,302 § 15842
Accrued COMPENSAtION . ..ottt ettt ettt et e e e 14,910 16,268
Current portion of capital lease obligations. ........... ..o, — 11
Accrued collocation and network service fees ...t s 32,603 40,839
Accrued transaction-based 1aXes . .....u i e 37,384 31,263
AcCrued IEerest . . .ot e 4,308 183
Accrued market development funds and customer incentives ..................... 5,550 1,733
Unresolved claims related to bankruptcy proceedings . ..., 9,997 22,200
Other accrued Habilities ... .. oottt i e 10,452 8,103
Total current Habilities . ... ... ... i i i e e e e 128,506 136,442
Long-term debt .. ..vuu i e 50,000 50,000
Collateralized customer deposit . .........uouiinniiin it 70,080 75,000
Deferred gain resulting from deconsolidation of subsidiary..................co0iu 55,200 55,200
UnNeammed TeVeIMUES . & o v vt vttt ettt e ettt et et e e e 79,185 98,697
Total Habilities . ..o v oottt et e e e 382,971 415,339

Commitments and contingencies
Stockholders’ equity:
Preferred stock, $0.001 par value; 5,000,000 shares authorized; no shares issued and
outstanding at September 30, 2002 and December 31, 200L.................. ... — —
Common Stock, $0.001 par value; 590,000,000 shares authorized; 220,499,687 shares
issued and outstanding at September 30, 2002 (216,542,210 shares issued and

outstanding at December 31, 2001) ... .t e 220 216
Additional paid-in capital ... ... .. . e 1,614,422 1,606,737
Deferred stock-based compensation. .......covvvivvir i (203) (257)
Accumulated other comprehensive [0SS. . ..ottt e (752) (2,359)
Accumulated deficit. .. ... (1,493,847) (1,344,508)

Total stockholders” equity . ... v vttt e e e 119,840 259,829

Total liabilities and stockholders” equity ......... ..ot $§ 502,811 $ 675,168

See accompanying notes.

1



Basic and diluted net loss per share

COVAD COMMUNICATIONS GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues, net
Operating expenses:

Network and product costs . ..........

Sales, marketing, general and

administrative . .. ........ ... .. ...

Provision for bad debts (bad debt

recoveries), net...................

Depreciation and amortization of

property and equipment............
Amortization of collocation fees.......
Provision for restructuring expenses. ...

Provision for long-lived asset

impairment ......................
Litigation-related expenses ...........

Total operating expenses ...........

Loss from operations
Other income (expense):

Interest income.....................

Realized gain (loss) on short-term

investments .................. ...,
Other than temporary losses on short-

term Iinvestments .................
Provision for impairment of investments

in unconsolidated affiliates .........

Equity in losses of unconsolidated

affiliates . ...,

Gain (loss) on disposal of investments
in unconsolidated affiliates .........

Interest expense (contractual interest
expense was $36,169 and $110,415

for the three and nine months ended
September 30, 2001, respectively) ...

Miscellaneous income (expense), net ..
Reorganization expenses, net .........

Other income (expense), net.........
Net loss

Weighted average number of common
shares used in computing basic and

diluted net loss per share ............

Three Months Ended

September 30,

Nine Months Ended

September 30,

2002

2001

2002

2001

(Amounts in thousands, except share and per share amounts)

(Unaudited)

96,206 $ 84,784 $ 295605 § 243,128
68,112 103,290 231,576 359,896
42,607 46,601 116,636 168,696
(1,731) 3,572 312 523
33,498 36,092 92,882 103,796
3,700 1,763 10,990 9,333
- (130) - 17,617

_ (241) - 1,989
1,884 1,907 (9,029) 5,907
148,070 192,854 443,367 667,757
(51,864) (108,070) (147,762) (424,629)
1,559 5,063 4,072 23,290
- 75 (17) 5912

- - - (1,311)

- (9,467) - (9,467)
(101) (5,011) (704) (11,626)
- - (636) 178
(1,375) (18,345) (4,125) (92,591)
74 (98) (167) 394

- (3,896) - (3,896)

157 (31,679) (1,577) (89,117)
(51,707) $ (139,749) $ (149,339) $ (513,746)
(023) $ 0.79) $ (0.68) $ (2.94)
220,432,609 176,829,127 218,901,267 174,507,085

2

See accompanying notes.



COVAD COMMUNICATIONS GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended September 30,

2002 2001
(Amounts in thousands)
(Unaudited)
Operating Activities:
3 (200 R $(149,339) $(513,746)
Adjustments to reconcile net loss to net cash used in operating activities:
Provision for bad debts, met ... ..ot i e 312 523
Depreciation and amortization . .. .v.uu ottt e e e e e e 103,872 113,129
Loss on disposition of property and equipment ........v.otiiit it 332 382
Provision for reStruCturing eXpenses . ... ...u. vt ervrurervit ettt e — 17,617
Provision for long-lived asset impairment . ........ouiueiin i — 1,989
Non-cash litigation-related eXpenses . .. ... \vuve ettt int et et e (9,029) 3,140
Amortization of deferred stock-based cOmpensation ...........vvuvinenene it 227 1,431
Other stock-based COMPENSation . .........iuvut vttt et e e 282 4
Amortization (accretion) of interest on investments, net.........oitvi o (92) (6,837)
Realized loss (gain) on short-term MVeStMEnts. .. vvvv vt itveie ettt et e e et 17 (5,912)
Other than temporary losses on ShOrt-term inVeStMEnts . .. ... .ov'vrerer it eererenernnennnns — 1,311
Equity in losses of unconsolidated affiliates .. .........uuuuiier ittt 704 11,626
Provision for impairment of investment in unconsolidated affliates .. ..........ovverrrrnnrovins — 9,467
(Gain) loss on disposal of investments in unconsolidated affiliates .. .............coevvurerernn.. 636 (178)
Accretion of debt discount and amortization of deferred debt issuance costs ...............vun.. — 20,845
Net changes in operating assets and liabilities:
Restricted cash. . ... e 8,703 13,206
ACCOUNS TECEIVADIE . o\ vt ettt ettt et e s et e e e e (9,459) (6,968)
Unbilled revenue . . ....i it 1,030 756
INVENOTIES L\t e 2,181 5,488
Prepaid expenses and other CUITENT @SSeTS ... vvuverrs vttt ittt s cn e i e eeeaes (3,191) 1,473
Deferred costs of SErvice activation .. ...\ vt ittt et e e e 13,327 (9,038)
Accounts Payable . . .. e e (2,540) (45,024)
Unresolved claims related to bankruptcy proceedings ... ... ooviutvrenees e ennnnnnnss (2,913) —
Prepetition accounts payable and accrued liabilities subject to compromise ................... — (7,621)
Postpetition accounts payable and accrued liabilities ...........c..ov vt — 14,670
Collateralized customer deposit . ... ...ttt it (4,920) —
Other current labilitles . . ..... .ot 8,417 (14,611)
UnNEarned FEVEMUSS ...\ v\ttt it ettt e et ettt et e e e e e e (19,109) (13,845)
Net cash used in operating aCtiVities. . ..\ ov vttt et e (60,552) (406,723)
Investing Activities:
Cash relinquished as a result of deconsolidating a subsidiary. .............ovuririein .. — (1,599)
Purchases of short-term InVestments . .. ..o vttt e e e e e e (213,681) (561,986)
Maturities of short-term Investments .. .........o.iuiieire et e e 70,988 487,508
Sales of short-term IMVEStMENIS . . . oottt ettt e e e 40,000 335,376
Purchase of restricted investments in connection with bankruptcy proceedings..................... — (257,202)
Redemption of restricted investments in connection with bankruptcy proceedings .................. — —
Redemption of other restricted INVESIMENtS . ...\ttt e e e e e e e — 13,437
Purchases of property and equIpment .. ...... ..ottt (12,323) (16,685)
Proceeds from sales of property and equipment.........co.iu vt 13,451 1,483
Recovery of internal use SOftWare COSTS. ... uvuuuer vt it tst et etr ittt te e e 458 2,000
Payment of collocation fEeS ... ....vviuriutet i (1,963) (4,233)
Proceeds from sales of investments in unconsolidated affiliates . ... ....oovervr e, 3,360 1,223
Net cash used in investing activities . . ... .. uit it e e e e (99,710) (678)
Financing Activities:
Principal payments on long-term debt ........ .. it e — (8,394)
Principal payments under capital lease ObHZatIONS ...\ . vvvvett it ittt (11) (1,086)
Proceeds from common S1OCK 18SUANCE . . o\ttt ittt ettt e et e e e e e e 1,583 3,924
Repurchase of restricted StOCK . .. .. .ovt ittt e — (172)
Net cash provided by (used in) financing activities ..............oiiiiiiirninnnnnn. 1,572 (5,728)
Net decrease in cash and cash equivalents. . ... . vttt e e e e (158,690) (413,129)
Cash and cash equivalents at beginning of period ... ...ttt e 207,810 558,440
Cash and cash equivalents at end of perfod .. .. ... oo $ 49,120 $ 145,311
Supplemental Disclosures of Cash Flow Information:
Cash paid during the period for INTeIest . ...\ttt i ittt et ettt $ — $ 66,542

See accompanying notes.
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COVAD COMMUNICATIONS GROUP, INC,

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2002 and 2001
(All dollar amounts are presented in thousands, except share and per share amounts)
(Unaudited)

1. Basis of Presentation and Summary of Significant Accounting Policies

The condensed consolidated financial statements include the accounts of Covad Communications Group,
Inc. (“Covad”) and its wholly-owned subsidiaries (collectively, the “Company”). All significant intercom-
pany accounts and transactions have been eliminated in consolidation.

The condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States for interim financial information, the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and
footnotes required by accounting principles generally accepted in the United States for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation of the condensed consolidated financial statements have been
included. Operating results for the three and nine months ended September 30, 2002 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2002.

The Company’s business plan includes certain discretionary spending in 2002 that is predicated on certain
revenue growth assumptions. If necessary, the Company will curtail this discretionary spending so that it can
continue as a going concern at least through January 1, 2003 using only its unrestricted cash, cash equivalents
and short-term investment balances in existence as of December 31, 2001. Additionally, based on the advice
of legal counsel, the Company believes it is more likely than not that certain securities litigation described in
Note 8 will ultimately be settled in accordance with the terms of the memorandum of understanding
(“MOU”) dated August 10, 2001 executed by the Company and the plaintiffs in such securities litigation.
Therefore, the Company does not believe that the ultimate settlement of this securities litigation will have a
material adverse effect on its ability to continue as a going concern at least through January 1, 2003. However,
in the event (i) the MOU is not ultimately approved by the United States District Court and/or (ii) the
settlement of the aforementioned securities litigation ultimately requires the Company to disburse additional
cash, the Company will reduce other discretionary spending so that it can continue as a going concern at least
through January 1, 2003 using only its unrestricted cash, cash equivalents and short-term investment balances

in existence as of December 31, 2001. The Company does not believe any such curtailment of its discretionary
~ spending, if necessary, will have a material adverse effect on the overall execution of its business plan.

The condensed consolidated balance sheet as of December 31, 2001 has been derived from the audited
consolidated financial statements at that date but does not include all of the information and footnotes
required by accounting principles generally accepted in the United States for complete financial statements.

All information included in this report should be read in conjunction with the Company’s audited
consolidated financial statements and notes thereto included in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2001.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results may differ materially from these estimates. The Company’s critical
accounting estimates include (i) revenue recognition and the establishment of accounts receivable allowances,
(i) inventory vatuation, (ili) reorganization and restructuring liabilities, (iv) useful life assignments and
impairment evaluations associated with property and equipment and collocation fees, (v) anticipated
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COVAD COMMUNICATIONS GROUP, INC.,
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

outcomes of legal proceedings and other disputes, (vi) transaction-based tax liabilities and (vii) valuation
allowances associated with deferred tax assets.

Long-Lived Assets

As of December 31, 2001, the Company’s estimated annual amortization expenses associated with
collocation fees for the next five years were as follows:

200 e e s $13,177
2003 e e $13,177
2004 L e e $13,177
2005 e e $13,177
2006 e $ 756

Effective January 1, 2001, the Company reduced the remaining estimated useful lives of all long-lived
assets, excluding building and leasehold improvements, that previously had estimated useful lives in excess of
five years such that the residual balances and any subsequent additions are now depreciated or amortized over
five years using the straight-line method. This change in accounting estimate increased the Company’s net loss
by $2,900 ($0.02 per share) and $9,200 ($0.05 per share) for the three and nine months ended September 30,
2001, respectively.

As part of the continuing evaluation of the Company’s network assets during the three months ended
September 30, 2002, certain matters were identified related to prior financial reporting periods that
necessitated the recording of additional expenses. Such matters were related to (i) changes in the Company’s
network configuration, which necessitated reductions of the remaining estimated useful lives of certain
network equipment and (ii) the capitalization of certain network and product costs that should have been
charged to operating expenses. Accordingly, for the three months ended September 30, 2002, the Company
has recorded (i) additional depreciation expense of $9,584 and (ii) additional network and product costs of
$1,215. The Company does not believe these amounts are material to the periods in which they should have
been recorded, nor does it expect that the expenses will be material to its consolidated operating results for the
year ending December 31, 2002. However, if these adjustments are ultimately deemed to be material to the
Company’s consolidated operating results for the year ending December 31, 2002, the Company will need to
restate prior financial reporting periods, including the current period. The impact on prior financial reporting
periods would be as follows: net loss for the three months ended June 30, 2002 would be increased by $1,292
($0.01 per share), net loss for the three months ended March 31, 2002 would be increased by $1,099 ($0.01
per share), net income for the year ended December 31, 2001 would be decreased by $8,057 ($0.04 per share)
and net loss for the year ended December 31, 2000 would be increased by $351 ($0.00 per share).

Basic and Diluted Net Loss Per Share

Basic net loss per share is computed using the weighted average number of shares of the Company’s
common stock outstanding during the period, less the weighted average number of outstanding common
shares subject to repurchase.

Diluted per share amounts are determined in the same manner as basic per share amounts, except that
the number of weighted average common shares used in the computations includes dilutive common shares
subject to repurchase and is increased assuming the (i) exercise of dilutive stock options and warrants using
the treasury stock method and (ii) conversion of dilutive convertible debt instruments. However, diluted net
loss per share is the same as basic net loss per share in the periods presented in the accompanying condensed
consolidated statements of operations because the impact of (i) common shares subject to repurchase, (ii) the
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COVAD COMMUNICATIONS GROUP, INC,
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

assumed exercise of outstanding stock options and warrants and (iii) the assumed conversion of convertible
debt instruments is not dilutive,

The following table presents the calculation of weighted average common shares used in the computa-
tions of basic and diluted net loss per share presented in the accompanying condensed consolidated statements
of operations:

Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001

Weighted-average number of shares

of common stock outstanding .. ... 220,433,234 177,653,940 218,910,100 175,585,866
Less weighted average number of

shares of common stock subject to

repurchase. ........ovvvvvenn., 625 824,813 8,833 1,078,781

Weighted average number of
common shares used in computing
basic and diluted net loss per share 220,432,609 176,829,127 218,901,267 174,507,085

Comprehensive Loss

Significant components of the Company’s comprehensive loss are as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
Cumulative Amounts 2002 2001 2002 2001
Netloss .............. $(1,493,847) $(51,707) $(139,749) $(149,339) $(513,746)
Unrealized gains (losses)
on available-for-sale
securities............ 210 78 (675) 265 (2,132)
Foreign currency
translation adjustment (962) — (32) 1,342 (706)
Comprehensive loss. . ... $(1,494,599) $(51,629) $(140,456) $(147,732) $(516,584)

Recent Accounting Pronouncements

In July 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) Ne. 146, “Accounting for Costs Associated with an Exit or Disposal
Activity.” SFAS No. 146 revises the accounting for exit and disposal activities under Emerging Issues Task
Force (“EITF”) Issue 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (Including Certain Costs Incurred in a Restructuring)” by extending the period in
which expenses related to restructuring activities are reported. A commitment to a plan to exit an activity or
dispose of long-lived assets will no longer be sufficient to record a one-time charge for most restructuring
activities. Instead, companies will record exit or disposal costs when they are incurred and can be measured at
fair value. In addition, the resultant liabilities will be subsequently adjusted for changes in estimated cash
flows. SFAS No. 146 is effective prospectively for exit or disposal activities initiated after December 31, 2002.
Companies may not restate previously issued financial statements for the effect of the provisions of SFAS
No. 146, and liabilities that a company previously recorded under EITF Issue 94-3 are grandfathered. The
Company will adopt SFAS No. 146 on January 1, 2003 and does not believe that the adoption of SFAS
No. 146 will have a material effect on its consolidated financial statements.
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COVAD COMMUNICATIONS GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS No. 145 rescinds SFAS No. 4,
“Reporting Gains and Losses from Extinguishment of Debt,” which required all gains and losses from
extinguishment of debt to be aggregated and, if material, classified as an extraordinary item, net of related
income tax effect. SFAS No. 145, which is effective in periods beginning after May 15, 2002, requires that
gains or losses from extinguishment of debt be classified as extraordinary items only if they meet the criteria of
APB Opinion No. 30. The Company is required to adopt the provisions of SFAS No. 145 on January 1, 2003
and does not believe that the adoption of SFAS No. 145 will have a material effect on its consolidated
financial statements.

On January 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets,” which supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of,” and provides a single accounting model for long-lived
assets to be disposed of. The adoption of SFAS No. 144 had no effect on the Company’s condensed
consolidated financial statements.

On January 1, 2002, the Company adopted SFAS No. 141, “Business Combinations,” and SFAS
No. 142, “Goodwill and Other Intangibles Assets.” SFAS No. 141 eliminates the pooling-of-interests method
of accounting for business combinations, except for qualifying business combinations that were initiated prior
to July 1, 2001, Under SFAS No. 142, goodwill and indefinite-lived intangible assets are no longer amortized,
but are reviewed annually for impairment or more frequently if impairment indicators arise. The adoption of
SFAS Nos. 141 and 142 had no effect on the Company’s condensed consolidated financial statements.

On January 1, 2002, the Company adopted EITF guidance regarding the provision in EITF Issue 00-25,
“Yendor Income Statement Characterization of Consideration from a Vendor to a Retailer,” dealing with
consideration from a vendor to a reseller under cooperative advertising and other arrangements. This provision
of EITF Issue 00-25 states that consideration from a vendor to a reseller of the vendor’s products or services is
presumed to be a reduction of the selling price of the vendor’s products or services, unless the vendor
(i) receives an identifiable benefit in return for the consideration and (ii) can reasonably estimate the fair
value of the benefit received. If the amount of consideration paid by the vendor exceeds the estimated fair
value of the benefit received, the excess amount is to be recorded by the vendor as a reduction of revenues.
The adoption of this new guidance did not have a material effect on the Company’s condensed consolidated
financial statements.

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.”
SFAS No. 143 requires that the fair value of a liability for an asset retirement obligation be recognized in the
period in which it is incurred if a reasonable estimate of fair value can be made. The associated asset
retirement costs are capitalized as part of the carrying amount of the long-lived assets. The Company is
required to adopt SFAS No. 143 on January 1, 2003, and it does not believe the adoption of SFAS No. 143
will have a material effect on its consolidated financial statements.

On January 1, 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. SFAS No. 133 standardizes the accounting for derivatives and hedging
activities and requires that all derivatives be recognized in the statement of financial position as either assets or
liabilities at fair value. Changes in the fair value of derivatives that do not meet the hedge accounting criteria
are required to be reported in operations. The adoption of SFAS No. 133 had no effect on the Company’s
condensed consolidated financial statements.

Reclassifications

Certain balances in the Company’s 2001 condensed consolidated financial statements have been
reclassified to conform to the presentation in 2002.



COVAD COMMUNICATIONS GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Revenue Recognition and Change in Accounting Principle

Revenues from recurring service are recognized when (i) persuasive evidence of an arrangement between
the Company and the customer exists, (ii) service has been provided to the customer, (iii) the price to the
customer is fixed and determinable and (iv) collectibility of the sales price is reasonably assured. Revenues
earned for which the customer has not been billed are recorded as “Unbilled revenues” in the condensed
consolidated balance sheets. Amounts billed in advance of providing service are deferred and recorded as an
element of the condensed consolidated balance sheet caption “Unearned revenues.” Included in revenues are
Federal Universal Service Fund charges billed to customers aggregating $1,861 and $7,757 for the three and
nine months ended September 30, 2002, respectively, and $2,967 and $10,094 for the three and nine months
ended September 30, 2001, respectively.

The Company has over 140 wholesale customers. However, for the three and nine months ended
September 30, 2002, the Company’s 30 largest wholesale customers collectively comprised 93.6% and 93.4%,
respectively, of its total wholesale revenues and 80.1% and 80.3%, respectively, of its total revenues. As of
September 30, 2002, receivables from these customers collectively comprised 81.9% of the Company’s gross
accounts receivable balance. For the three and nine months ended September 30, 2001, the Company’s 30
largest wholesale customers collectively comprised 90.6% and 82.6%, respectively, of its total wholesale
revenues and 81.0% and 74.1%, respectively, of its total revenues. As of September 30, 2001, receivables from
these customers collectively comprised 86.2% of the Company’s gross accounts receivable balance.

For the three months ended September 30, 2002, two wholesale customers (Earthlink, Inc. and AT&T
Internet Services) individually accounted for 20.7% and 10.0%, respectively, of the Company’s total revenues.
For the nine months ended September 30, 2002, these wholesale customers individually accounted for 20.5%
and 9.2%, respectively, of the Company’s total revenues. As of September 30, 2002, receivables from these
wholesale customers individually accounted for 39.3% and 8.2%, respectively, of the Company’s gross accounts
receivable balance,

For the three months ended September 30, 2001, two wholesale customers (Earthlink, Inc. and XO
Communications) individually accounted for 17.8% and 10.9%, respectively, of the Company’s total revenues.
For the nine months ended September 30, 2001, these wholesale customers individually accounted for 16.8%
and 10.8%, respectively, of the Company’s total revenues. As of September 30, 2001, receivables from these
wholesale customers comprised 16.9% and 16.5%, respectively, of the Company’s gross accounts receivable
balance.

Some of the Company’s Internet service provider (“ISP”) and telecommunications carrier customers are
experiencing financial difficulties. During the three and nine months ended September 30, 2002 and 2001,
certain of these financially distressed customers either (i) were not current in their payments for the
Company’s services or (ii) were essentially current in their payments but, subsequent to the end of the
reporting period, the financial condition of such customers deteriorated significantly and certain of them have
filed for bankruptey protection. Based on this information, the Company determined that (i) the collectibility
of revenues from these customers was not reasonably assured or (ii) its ability to retain some or all of the
payments received from the customers who have filed for bankruptcy protection was not reasonably assured.
Revenue related to customers that do not demonstrate the ability to pay for services in a timely manner, but
who have not filed for bankruptcy protection, is recognized when cash for those services is received, after the
collection of all previous outstanding accounts receivable balances. Payments received from financially
distressed customers during a defined period prior to their filing of petitions for bankruptcy protection are
recorded in the consolidated balance sheet caption “Unearned revenues” if the Company’s ability to retain
these payments is not reasonably assured. During the three months ended March 31, 2002, as a result of
developments in the bankruptcy proceedings of certain of the Company’s customers, the Company determined
that its ability to retain certain payments received from these bankrupt customers prior to January 1, 2002 was
now reasonably assured. Accordingly, during the three months ended March 31, 2002, the Company
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COVAD COMMUNICATIONS GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

recognized revenues that were deferred as of December 31, 2001 aggregating $3,307 (none during the three
months ended June 30, 2002). During the three months ended September 30, 2002, due to developments in
the bankruptcy proceeding of another customer, the Company determined that its ability to retain certain
payments received from this bankrupt customer prior to January 1, 2002 was now reasonably assured.
Accordingly, the Company recognized revenues of $1,120 that were deferred as of December 31, 2001.

A number of the Company’s customers are currently in bankruptcy proceedings. Revenues from these
customers accounted for approximately 18.9% and 19.6% of the Company’s total revenues for the three and
nine months ended September 30, 2002, respectively, and 17.7% and 20.4% of its total revenues for the three
and nine months ended September 30, 2001, respectively. Although WorldCom, a wholesale customer of the
Company, filed for bankruptcy protection in July 2002, the Company continued to recognize revenues from
WorldCom on an accrual basis based on the revenue recognition criteria described above. Consequently, the

_ disclosures in the following paragraph exclude amounts pertaining to WorldCom because this customer is not
presently classified as financially distressed by the Company. The Company continues to attempt to migrate
end users from certain of these financially distressed customers to the extent it is legally and operationally
feasible.

The Company issued billings to its financially distressed customers, including those that have filed for
bankruptcy protection (excluding WorldCom, as noted above), aggregating $7,447 and $39,779 during the
three and nine months ended September 30, 2002, respectively, that were not recognized as revenues or
accounts receivable in the condensed consolidated financial statements, as compared to the corresponding
amounts of $15,317 and $52,636 for the three and nine months ended September 30, 2001, respectively.
However, the Company ultimately recognized revenues from certain of these financially distressed customers
on a cash basis (as described above) aggregating $12,077 and $43,446 during the three and nine months ended
September 30, 2002, respectively, and $5,839 and $15,715 during the three and nine months ended
September 30, 2001, respectively, some of which related to services provided in prior periods. The Company
had contractual receivables from its financially distressed customers, including receivables of $6,026 from
customers that have filed for bankruptcy protection (excluding WorldCom, as noted above), totaling $6,250 as
of September 30, 2002 that are not reflected in the accompanying condensed consolidated balance sheet as of
such date.

The Company has obtained information indicating that some of its customers, including WorldCom, who
(i) were essentially current in their payments for the Company’s services prior to September 30, 2002, and
(ii) have subsequently paid all or significant portions of the respective amounts recorded as accounts
receivable by the Company as of September 30, 2002, may become financially distressed. Revenues from
these customers accounted for approximately 25.6% and 25.1% of the Company’s total revenues for the three
and nine months ended September 30, 2002, respectively. As of September 30, 2002, receivables from these
customers comprised 28.6% of the Company’s gross accounts receivable balance. If these customers are
unable to demonstrate their ability to pay for the Company’s services in a timely manner in periods ending
subsequent to September 30, 2002, revenue from these customers will be recognized on a cash basis as
described above.

The Company has obtained persuasive evidence indicating that the financial condition of one of its
customers, which was designated as financially distressed in 2000, improved significantly during the three
months ended June 30, 2002, principally as a result of a capital infusion during this period. Consequently,
management concluded that collection of the Company’s billings to this customer was now reasonably
assured. Therefore, the Company resumed recognition of revenues from this customer on an accrual basis
during the second quarter of 2002, which resulted in the recognition of a receivable balance and revenues in
the amount of approximately $1,542 as of and for the three months ended June 30, 2002 that relate to services
rendered in periods ended prior to April 1, 2002. The Company collected such receivable balance in full during
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COVAD COMMUNICATIONS GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

July 2002. No similar amounts were recognized during the other periods reported in the accompanying
condensed consolidated financial statements.

The Company has billing disputes with certain of its customers. These disputes arise in the ordinary
course of business in the telecommunications industry and their impact on the Company’s accounts receivable
and revenues can be reasonably estimated based on historical experience. Accordingly, the Company
maintains an allowance, through charges to revenues (which amounted to $540 and $2,130 during the three
and nine months ended September 30, 2002, respectively, and $1,293 and $9,253 during the three and nine
months ended September 30, 2001, respectively), based on its estimate of the ultimate resolution of these
disputes.

During the fourth quarter of 2000, retroactive to January 1, 2000, the Company changed its method of
accounting for up-front fees associated with service activation and the related incremental direct costs in
accordance with SEC Staff Accounting Bulletin (“SAB”) No. 101, “Revenue Recognition in Financial
Statements.” Previously, the Company had recognized up-front fees as revenues upon activation of service.
Under the new accounting method, which was adopted retroactive to January 1, 2000, the Company now
recognizes up-front fees associated with service activation over the expected term of the customer relationship,
which is presently estimated to be 24 months, using the straight-line method. Also as a result of the adoption
of SAB No. 101, retroactive to January 1, 2000, the Company now treats the incremental direct costs of
service activation (which consist principally of customer premise equipment, service activation fees paid to
other telecommunications companies and sales commissions) as deferred charges in amounts that are no
greater than the up-front fees that are deferred, and such deferred incremental direct costs are amortized to
network and product costs using the straight-line method over 24 months. The cumulative effect of the change
in accounting principle resulted in a charge to operations of $9,249, which was included in net loss for the year
ended December 31, 2000. For the three and nine months ended September 30, 2001, the Company
recognized $2,697 and $10,640, respectively, in revenue that was included in the cumulative effect adjustment
as of January 1, 2000 (none during the three or nine months ended September 30, 2002). The effect of that
revenue during the three and nine months ended September 30, 2001 was to reduce net loss by $688 and
$2,777, respectively.

3. Customer Warrants

On September 4, 2002, in conjunction with the execution of a five-year Broadband Internet Access
Service Agreement (the “Broadband Agreement”) with America Online, Inc. (“AOL”), a wholesale
customer, the Company granted AOL three warrants to purchase an aggregate of 3,500,000 shares of its
common stock at prices of $1.06, $3.00 and $5.00 per share. Such warrants were immediately exercisable, fully
vested and non-forfeitable at the date of grant. Accordingly, the measurement date for these warrants was the
date of grant. The aggregate fair value of such warrants of approximately $3,800, which was determined using
a Black-Scholes valuation model and the following assumptions: closing price of the Company’s common
stock on September 4, 2002 of §1.14 per share; expected life of seven years (which is also the contractual life
of the warrants); dividend yield of zero; volatility of 1.56; and a risk-free interest rate of 3.63%, was recorded
as a deferred customer incentive and will be recognized as a reduction of revenues on a straight-line basis over
the five-year term of the Broadband Agreement because management believes that future revenues from AOL
will exceed the fair value of the warrants described above. However, because the Broadband Agreement
contains no minimum purchase commitment and is cancelable under certain circumstances by AOL, the
Company will continue to monitor the recoverability of the deferred customer incentive balance described
above in periods ending subsequent to September 30, 2002.
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4. Asset Purchase

On January 3, 2002, the Company purchased substantially all of the assets of InternetConnect, a related
party, in an auction supervised by the United States Bankruptcy Court for the Central District of California.
The purchase price for these assets was $5,470 in cash, $235 of which had been deposited with InternetCon-
nect’s agent prior to December 31, 2001. (Under the terms of the asset purchase agreement, the Company
may be required to pay additional cash of up to $1,880, depending upon the outcome of a previous post-
petition bankruptey claim filed against InternetConnect by the Company, which is still pending before the
court.) The Company did not assume any liabilities or obligations of InternetConnect or hire any of
InternetConnect’s employees. In addition, the Company does not believe the assets acquired from Internet-
Connect constitute a self-sustaining business.

The tangible assets of InternetConnect purchased by the Company consisted of accounts receivable,
refundable deposits and -property and equipment. The Company also purchased the right, but not the
obligation, to assume InternetConnect’s customer contracts. However, the Company did not exercise this
right. Instead, the Company solicited the approximate 9,250 digital subscriber line (“DSL”), T-1, virtual
private network (“VPN™) and dial-up customers of InternetConnect, and approximately 6,200 of such
customers executed new contracts with the Company and its resellers subsequent to January 3, 2002.

The Company has allocated the aforementioned purchase price based on the estimated fair values of the
elements of this transaction as of January 3, 2002, as follows:

Accounts receivable .. ... . $1,386
Refundable deposits ... e e 349
Property and equipment .. .. ... .. it e 61
CUStOmMET ACQUISTHION COSES . . . o v vttt et ettt ettt et et ieannaens 3,674

$5,470

" The customer acquisition costs of $3,674 described above were charged to network and product costs for
the three months ended March 31, 2002 (i) because the Company’s relationship with InternetConnect’s
former customers did not exist as of January 3, 2002 and (ii) based on the Company’s accounting policy for
costs of this nature that are not accompanied by up-front fees (Note 2).

5. Property Sale

During the fourth quarter of 2001, the Company tentatively decided to sell land, a building and certain
improvements located in Manassas, Virginia. This property was part of the Company’s wholesale segment. In
March 2002, the Company entered into a non-binding letter of intent with a third party to sell such property
for $14,000, which was subject to approval by the Company’s board of directors. In April 2002, the Company
received the necessary approval from its board of directors to proceed with the sale of this property (at which
time the Company suspended depreciation of the building and related improvements when such assets had an
aggregate carrying value of $13,201). In June 2002, the Company completed the sale of this property and
recognized a gain of $133 in the accompanying condensed consolidated statements of operations, which
represents the net proceeds of $13,334 less the aggregate carrying value of the property as described above.

6. Reorganization Under Bankruptcy Proceedings

On August 15, 2001 (the “Petition Date”), Covad, excluding its operating subsidiaries, filed a voluntary
petition (the “Petition”) under Chapter 11 of the United States Bankruptcy Code (the “Bankruptcy Code™)
for the purpose of confirming its pre-negotiated First Amended Plan of Reorganization, as modified on
November 26, 2001 (the “Plan”), with the majority holders of its senior notes. The Petition was filed with the
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United States Bankruptcy Court for the District of Delaware (the “Bankruptey Court”) and was assigned
Case No0.01-10167 (JJF). As of the Petition Date, Covad commenced operating its business and managing its
properties as a debtor-in-possession. On December 13, 2001, the Bankruptcy Court entered an order
confirming the Plan and, on December 20, 2001, the Plan was consummated and Covad emerged from
bankruptcy. However, the Bankruptey Court still maintains jurisdiction over certain administrative matters
related to the implementation of the Plan, including the unresolved claims described below.

Condensed financial information of Covad as of and for the three and nine months ended September 30,
2001 is as follows: .

CONDENSED BALANCE SHEET
As of September 30, 2001

(Unaudited)
ASSETS

Current assets:
Cash and cash equivalents ............ccoviiiniiniii i $ 28,000
Restricted cash and Investments ...ttt et iieenees 270,600
Other TECRIVADIES « o v vttt it it e et e e e 700
TOtal CUITENT @SSETS + v vt v vttt vttt e et ittt esensas 299,300
Investments in and net advances to subsidiaries ........... ... ... . 454,100
Deferred debt 18SUANCE COStS . vt vttt it ettt te et e e te et nan 33,300
TOtAl ASSEES « & v v vttt e e e e e e $ 786,700

LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:

Prepetition liabilities subject to compromise, net of discount of $9,500 ....... $ 1,410,000
Postpetition Habilities. ...... ..ot e 14,700
Total current Labilities ... ov vttt it it e e e 1,424,700
Deferred gain resulting from deconsolidation of subsidiary.................... 55,300
Total Habillties « . oot e ettt i e et et et e e e 1,480,000

Commitments and contingencies
Stockholders’ deficit:
Preferred stock, $0.001 par value; 5,000,000 shares authorized; no shares
issued and outstanding. . ... . i e —
Common Stock, $0.001 par value; 590,000,000 shares authorized; 177,818,753 .
shares issued and outstanding........ ... oii i i i i 200

Common Stock — Class B, $0.001 par value; 10,000,000 shares authorized; no
shares issued and outstanding . ........ ..ot i i —

Additional paid-in capital . ..... ... .. e 1,512,200
Deferred stock-based compensation .. .......cooviriiiiiiiiii i (400)
Accumulated other comprehensive income (loss) ........covoviiiiinn (2,300)
Accumulated defiCit. . ..ot e (2,203,000)
Total stockholders’ deficit . ... ..ot i s (693,300)
Total liabilities and stockholders’ deficit ........ ... v, $ 786,700
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CONDENSED STATEMENTS OF OPERATIONS
For the Period Ended September 30, 2001

(Unaudited)
Three Months Nine Months

Other income (expense):

Interest INCOME. . ot v ottt et e e $ 3,700 $ 20,500

Realized gain on short-term investments ................... — 6,100

Other than temporary losses on short-term investments ....... — (1,300)

Other EXPenSes . .\ vttt e (200) (500)

Equity in losses of subsidiaries............. ... ... .ol (121,000) (442,000)

Interest expense (Contractual interest expense was $36,200 and

- $110,400 for the three and nine months ended
September 30, 2001, respectively) .........covviiin (18,300) (92,600)

Reorganization expenses, net ..., (3,900) (3,900)

Other income (expense), Net ........covvernnernenrernns (139,700) (513,700)
Nt 1088 ottt ittt e e $ (139,700) § (513,700)
Basic and diluted net loss per common share.................. $ (0.79) § (2.94)
Weighted average common shares used in computing basic and

diluted per share amounts..........covviiviiiiinneennnn. 176,829,127 174,507,085

CONDENSED STATEMENT OF CASH FLOWS
For the Nine Months Ended September 30, 2001
(Unaudited)

Operating Activities:

S A - T O $(513,700)

Adjustments to reconcile net loss to net cash used in operating activities:

Amortization of deferred stock-based compensation.......................
Accretion of interest on investments. . ...t
Accretion of debt discount and amortization of deferred debt issuance costs . ..
Realized gain on short-term investments ............cooviiiiiin i,
Other than temporary losses on short-term investments....................
Equity in losses of subsidiaries ............cooii i

Net changes in operating assets and liabilities:

Prepetition accounts payable and accrued liabilities subject to compromise . .

Postpetition accounts payable and accrued liabilities .....................
Other Habilities .. ...

Net cash used in operating activities ..........ieiiir i,
Investing Activities:

Purchase of short-term investments .............o et
Maturities of short-term investments .........ovveinteiin e

1,400
(6,500)
21,000
(6,100)

1,300

442,000

(7,600)
14,700
(2,700)

(56,200)

(442,100)
434,800
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Sale of short-term INVeStMENS . oo\ttt ittt ittt it eieaaannas 329,800
Purchase of restricted investments in connection with the bankruptcy proceeding (257,200)
Advances to subsidiary and affiliated undertakings . ............. ... ... ... (541,500)
Net cash used in investing activities. .. ... vriv it e e n e (476,200)
Financing Activities:
Proceeds from common StoCK 1SSUANCE . vttt ittt et e 3,900
Net cash provided by financing activities. . ...t 3,900
Net decrease in cash and cash equivalents ............ccooiiieriiineennnnnn (528,500)
Cash and cash equivalents at beginning of period................ ... ... ... ... 556,500
Cash and cash equivalents at end of period............ e $ 28,000

Operating cash receipts and payments made by Covad resulting from the Plan are as follows for the
period of August 15, 2001 through September 30, 2001:

Cash receipts:

Interest received . ... i $600
Total cash receipts . ..o $600
Cash disbursements:
Interest paid .. ... vt e e $100
Total cash disbursements ... .........ouintneet i $100

As of September 30, 2001, the Plan had not been confirmed by the Bankruptcy Court. Accordingly, all
unsecured, prepetition obligations that had not been approved for payment by the Bankruptey Court were
segregated in the Company’s condensed consolidated balance sheet as of September 30, 2001 as “Prepetition
liabilities subject to compromise.”

As of September 30, 2001, Covad’s prepetition liabilities subject to compromise consisted of the
following:

Long-term debt (net of discount of $9,500) .. ... ..o $1,342,000
ACCTUEd MEeTESt . o o it i e e e e e e 40,900
Accrued market development funds and customer incentives.................... 15,000
Unearned revenue and other. ... . it i i e 5,000
Accounts payable . .. ... e 1,300
Accrued collocation and network service fees. . .......... ... i i .. 1,200
Other accrued HabilIties ..ottt e e i e ettt e e e 4,600

0 o 7 ) $1,410,000

As of September 30, 2001, since the Plan had not been confirmed and no claims had been allowed by the
Bankruptcy Court, Covad’s prepetition liabilities subject to compromise were reported at their historical
amounts in the Company’s condensed consolidated balance sheet as of September 30, 2001 in accordance with
AICPA Statement of Position (“SOP”’) 90-7, “Financial Reporting by Entities in Reorganization Under the
Bankruptcy Code.”

Furthermore, for financial reporting purposes, the Company was required to recognize interest expense
during the Chapter 11 proceedings only to the extent that it would be paid during the proceedings or it was
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probable that it would be an allowed claim. Accordingly, the Company did not recognize interest expense on
its long-term obligations that were subject to compromise. For the three and nine months ended Septem-
ber 30, 2001, the Company’s reported interest expense was $18,300 and $92,600, respectively. For the three
and nine months ended September 30, 2001, the Company’s contractual interest expense was $36,169 and
$110,415, respectively.

As of September 30, 2001, Covad’s postpetition liabilities consisted of the following:

Accrued collocation and network service fees ... v it i i e e e $ 5,000
ACCOUNES PAYADIE . .\ e e e 4,100
Other accrued Habilities .. .o v v i i i e i e e e e e 5,600

8 o) 72 PO P $14,700

All other liabilities reflected in the Company’s condensed consolidated balance sheet as of September 30,
2001 represent liabilities that were not subject to compromise as a result of the Plan.

In accordance with SOP 90-7, expenses resulting from the restructuring are reported separately as
reorganization items. For the three and nine months ended September 30, 2001, the Company recognized
expenses directly associated with Covad’s Chapter 11 bankruptey proceeding in the amount of $4,100 (none
during the three and nine months ended September 30, 2002). These reorganization expenses consisted
primarily of professional fees for legal and financial advisory services. In addition, for the three and nine
months ended September 30, 2001, the Company recognized interest income in the amount of $204 on
accumulated cash that Covad did not disburse as a result of its Chapter 11 reorganization proceedings (none
during the three and nine months ended September 30, 2002). Such interest income has been offset against
the aforementioned reorganization expenses in the Company’s condensed consolidated statements of opera-
tions for the three and nine months ended September 30, 2001.

There were unresolved claims related to Covad’s Chapter 11 bankruptcy proceedings aggregating $31,608
and $10,959 as of December 31, 2001 and September 30, 2002, respectively. The Company has recorded these
unresolved claims in its condensed consolidated balance sheets based on the amount of such claims allowed by
the Bankruptcy Court (adjusted for changes in the value of the Company’s common stock after December 20,
2001), unless the Company has persuasive evidence indicating that a claim is duplicative with another allowed
claim that was settled previously or is otherwise in error. In these cases, the unresolved claim does not meet
the criteria for recognition in the Company’s condensed consolidated financial statements. However, it is
reasonably possible that the Company’s unresolved Chapter 11 bankruptcy claims could ultimately be settled
for amounts that differ from the aggregate liability for “Unresolved claims related to bankruptcy proceedings”
reflected in the accompanying condensed consolidated balance sheet as of September 30, 2002.

As of December 31, 2001 and September 30, 2002, the Company (i) held $8,000 and $500, respectively,
of cash in a reserve fund, classified as “Restricted cash and investments” in the accompanying condensed
consolidated balance sheets, and (ii) had reserved 7,295,844 and 6,528,733 shares of common stock,
respectively, pending the resolution of the aforementioned unresolved claims.

7. Other Restructuring Activities

BlueStar Communications Group, Inc. and its subsidiaries (collectively, “BlueStar”), which were
acquired by the Company on September 22, 2000 in a transaction dccounted for as a purchase, provided
broadband communications and Internet services to small and medium sized businesses in smaller cities using
a direct sales model. Continued losses at BlueStar, with no near term possibility of improvement, caused the
Company’s board of directors to decide to cease the Company’s funding of BlueStar’s operations on June 22,
2001. Subsequently, on June 25, 2001, BlueStar terminated all of its 365 employees. However, 59 of
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BlueStar’s former employees were temporarily retained by the Company for varying periods through July 31,
2001 to assist with the migration of certain BlueStar end user lines to the Company’s network, as described
below. In addition, the Company hired 69 of BlueStar’s former employees after June 25, 2001.

On June 24, 2001, the Company and BlueStar entered into a Purchase Agreement (“PA”) under which
the Company has purchased the right to offer service to BlueStar’s customers, subject to BlueStar’s right to
seek higher offers. The Company paid approximately $2,000 in 2001 under the PA and has no additional
liabilities under the PA as of September 30, 2002. To facilitate the migration of Bluestar’s customers, the
Company and BlueStar entered into a Migration Agreement on July 12, 2001 that required the Company to
pay certain amounts contemplated in the PA directly to certain former employees of BlueStar and certain
BlueStar vendors, including the Assignee, as defined below. The Company made payments aggregating
approximately $700 and $5,100 in connection with BlueStar’s cessation of operations during the three and nine
months ended September 30, 2001, respectively. Of this aggregate amount, approximately $1,300 represented
employee severance benefits, approximately $2,000 represented customer acquisition costs under the PA and
approximately $1,800 represented legal and other professional fees relating to the liquidation of BlueStar, as
described below. Such (i) severance benefits and professional fees and (ii) customer acquisition costs were
charged to (i) restructuring expenses and (ii) network and product costs, respectively, in the Company’s
condensed consolidated statement of operations for the three and nine months ended September 30, 2001.

On June 25, 2001, BlueStar made an irrevocable assignment for the benefit of creditors (“ABC”) of all
its assets to an independent trustee (the “Assignee”) in the State of Tennessee. Immediately thereafter, the
Assignee began an orderly liquidation of BlueStar that was initially expected to be completed in the fourth
quarter of 2002. However, the Assignee has informed the Company that it is still in the process of resolving
some matters among BlueStar’s creditors and that the process may extend into the second half of 2003.

An ABC under Tennessee law is a non-judicial alternative to a plan of liquidation under Chapter 7 of the
Bankruptcy Code. As a result of the ABC, BlueStar’s former assets are no longer controlled by BlueStar or the
Company and cannot be used by either BlueStar’s or the Company’s board of directors to satisfy the liabilities
of BlueStar. Consequently, the liquidation of BlueStar’s assets and the discharging of its liabilities are
currently under the sole control of the Assignee and the control of BlueStar’s assets no longer rests with the
Company. Therefore, the Company deconsolidated BlueStar effective June 25, 2001, which resulted in the
recognition of a deferred gain in the amount of $55,200 in the Company’s condensed consolidated balance
sheets as of September 30, 2002 and December 31, 2001. Such deferred gain represents the difference
between the carrying values of BlueStar’s assets (aggregating approximately $7,900) and liabilities (aggregat-
ing approximately $63,100) as of June 25, 2001. The Company will recognize such deferred gain in its
statement of operations when the liquidation of BlueStar is complete and its liabilities have been discharged.

Under the terms of the acquisition agreement dated September 22, 2000, up to 5.0 million additional
shares of the Company’s common stock were to be issued to BlueStar’s former stockholders if BlueStar
achieved certain specified levels of revenues and earnings before interest, taxes, depreciation and amortization
in 2001. However, during April 2001, the Company reached an agreement with the BlueStar stockholders’
representative to resolve this matter, as well as the matters that caused 0.8 million of the Company’s common
shares to be held in escrow as of December 31, 2000, by providing the BlueStar stockholders with 3.25 million
of the 5.0 million shares, in exchange for a release of claims against the Company. The 0.8 million common
shares were ultimately returned to the Company under this agreement. These transactions were approved by
more than 80% of BlueStar’s stockholders on June 27, 2001. BlueStar’s former stockholders received the
additional shares of the Company’s common stock subsequent to June 30, 2001. Consequently, the Company
recorded an estimated liability in the amount of $2,230 through a charge to goodwill during the three months
ended June 30, 2001. However, the Company determined that such goodwill was impaired based on
BlueStar’s continued operating losses, as described above. Therefore, such goodwill balance was written-off
through a charge to operations of $2,230 during the three months ended June 30, 2001, which was
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subsequently reduced by $241 during the three months ended September 30, 2002 due to a revision of the
initial estimate.

During the fourth quarter of 2000, the Company announced a comprehensive restructuring plan that
involved the following steps:

» raising revenue by reducing rebates and other incentives that the Company provides to customers and
reducing new line addition plans for 2001 to improve margins and reduce subscriber payback times;

» closing approximately 200 under-performing or not fully built-out central offices and reducing the size
of the Company’s network to approximately 1,700 central offices;

» reducing the Company’s workforce by 638 employees, which represented approximately 21% of the
Company’s workforce;

+ closing a facility in Alpharetta, Georgia and consolidating offices in Manassas, Virginia, Santa Clara,
California and Denver, Colorado.

« continued downsizing of the Company’s international operations and discontinuing plans to fund
additional international expansion while continuing to manage existing investments;

« enhancing productivity in the Company’s operations to increase customer satisfaction while reducing
costs;

+ restructuring the Company’s direct sales and marketing channel; and

« evaluating and implementing other cost reduction strategies, including salary freezes and reductions in
travel, facilities and advertising expenses.

In connection with this restructuring plan, the Company recorded a charge to operations of $4,988 in the
fourth quarter of 2000 relating to employee severance benefits that met the requirements for accrual as of
December 31, 2000. During the three months ended September 30, 2001, the Company reduced its workforce
by three employees and paid severance benefits of $200, which were charged against the restructuring liability
recorded as of December 31, 2000. For the nine months ended September 30, 2001, the total workforce was
reduced by 638 employees and the Company paid $4,000 in severance benefits, which were charged against
the restructuring liability recorded as of December 31, 2000.

The Company recorded additional restructuring expenses aggregating $14,805 and $1,000 during the first
and second quarters of 2001, respectively. These expenses consisted principally of collocation and building
lease termination costs that met the requirements for accrual during these periods. No additional restructuring
expenses were recorded by the Company during the three months ended September 30, 2001. During the
three and nine months ended September 30, 2001, the Company paid collocation and building lease
termination costs of $400 and $4,900, respectively, which were charged against the restructuring liabilities
recorded during the first and second quarters of 2001. The Company completed the restructuring activities
that were initiated in 2000 during the fourth quarter of 2001. Therefore, the Company neither recognized nor
paid any restructuring expenses during the three and nine months ended September 30, 2002. However,
management continues to consider whether additional restructuring is necessary, and additional charges to
operations related to any further restructuring activities may be incurred in future periods.
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8. Contingencies
Litigation

As described in Note 6, on December 13, 2001, the Bankruptey Court entered an order confirming the
Plan and, on December 20, 2001, the Plan was consummated and the Company emerged from bankruptcy.
Under the Plan, the Company settled several claims against it. These claims include:

e The class action lawsuits filed in the United States District Court for the Northern District of
California, provided that this settlement will not be final unless it is approved by that court. This
settlement is described in more detail below.

o The lawsuits filed in the Superior Court of the State of California for the County of Santa Clara by six
purchasers of the convertible notes that the Company issued in September 2000.

¢ Disputed claims made by former shareholders of Laser Link.net.
¢ Disputed claims made by GE Capital and its subsidiary, Heller Financial Group.

Purchasers of the Company’s common stock and purchasers of the convertible senior notes the Company
issued in September 2000 filed complaints on behalf of themselves and alleged classes of stockholders and
holders of convertible notes against the Company and certain present and former officers of the Company in
the United States District Court for the Northern District of California (the “District Court”). The
complaints have been consolidated and the lead plaintiff filed its amended consolidated complaint. The
amended consolidated complaint alleges violations of federal securities laws on behalf of persons who
purchased or otherwise acquired the Company’s securities, including common stock and notes, during the
period from April 19, 2000 to May 24, 2001. The relief sought includes monetary damages and equitable
relief. On August 10, 2001, the Company signed an MOU with counsel for the lead plaintiffs in this litigation
that tentatively resolves the litigation. Under this agreement, the Company is to contribute 6,495,844 common
shares to the settlement. The Company’s insurance carriers would fund the cash portion of the settlement.
This settlement was approved by the Bankruptcy Court on December 20, 2001. Final settlement is contingent
on the additional approval by the District Court, which preliminarily approved the settlement on October 29,
2002. Additionally, the Company, based on the advice of legal counsel, believes it is more likely than not that
this settlement will ultimately be approved by the District Court. Consequently, the Company recorded a
liability of approximately $4,000 in its condensed consolidated balance sheet as of June 30, 2001 through a
charge to litigation-related expenses for the three months then ended in connection with this anticipated
settlement. As a result of changes in the fair market value of the Company’s common stock, the Company
decreased this liability to $2,400 as of September 30, 2001 through a credit to litigation-related expenses in the
amount of $1,600 for the three months then ended, increased this liability to $18,578 as of December 31, 2001
through a charge to litigation-related expenses in the amount of $16,178 for the three months then ended and
decreased this liability to $9,549 as of September 30, 2002 through charges (credits) to litigation-related
expenses in the amount of $1,884 and $(9,029) for the three and nine months ended September 30, 2002,
respectively. The Company will continue to remeasure this liability in future periods, based on changes in the
underlying value of the Company’s common stock until this litigation is resolved.

Several stockholders have filed complaints in the United States District Court for the Southern District of
New York, on behalf of themselves and purported classes of stockholders, against the Company and several
former and current officers and directors in addition to some of the underwriters who handled the Company’s
stock offerings. These lawsuits are so-called IPO allocation cases, challenging practices allegedly used by
certain underwriters of public equity offerings during the late 1990s and 2000. On April 19, 2002, the plaintiffs
amended their complaint and removed the Company as a defendant. Certain directors and officers are still
named in the complaint. The plaintiffs claim that the Company and others failed to disclose the arrangements
that some of these underwriters purportedly made with certain investors. The Company believes it has strong
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defenses to these lawsuits and intends to contest them vigorously. However, because these lawsuits are at an
early stage, the Company is unable to provide an evaluation of the ultimate outcome of the litigation.

In September 2000, a manufacturer of telecommunications hardware filed a complaint against the
Company in the United States District Court for the District of Arizona, alleging claims for false designation
of origin, infringement and unfair competition. The plaintiff is seeking an injunction to stop the Company from
using the COVAD trademark, as well as an award of monetary damages. The Company does not believe these
claims have any merit, but the outcome of this litigation cannot presently be determined.

In April 1999, the Company filed a lawsuit against Bell Atlantic (now Verizon) and its affiliates in the
United States District Court for the District of Columbia. The Company is pursuing antitrust and other claims
in this lawsuit arising out of Verizon’s conduct as a supplier of network facilities, including central office space,
transmission facilities and telephone lines. The Company also filed a lawsuit against BellSouth Telecommuni-
cations and its subsidiaries in the United States District Court for the Northern District of Georgia. The
Company is pursing antitrust and other claims in this lawsuit similar to its claims against Verizon. Both courts
have dismissed some of the Company’s claims on the basis of the ruling of the Seventh Circuit in Goldwasser
v. Ameritech. The court in the Verizon case also dismissed the Company’s remaining claims on other grounds.
The Company voluntarily dismissed its remaining claims in the BellSouth case so it could pursue certain
issues on appeal. The Company has appealed these rulings to the Eleventh Circuit Court of Appeals and the
Court of Appeals for the District of Columbia. On August 2, 2002, the Eleventh Circuit Court of Appeals
reversed the lower court’s decision in the BellSouth case and remanded the case for further proceedings.
BellSouth has requested a rehearing before the Eleventh Circuit and that request is still pending. The
Company cannot predict the outcome of these matters.

On June 11, 2001, Verizon Communications filed a lawsuit against the Company in the United States
District Court for the Northern District of California. Verizon is a supplier of telephone lines that the
Company uses to provide its services to its customers. The complaint claims that the Company falsified
trouble ticket reports with respect to the phone lines that the Company ordered and seeks unspecified
monetary damages and injunctive relief. The current complaint asserts causes of action for negligent and
intentional misrepresentation and violations of California’s unfair competition statute. This lawsuit is at an
early stage, so the Company is unable to provide an evaluation of the ultimate outcome.

An unfavorable outcome in any of the pending legal proceedings described above could have a material
adverse effect on the Company’s consolidated financial position and results of operations.

The Company is also a party to a variety of other legal proceedings, as either plaintiff or defendant, and is
engaged in other disputes that arise in the ordinary course of its business. The Company believes these other
matters will be resolved without a material adverse effect on the its consolidated financial position and results
of operations, other than the fees and expenses necessary to defend these actions.

Other Contingencies

On May 24, 2002, the United States Court of Appeals for the District of Columbia vacated the Federal
Communications Commission’s (“FCC”) decision granting Competitive Local Exchange Carriers like the
Company the ability to purchase line-shared services from the traditional telephone companies. The Court of
Appeals remanded the matter to the FCC and it is unclear when the FCC will issue a new order concerning
line-sharing. The FCC and the Company filed a Motion for Reconsideration and a request to stay vacature of
the line sharing order with the Court of Appeals pending the FCC’s review of the line sharing order. On
September 4, 2002, the Court of Appeal denied the FCC’s and the Company’s Motion for Reconsideration,
but granted the request to stay vacature of the line sharing order until January 2, 2003. The Company
therefore has the continued right to line sharing until at least January 2, 2003. Management also believes that
the Company has a continued right to line-sharing under its interconnection agreements with the traditional
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telephone companies, but those agreements do allow the traditional telephone companies to renegotiate their
terms based on a change in law. If the traditional telephone companies invoke this change-in-law provision, or
if the FCC does not issue a new order allowing the Company to purchase line-shared services, it is possible
that the traditional telephone companies could either refuse to sell the Company such services or could
substantially increase the cost of line-shared services, either of which would have a material adverse effect on
the Company and could even result in a liquidation or sale of the Company. The court also remanded the list
of unbundled network elements that had been developed by the FCC. The FCC is in the process of reviewing
the list of unbundled network elements, which include the transmission facilities and telephone lines that the
Company purchases from the traditional telephone companies in order to provide services to its customers. If
the FCC removes any of the Company’s existing transmission facilities or telephone lines from the previous
list of unbundled network elements, the traditional telephone companies could either increase the cost of
obtaining such transmission facilities and telephone lines or deny the Company access entirely, which would
adversely affect the Company.

As of September 30, 2002, the Company had disputes with a number of telecommunications companies
concerning the balances owed to such carriers for collocation fees and certain network services. The Company
believes that such disputes will be resolved without a material adverse effect on its consolidated financial
position and results of operations. However, it is reasonably possible that the Company’s estimates of its
collocation fee and network service obligations, as reflected in the accompanying condensed consolidated
balance sheets, could change in the near term, and the effects could be material to the Company’s
consolidated financial position and results of operations. In this regard, in May 2002, the Company executed a
settlement agreement with a telecommunications company involving certain disputed network service
obligations. Under the terms of this settlement agreement, the Company was relieved of a network service
obligation with a recorded balance of $6,018 through a combination of a $468 payment and a $5,550 credit
that reduced network and product costs during the three months ended June 30, 2002 (none during the three
months ended September 30, 2002).

In addition, the Company is engaged in a variety of negotiations, arbitrations and regulatory and court
proceedings with several traditional telephone companies. These negotiations, arbitrations and proceedings
concern the traditional telephone companies’ denial of physical central office space to the Company in certain
central offices, the cost and delivery of transmission facilities and telephone lines and central office spaces,
billing issues and other operational issues. Other than the payment of legal fees and expenses, which are not
quantifiable but are expected to be material, the Company does not believe that these matters will result in
material liability to the Company and the potential gains are not quantifiable at this time. However, an
unfavorable outcome in any of these negotiations, arbitrations and regulatory proceedings could have a
material adverse effect on the Company’s consolidated financial position and results of operations if it is
denied or charged higher rates for transmission lines or central office spaces.

As of September 30, 2002, the Company was analyzing the applicability of certain transaction-based
taxes to sales of its products and services. This analysis includes discussions with authorities of significant
jurisdictions in which the Company does business to determine the extent of its respective transaction-based
tax liabilities. It is the Company’s opinion that such analysis will be concluded without a material adverse
effect on its consolidated financial position and results of operations. However, it is reasonably possible that
the Company’s estimates of its transaction-based tax liabilities, as reflected in the accompanying condensed
consolidated balance sheets, could change in the near term, and the effects could be material to the
Company’s consolidated financial position and results of operations.

9. Business Segments

The Company disaggregates its business operations based upon differences in services and marketing
channels, even though the cash flows from these operations are not independent of each other. The Company’s
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wholesale division (“Wholesale”) is a provider of high-speed connectivity services, including DSL, T-1 and
VPN services, to ISP, enterprise and telecommunications carrier customers. The Company’s direct division
(“Direct™) is a provider of high-speed connectivity, Internet access and other services to individuals, small
and medium-sized businesses, and other organizations. Corporate operations represent general corporate
expenses, headquarters facilities and equipment, investments, and other non-recurring and unusual items not
allocated to the segments.

The Company evaluates performance of the segments based on segment operating results, excluding
nonrecurring and unusual items.

Set forth below is additional information about the Company’s business segments as of and for the three
and nine months ended September 30, 2002 and 2001 {the Company’s 2001 segment information has been
restated to conform to the Company’s organizational structure in 2002):

As of and for the Three Months Total Corporate Intercompany  Consolidated
Ended September 30, 2002: Wholesale Direct Segments Operations Eliminations Total

Domestic revenues from
unaffiliated customers,

1L $ 82324 $ 13882 $ 96206 § — § — § 96,206
Net 108S. . .ovveeunnnnn.. $ (22,672) $(10,526) $ (33,198) §$ (18,509) § — % (51,70T)
Assets ... ... ...l $ 481,923  $ 13,054 $ 494977 $§ 7834 § —  § 502,811
As of and for the Three Months Total Corporate Intercompany  Consolidated
Ended September 30, 2001: Wholesale Direct Segments Operations Eliminations Total

Domestic revenues from
unaffiliated customers,

11 S $ 75842 § 8942 § 84784 3 — — $ 84,784
Net 1085 . v, .. $(109,571) $ (2,859) $(112,430) $ (27.319) § —  $(139,749)
ASSELS ..ot $ 933,354 $ (228) $ 933,126 $ 23815 § —  $ 956,941
As of and for the Nine Months Total Corporate Intercompany  Consolidated
Ended September 30, 2002: Wholesale Direct Segments Operations Eliminations Total

Domestic revenues from
unaffiliated customers,

net...... ..o $ 254,253 § 41,352 § 295605 § —  § —  $ 295,605
Net1oSs. . .ovvunnnnn.... $ (86,070) $(14,813) $(100,883) §$ (48,456) $ —  $(149,339)
As of and for the Nine Months Total Corporate Intercompany  Consolidated
Ended September 30, 2001: Wholesale Direct Segments Operations Eliminations Total

Domestic revenues from

unaffiliated customers,
11 A $ 206,364 $ 36,764 § 243,128 § — —  § 243,128

Net 108S. .o eeeeenrnnnnn, $(343,307) $(53,822) $(397,129) $(116,617) §$ —  $(513,746)
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion of our financial condition and results of operations should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes thereto
included elsewhere in this Report on Form 10-Q and the audited consolidated financial statements and notes
thereto and management’s discussion and analysis of financial condition and results of operations for the year
ended December 31, 2001 included in our Annual Report on Form 10-K filed with the Securities and Exchange
Commission on March 29, 2002. This discussion contains forward-looking statements, the accuracy of which
is subject to risks and uncertainties. Our actual results could differ materially from those expressed in forward-
looking statements for many reasons including, but not limited 1o, those discussed herein and in the “Risk
Factors” section of our Annual Report on Form 10-K, which is contained in Part I, Item 1, Business-Risk
Factors, of that report. We disclaim any obligation to update information contained in any forward-looking
statement. See “— Forward Looking Statements.”

(All dollar amounts are presented in thousands, except per share amounts)

Overview

We are a leading provider of high-speed Internet connectivity (“broadband”) and related communica-
tions services, which we sell to businesses and consumers indirectly through Internet service providers
(“ISP”), telecommunications carriers and other resellers. These wholesale partners generally sell our services
to their business and consumer end-users. We also sell our services directly to business and consumer end-
users through our field sales force, telephone sales and our website. Our services include a range of high-speed,
high-capacity Internet access connectivity and related services using digital subscriber line (“DSL”), T-1,
Virtual Private Network (“VPN”) and firewall technologies.

We have a relatively short operating history. We introduced our services commercially in the San
Francisco Bay Area in December 1997. As of September 30, 2002, we believe we have one of the largest
nationally deployed DSL networks based on approximately 1,750 operational central offices that pass more
than 40 million homes and businesses in the U.S. As of September 30, 2002, we had approximately 359,000
high-speed Internet access lines in service using DSL technology (approximately 9.0% of these lines are
associated with wholesale customers for which we recognize revenue on a cash basis due to their financial
condition, primarily concentrated among two such customers). We have received orders for our services from
more than 140 ISP and telecommunications carrier customers, including AT&T Corporation, Sprint
Corporation, SBC Communications, Earthlink, Inc., XO Communications and UUNET Technologies (a
WorldCom company), as well as Megapath Networks and Speakeasy.net, both privately owned companies.
We also provide dial-up Internet access service to over 55,000 customers through our direct sales channel. We
are also developing a variety of services that are enhanced or enabled by our high-speed network.

Since our inception, we have generated significant net losses and we continue to experience negative
operating cash flow. As of September 30, 2002, we had an accumulated deficit of $1,493,847. We expect losses
and negative cash flow to continue at least into 2004. Although we currently have a plan in place that we
believe will ultimately allow us to achieve positive cash flows from our operating activities without raising
additional capital, our cash reserves are limited and our plan is based on assumptions, some of which are out of
our immediate control. If our assumptions are not met, we may need to raise additional capital on terms that
are less favorable than we desire, which may have a material adverse effect on our financial condition and
could cause significant dilution to our shareholders. The inability to raise additional capital could also result in
a liquidation or sale of our company.

In the course of preparing our financial statements for the year ended December 31, 2000, internal control
weaknesses were discovered, some of which continued into 2001 and 2002. The improvements we have made
over the last several quarters to our internal policies and procedures and systems capabilities have significantly
improved controls. However, as discussed in Part 1. Item 4, we have identified some control weaknesses
associated with certain operational tracking procedures for our network assets. Based on controls that have
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been recently developed and implemented as well as other planned enhancements, we do not expect any
material adjustments in a subsequent period related to this control issue.

Recent Developments

On September 23, 2002, we announced that we signed a three-year agreement with AT&T Corp. that
provides it with the ability to purchase certain of our wholesale consumer-grade broadband Internet access
services. Covad expects AT&T to begin placing orders for these services in the fourth quarter of 2002.

On September 23, 2002, we launched the “Popularizing Broadband” marketing campaign to educate
consumers and businesses about the benefits of broadband. The national campaign includes programs,
promotions and an advertising campaign to educate consumers about the benefits of broadband. It also
includes lower prices for our tiered consumer-grade DSL services.

On September 5, 2002, we announced that we signed a five-year agreement with America Online, Inc.
(“AOL”) that provides them with the ability to purchase our wholesale DSL services. Covad expects AOL to
begin placing orders for our services in the fourth quarter of 2002.

In conjunction with the execution of the AOL agreement, we granted AOL three warrants to purchase an
aggregate of 3,500,000 shares of our common stock at prices of $1.06, $3.00 and $5.00 per share. Such
warrants were immediately exercisable, fully vested and non-forfeitable at the date of grant. Accordingly, the
measurement date for accounting purposes for the warrants was the date of grant. The aggregate fair value of
such warrants of approximately $3,800 was recorded as a deferred customer incentive and will be recognized
as a reduction of revenues on a straight-line basis over the five-year term of the agreement because we believe
that future revenues from AOL will exceed the fair value of the warrants. However, because the agreement
with AOL contains no minimum purchase commitment and is cancelable under certain circumstances by
AOL, we will continue to monitor the recoverability of the deferred customer incentive balance described
above in periods ending after September 30, 2002.

On July 29, 2002, we announced that we signed a two year agreement with Sprint Corporation that
provides them with the ability to purchase our wholesale DSL services. Sprint Corporation began placing
orders for our services in August of 2002. The agreement does not contain any volume or revenue
commitments by Sprint Corporation.

Effective October 16, 2002, Chuck Haas terminated his employment with Covad as our Executive Vice
President and General Manager, Covad Wholesale. Mr. Haas will continue to serve the Company in an
advisory role.

On July 25, 2002, we announced that Andrew S. Lockwood was appointed as our senior vice president of
marketing. Mr. Lockwood will be responsible for driving demand for our consumer and business class services.
He will also lead our branding efforts, advertising, and overall marketing direction, which includes product
marketing and development, marketing communications and strategic planning.

We also recently added two new members to our Board of Directors: Richard A. Jalkut and L. Dale
Crandall. Mr. Crandall was also appointed chairman of the Audit Committee of our Board of Directors.
Richard Shapero has resigned as a member of our Board of Directors.

Restructuring Activities

On November 13, 2001, we announced the signing of a loan agreement and the restructuring of our resale
and marketing agreement with SBC Communications Inc. (“SBC”). We expect that the cash generated from
these agreements will enable us to fully fund our operations until we generate positive cash flows from our
operating activities. The agreements included four elements: a one-time $75,000 prepayment, collateralized by
substantially all of our domestic assets, that SBC can use toward the purchase of our services during the next
10 years; a $50,000 four-year loan collateralized by substantially all of our domestic assets; a payment to us of
a $10,000 restructuring fee in exchange for eliminating SBC’s revenue commitments under the original resale
and marketing agreement and the elimination of a $15,000 co-op marketing fee owed by us to SBC under the
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previous resale and marketing agreement. We received these funds on December 20, 2001. Under these
agreements, upon a change of control, we are required to repay any outstanding principal and interest on the
loan and any unused portion of the prepayment. In addition, under these agreements, SBC may accelerate any
unpaid portion of the prepayment and the loan in the event that we default.

On August 15, 2001 (the “Petition Date”), we filed a voluntary petition (the “Petition”) under
Chapter 11 of the United States Bankruptcy Code (the “Bankruptcy Code”) as contemplated by, and to
implement, the agreements we entered into with the holders of our then-outstanding debt securities (the
“Noteholders”), and to restructure various of our financial obligations. The Petition was filed with the United
States Bankruptcy Court for the District of Delaware (the “Bankruptcy Court”) and was assigned Case
No. 01-10167 (JJF). Our operating subsidiaries did not commence bankruptcy proceedings and continued to
operate in the ordinary course of business. We filed our First Amended Plan of Reorganization, as modified on
November 26, 2001 (the “Plan”). On December 13, 2001, the Bankruptcy Court entered an order confirming
the Plan and, on December 20, 2001 (the “Effective Date”), the Plan was consummated and we emerged
from bankruptcy. However, the Bankruptcy Court still maintains jurisdiction over certain administrative
matters related to the implementation of the Plan, including certain unresolved claims. Under our Plan, we
were able to extinguish approximately $1,394,020 in aggregate face amount of outstanding debt securities,
including accrued interest, in exchange for a combination of approximately $271,708 in cash and 35,292,800
common shares, or 15% of the reorganized company. We also recorded an extraordinary gain on the
extinguishment of debt in the amount of $1,033,727 in the fourth quarter of 2001.

On June 25, 2001, our former subsidiary, BlueStar, made an irrevocable assignment for the benefit of its
creditors (“ABC”) of all its assets to an independent trustee (the “Assignee”) in the state of Tennessee.
Immediately thereafter, the Assignee began an orderly liquidation of BlueStar that was initially expected to be
completed in the fourth quarter of 2002. However, the Assignee has informed the Company that it is still in
the process of resolving some matters among BlueStar’s creditors and that the process may extend into the
second half of 2003. An ABC under Tennessee law is a non-judicial alternative to a plan of liquidation under
Chapter 7 of the United States Bankruptcy Code. As a result of the ABC, BlueStar’s former assets are no
longer controlled by us or BlueStar and cannot be used by either BlueStar’s or our board of directors to satisfy
the liabilities of BlueStar. Consequently, the liquidation of BlueStar’s assets and the discharging of its
liabilities are currently under the sole control of the Assignee. Therefore, we deconsolidated BlueStar effective
June 25, 2001, which resulted in the recognition of a deferred gain in the amount of approximately $55,200 in
our condensed consolidated balance sheet as of September 30, 2002. Such deferred gain represents the
difference between the carrying values of BlueStar’s assets (aggregating approximately $7,900) and liabilities
(aggregating approximately $63,100) as of June 25, 2001. We will recognize such deferred gain in our
consolidated statement of operations when the liquidation of BlueStar is complete and its liabilities have been
discharged.

During the year ended December 31, 2000, in response to changes in the economy and the capital
markets, we implemented a business plan that helped to lower our cost structure in an effort to reach
profitability earlier than previously planned. Specific steps we took included: the BlueStar subsidiary ABC;
elimination of our high yield bond debt through a reorganization under the Bankruptcy Code; reduction of our
workforce by as many as 2,600 employees from a peak of approximately 4,000 employees in 2000; reduction of
the size of our network to approximately 1,700 central offices; reevaluating the amount and quantity of rebates
and other incentives that we provide to our customers; consolidation and/or closing of administrative offices
throughout the United States; enhancement of productivity in our operations to increase customer satisfaction
while reducing costs; streamlining our direct sales and marketing channel and supplementing it with telephone
sales and sales through our website; and evaluation and implementation of other cost reduction strategies,
including reductions in travel and facilities expenditures.

Revenue Recognition and Change in Accounting Principle

During the fourth quarter of 2000, we changed our method of accounting for up-front fees associated with
service activation and the related incremental direct costs in accordance with SEC Staff Accounting Bulletin
(“SAB”) No. 101, “Revenue Recoguition in Financial Statements.” Previously, we had recognized up-front

24



fees as revenues upon activation of service. Under the new accounting method, which was adopted retroactive
to January 1, 2000, we now recognize up-front fees associated with service activation over the expected term of
the customer relationship, which is presently estimated to be 24 months, using the straight-line method. Also
as a result of the adoption of SAB No. 101, retroactive to January 1, 2000, we now treat the incremental direct
costs of service activation, which consist principally of customer premises equipment, service activation fees
paid to other telecommunications companies, service delivery and sales commissions, as deferred charges in
amounts that are no greater than the up-front fees that are deferred, and such deferred incremental direct
costs are amortized to expense using the straight-line method over 24 months.

The cumulative effect of the change in accounting principle resulted in a charge to operations of $9,249,
which was included in our net loss for the year ended December 31, 2000. For the three and nine months
ended September 30, 2001, we recognized approximately $2,697 and $10,640, respectively, in revenue that was
included in the cumulative effect adjustment as of January 1, 2000 (none during the three and nine months
ended September 30, 2002). The effect of that revenue during the three and nine months ended Septem-
ber 30, 2001 was to decrease our net loss by $688 and $2,777, respectively. Although SAB 101 substantially
alters the timing of recognition of certain revenues and treatment of certain costs in our consolidated financial
statements, it does not affect our consolidated cash flows.

Internet Service Provider and Telecommunications Cavvier Difficulties

In order to limit our exposure to the potential financial difficulties of some of our wholesale partners, we
have implemented certain policies and taken a series of actions. We may stop taking new orders from these
partners but continue to install and maintain previously accepted orders. We may terminate our contracts with
those partners who are unresponsive to our efforts to maintain an on-going business relationship. While our
goal is to maintain consistent high quality service to end-users, we may also decide to disconnect some end-
users that are purchasing our services from customers facing financial difficulties and, in some cases, we may
attempt to migrate these end users to another wholesale partner or to our own Covad Direct service. Although
we have successfully migrated end-users, there can be no assurance that these migrated end-users will
continue to purchase our services. Even if we are able to migrate end-users, this process requires a significant
amount of our resources, which may impair our ability to install new lines as they are ordered. Any of these
circumstances could adversely affect our business. We have also worked proactively to collect outstanding
amounts billed to these customers,

Even though we are making progress in reducing the number of subscribers for which we are not
currently recognizing revenue on an accrual basis, we may be unable to completely restore the remaining lines
to normal revenue producing status and we may encounter future payment problems with our customers. In
addition, in light of the financial position of many ISPs and certain telecommunications carriers, should a
particular ISP or telecommunications carrier customer become subject to reorganization or bankruptcy
proceedings, we may be unable to collect payments owed to us or retain payments or other consideration
(including subscriber lines) already received by us.

Related Party Transactions

Our Vice-Chairman and former interim chief executive officer, Frank Marshall, who is also a member of
our board of directors, was a minority stockholder and former member of the board of directors of one of our
former ISP customers, InternetConnect, which filed for bankruptcy protection in 2001. We recognized
revenues of $2,569 and $3,623 related to this customer during the three and nine months ended September 30,
2001, respectively (none during the three and nine months ended September 30, 2002). Gross accounts
receivable from this customer amounted to $7,301 as of September 30, 2001 (none at September 30, 2002).
On January 3, 2002, we purchased substantially all of the assets of InternetConnect in an auction supervised
by the United States Bankruptcy Court for the Central District of California. The purchase price for the assets
of InternetConnect was $5,470 in cash. Under the terms of the asset purchase agreement, we may be required
to pay additional cash of up to $1,880 for the assets of InternetConnect, depending upon the outcome of a
previous post-petition bankruptcy claim filed by us against InternetConnect. Such claim is still unresolved. We
did not assume any liabilities or obligations of InternetConnect or hire any of InternetConnect’s employees.
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The tangible assets purchased from InternetConnect consisted of accounts receivable, refundable deposits and
property and equipment. We also purchased the right, but not the obligation, to assume InternetConnect’s
customer contracts. However, we did not exercise this right. Instead, we solicited approximately 9,250 DSL,
T-1, VPN and dial-up customers of InternetConnect, and approximately 6,200 of such customers executed
new contracts with us and our resellers subsequent to January 3, 2002.

We acquired an equity interest in a supplier during 1999 and disposed of this interest in 2001. Purchases
from this supplier totaled $1,596 and $4,009 for the three and nine months ended September 30, 2002,
respectively, and $1,142 and $19,160 for the three and nine months ended September 30, 2001, respectively.
We also purchased certain products from a company in which our vice-chairman and former interim chief
executive officer, Frank Marshall, serves as a director. Purchases from this vendor totaled $52 and $109 during
the three and nine months ended September 30, 2002, respectively, and $0 and $21 for the three and nine
months ended September 30, 2001, respectively.

Results of Operations

We regard our business as being operated in two distinct segments based upon differences in services and
marketing channels even though the cash flows from these segments are not independent of each other. Our
wholesale division (“Wholesale”) is a provider of high-speed connectivity services, which include DSL
technology, to ISP, enterprise and telecommunications carrier customers. Our direct division (“Direct”), is a
provider of Internet access services to individuals, corporations, small businesses and other organizations. We
evaluate performance of the segments based on segment operating results.

Three and Nine Months Ended Septémber 30, 2002 and 2001
Revenues, net

We recorded net revenues of $96,206 for the three months ended September 30, 2002, an increase of
$11,422, or 13.5%, over net revenues of $84,784 for the three months ended September 30, 2001. We recorded
net revenues of $295,605 for the nine months ended September 30, 2002, an increase of $52,477, or 21.6%,
over net revenues of $243,128 for the nine months ended September 30, 2001. As described in the overview
section above, we deconsolidated our BlueStar subsidiary effective June 25, 2001. Net revenues from BlueStar
were $11,977 during the nine months ended September 30, 2001 (none during the three months ended
September 30, 2001 or the three and nine months ended September 30, 2002). The increase in revenues for
the nine months ended September 30, 2002, as compared to the nine months ended September 30, 2001, is
mainly attributable to growth in the number of customers and end-users. Revenues for the three months ended
September 30, 2002 decreased by 1.6%, as compared to the three months ended June 30, 2002, The decrease
was caused by lower selling prices, promotional rebates and our continuing high end user disconnection rate
during the three months ended September 30, 2002. Although we expect our subscriber base to grow, lower
selling prices, promotional rebates and the loss of end users may continue to impair our ability to increase our
revenues. During the three months ended September 30, 2002, we recognized revenues of $1,010 from one of
our wholesale partners resulting from the short fall in their contractual revenue commitment. In addition, as a
result of developments in the bankruptcy proceedings of one of our wholesale customers, as discussed further
below, we recognized revenues of $1,120 during the three months ended September 30, 2002 that were
deferred as of December 31, 2001.

Included in net revenues are Federal Universal Service Fund charges billed to our customers aggregating
$1,861 and $7,757 for the three and nine months ended September 30, 2002, respectively, and $2,967 and
$10,094 for the three and nine months ended September 30, 2001, respectively.

We recorded net revenues of $82,324 from our Wholesale channel and $13,882 from our Direct channel
for the three months ended September 30, 2002, an increase of $6,482, or 8.5%, and $4,940, or 55.2%, over net
revenues of $75,842 and $8,942 for the three months ended September 30, 2001, respectively. We recorded
net revenues of $254,253 from our Wholesale channel and $41,352 from our Direct channel for the nine
months ended September 30, 2002, an increase of $47,889, or 23.2%, and $4,588, or 12.5%, over revenues of
$206,364 and $36,764 for the nine months ended September 30, 2001, respectively.
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We have over 140 wholesale customers. However, for the three and nine months ended September 30,
2002, our 30 largest wholesale customers collectively comprised 93.6% and 93.4%, respectively, of our total
wholesale net revenues and 80.1% and 80.3%, respectively, of our total net revenues. As of September 30,
2002, receivables from these customers collectively comprised 81.9% of our gross accounts receivable balance.
For the three and nine months ended September 30, 2001, our 30 largest wholesale customers collectively
comprised 90.6% and 82.6%, respectively, of our total wholesale net revenues and 81.0% and 74.1%,
respectively, of our total net revenues. As of September 30, 2001, receivables from these customers
collectively comprised 86.2% of our gross accounts receivable balance.

For the three months ended September 30, 2002, two wholesale customers (Earthlink, Inc. and AT&T
Internet Services) individually accounted for 20.7% and 10.0%, respectively, of our total net revenues. For the
nine months ended September 30, 2002, these wholesale -customers individually accounted for 20.5% and
9.2%, respectively, of our total revenues. As of September 30, 2002, receivables from these wholesale
customer’s individually accounted for 39.3% and 8.2%, respectively, of our gross accounts receivable balance.

For the three months ended September 30, 2001, two wholesale customers (Earthlink, Inc. and XO
Communications) individually accounted for 17.8% and 10.9%, respectively, of our total net revenues. For the
nine months ended September 30, 2001, these wholesale customers individually accounted for 16.8% and
10.8%, respectively, of our total net revenues. As of September 30, 2001, receivables from these wholesale
customers comprised 16.9% 16.5%, respectively, of our gross accounts receivable balance.

A number of our customers are currently in bankruptey proceedings. Revenues from these customers
accounted for approximately 18.9% and 19.6% of our total net revenues for the three and nine months ended
September 30, 2002, respectively, and 17.7% and 20.4% of our total net revenues for the three and nine months
ended September 30, 2001, respectively. Although WorldCom filed for bankruptcy protection during the three
months ended September 30, 2002, we continued to recognize revenues from WorldCom on an accrual basis
based on the revenue recognition criteria described in Note 2. Consequently, the disclosures in the following
paragraph exclude amounts pertaining to WorldCom because we have not presently classified them as
financially distressed. We continue to attempt to migrate end users from certain of these financially distressed
customers to the extent it is legally and operationally feasible.

During the three and nine months ended September 30, 2002, we issued billings to our financially
distressed customers, including those that have filed for bankruptey protection (excluding WorldCom, as
noted above), aggregating $7,447 and $39,779, respectively, that were not recognized as revenues or accounts
receivable in our condensed consolidated financial statements, as compared to the corresponding amounts of
$15,317 and $52,636 for the three and nine months ended September 30, 2001, respectively. However, we
ultimately recognized revenues from certain of these customers on a cash basis aggregating $12,077 and
$43,446 during the three and nine months ended September 30, 2002, respectively, and $5,839 and $15,715
during the three and nine months ended September 30, 2001, respectively, some of which relates to services
provided in prior periods. In addition, revenues recognized during the three months ended March 31, 2002
include payments totaling $3,307 from certain bankrupt customers that we received prior to January 1, 2002
and recorded as unearned revenues in our consolidated balance sheet as of December 31, 2001 because our
ability to retain these payments was not reasonably assured as of that date. However, as a result of subsequent
developments in the bankruptcy proceedings of such customers, we determined that our ability to retain these
payments was reasonably assured prior to March 31, 2002. Consequently, we recognized these payments as
revenues during the three months then ended. No such payments were recognized as revenues during the three
months ended June 30, 2002. However, during the three months ended September 30, 2002, due to the
developments in the bankruptcy proceeding of another customer, we determined our ability to retain certain
payments received from this bankrupt customer prior to January 1, 2002 was now reasonably assured.
Accordingly, we recognized revenues of $1,120 that were deferred as of December 31, 2001. We had
contractual receivables from our financially distressed customers, including receivables of $6,026 from
customers that have filed for bankruptcy protection (excluding WorldCom, as noted above), totaling $6,250 as
of September 30, 2002 that are not reflected in our condensed consolidated financial statements.
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We have obtained information indicating that some of our customers, including WorldCom, who (i) were
essentially current in their payments for our services prior to September 30, 2002, or (ii) have subsequently
paid all or significant portions of the respective amounts that we recorded as accounts .receivable as of
September 30, 2002, may become financially distressed. Revenues from these customers accounted for
approximately 25.6% and 25.1% of our total net revenues for the three and nine months ended September 30,
2002, respectively. As of September 30, 2002, receivables from these customers comprised 28.6% of our gross
accounts receivable balance. If these customers are unable to demonstrate their ability to pay for our services
in a timely manner, in periods ending subsequent to September 30, 2002, revenue from these customers will be
recognized on a cash basis as described above.

We have obtained persuasive evidence indicating that the financial condition of one of our customers,
which was designated as financially distressed in 2000, improved significantly during the three months ended
June 30, 2002, principally as a result of a capital infusion during this period. Consequently, we concluded that
collection of our billings to this customer was now reasonably assured. Therefore, we resumed the recognition
of revenues from this customer on an accrual basis during the second quarter of 2002, which resulted in the
recognition of a receivable balance and revenues in the amount of approximately $1,542 as of and for the three
months ended June 30, 2002 that relate to services rendered in periods ended prior to April 1, 2002. We
collected such receivable balance in full during July 2002. No similar amounts were recognized during the
other periods reported in the accompanying condensed consolidated financial statements.

We have billing disputes with certain of our customers. These disputes arise in the ordinary course of
business in the telecommunications industry and their impact on our accounts receivable and revenues can be
reasonably estimated based on historical experience. Accordingly, we maintain an allowance, through charges
to revenues (which amounted to $540 and $2,130 during the three and nine months ended September 30,
2002, respectively, and $1,293 and $9,253 during the three and nine months ended September 30, 2001,
respectively), based on our estimate of the ultimate resolution of these disputes.

Network and Product Costs

We recorded network and product costs of $68,112 for the three months ended September 30, 2002, a
decrease of $35,178, or 34.1%, over network and product costs of $103,290 for the three months ended
September 30, 2001. For the three months ended September 30, 2002, network and product costs were 70.8%
of net revenues, a significant improvement from the three months ended September 30, 2001, when network
and product costs were 121.8% of net revenues. We recorded network and product costs of $231,576 for the
nine months ended September 30, 2002, a decrease of $128,320, or 35.7%, over network and product costs of
$359,896 for the nine months ended September 30, 2001. For the nine months ended September 30, 2002,
network and product costs were 78.3% of net revenues, a significant improvement from the nine months ended
September 30, 2001, when network and product costs were 148.0% of net revenues. The decrease in network
and product costs, in absolute dollars and as a percentage of revenues, during the three and nine months ended
September 30, 2002 is primarily attributable to the downsizing of our network from historical levels, cost
reduction efforts to lower network costs related to data transport, lower costs in customer premise equipment,
a reduction in headcount within our operations and engineering groups and the deconsolidation of our
BlueStar subsidiary effective June 25, 2001 (network and product costs related to BlueStar were $34,768
during the nine months ended September 30, 2001 and none during the three months ended September 30,
2001 or three and nine months ended September 30, 2002), offset by increased costs resulting from a larger
subscriber base.

Network and product costs for the three months ended June 30, 2002 include a credit of $5,550 from the
settlement of certain disputed network service obligations during the quarter. Network and product costs for
the three months ended March 31, 2002 include acquisition costs of $3,674 associated with certain of
InternetConnect’s former customers, as described above (none during the three months ended June 30, 2002
or September 30, 2002). We expect network and product costs to increase in future periods if we can increase
sales activity and grow revenue, but to decrease as a percentage of revenue as we leverage the economies of
scale that we expect.
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As discussed below in “Part II, Item 1, Legal Proceedings”, there is uncertainty concerning our ability to
purchase line-shared services from the traditional telephone companies as a result of a decision issued by the .
United States Court of Appeals for the District of Columbia on May 24, 2002 and the ongoing Triennial
Review and other regulatory proceedings at the FCC. As a result of those legal and regulatory proceedings, it
is possible that the traditional telephone companies could either refuse to sell us line-shared services or could
substantially increase the cost of line-shared services, which could substantially increase our network costs for
line-shared services and could cause us to discontinue our consumer grade services for new and existing
customers.

Sales, Marketing, General and Administrative Expenses

Sales, marketing, general and administrative expenses consist primarily of salaries, expenses for the
development of business and our promotional and advertising expenses and expenses attributable to our
management team. Sales, marketing, general and administrative expenses were $42,607 for the three months
ended September 30, 2002, a decrease of $3,994, or 8.6%, over sales, marketing, general and administrative
expenses of $46,601 for the three months ended September 30, 2001. For the three months ended
September 30, 2002, sales, marketing, general and administrative expenses were 44.3% of net revenues, an
improvement from the three months ended September 30, 2001, when these expenses were 55.0% of net
revenues. Sales, marketing, general and administrative expenses were $116,636 for the nine months ended
September 30, 2002, a decrease of $52,060, or 30.9%, over sales, marketing, general and administrative
expenses of $168,696 for the nine months ended September 30, 2001. For the nine months ended
September 30, 2002, sales, marketing, general and administrative expenses were 39.5% of net revenues, an
improvement from the nine months ended September 30, 2001, when these expenses were 69.4% of net
revenues. The decrease in expenses from 2001 to 2002 is attributable to a reduction in our workforce, a
reduction in office space throughout the United States, reduced travel by employees and the deconsolidation
of our BlueStar subsidiary effective June 25, 2001 (sales, marketing, general and administrative expenses
related to BlueStar were $11,510 during nine months ended September 30, 2001 and none during the three
months ended September 30, 2001 or the three and nine months ended September 30, 2002).

Sales, marketing, general and administrative expenses for the three months ended September 30, 2002
increased by $7,215, or 20.4%, over the three months ended June 30, 2002. The increase was primarily
attributable to our radio, television and other various media marketing and advertising programs related to our
“Popularizing Broadband” campaign. We expect sales, marketing, general and administrative expense levels
to increase in the near future as we continue our marketing efforts.

Total operating expenses, which include network and product costs, sales, marketing, general and
administrative expenses, depreciation and amortization, restructuring expenses, impairment of long-lived
assets and litigation-related expenses, were $148,070 and $443,367 for the three and nine months ended
September 30, 2002, respectively. These expenses for the three and nine months ended September 30, 2002
were comprised of $105,416 and $338,877, respectively, from our Wholesale channel, $24,094 and $57,306,
respectively, from our Direct channel and $18,560 and $47,184 respectively, from our Corporate Operations.

Provision for Bad Debts

We recorded net bad debt recoveries of $1,731 for the three months ended September 30, 2002, as
compared to bad debt expense of $3,572 for the three months ended September 30, 2001. Bad debt expense
(recoveries) was (1.8%) and 4.2% of net revenues for the three months ended September 30, 2002 and 2001,
respectively. We recorded net bad debt expense of $312 for the nine months ended September 30, 2002, as
compared to $523 for the nine months ended September 30, 2001. The decrease in the amount of bad debt
expense is the result of improved collection of outstanding receivables. In addition, as a result of developments
in the bankruptcy proceedings of one of our customers during the three months ended September 30, 2002, we
recognized bad debt recoveries of $2,491.
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Depreciation and Amortization

Depreciation and amortization of property and equipment was $33,498 and $92,882 for the three and nine
months ended September 30, 2002, respectively, and $36,092 and $103,796 for the three and nine months
ended September 30, 2001, respectively. The decrease in 2002 was due principally to asset retirements and
certain assets becoming fully depreciated during this period, offset by additional depreciation expense of
$9,584 recognized during the three months ended September 30, 2002, as discussed further below. We expect
depreciation and amortization to decrease because we anticipate that our capital €xpenditures in the near term
will be less than historical amounts. We believe that the geographic footprint of our network will remain
relatively unchanged and that near term capital expenditures will be mostly limited to adding capacity to our
network to support new users.

Amortization expenses associated with collocation fees were $3,700 and $10,990 for the three and nine
months ended September 30, 2002, respectively, and $1,763 and $9,333 for the three and nine months ended
September 30, 2001, respectively. The increase in 2002 resulted from the suspension of our network build
during 2000 and 2001 and the resumption of our network build for selected markets during the last 15 months.
We do not expect to incur significant capital expenditures in connection with this expansion.

Effective January 1, 2001, we reduced the remaining estimated useful lives of all long-lived assets,
excluding building and leasehold improvements, that previously had estimated useful lives in excess of five
years such that the residual balances and any subsequent additions are now depreciated or amortized over five
years. This change in accounting estimate increased our net loss by $2,900 ($0.02 per share) and $9,200
($0.05 per share) during the three and nine months ended September 30, 2001, respectively.

As part of the continuing evaluation of our network assets during the three months ended September 30,
2002, certain matters were identified related to prior financial reporting periods that necessitated the recording
of additional expenses. Such matters were related to (i) changes in our network configuration, which
necessitated reductions of the remaining estimated useful lives of certain network equipment and (ii) the
capitalization of certain network and product costs that should have been charged to operating expenses.
Accordingly, for the three months ended September 30, 2002, we have recorded (i) additional depreciation
expense of $9,584 and (ii) additional network and product costs of $1,215. We do not believe these amounts
are material to the periods in which they should have been recorded, nor do we expect that the expenses will
be material to our consolidated operating results for the year ending December 31, 2002. However, if these
adjustments are ultimately deemed to be material to our consolidated operating results for the year ending
December 31, 2002, we will need to restate prior financial reporting periods, including the current period. The
impact on prior financial reporting periods would be as follows: net loss for the three months ended June 30,
2002 would be increased by $1,292 ($0.01 per share), net loss for the three months ended March 31, 2002
would be increased by $1,099 ($0.01 per share), net income for the year ended December 31, 2001 would be
decreased by $8,057 ($0.04 per share) and net loss for the year ended December 31, 2000 would be increased
by $351 ($0.00 per share).

Depreciation and amortization expenses for the three and nine months ended September 30, 2002 were
$37,198 and $103,872, respectively, and were comprised of $35,979 and $99,702, respectively, from our
Wholesale channel, $420 and $1,419, respectively, from our Direct channel, and $799 and $2,751, respectively,
from our Corporate Operations.

Restructuring Expenses

In connection with the restructuring plan we announced in December 2000, we recorded a charge to
operations of $4,988 during the fourth quarter of 2000 relating to employee severance benefits that met the
requirements for accrual as of December 31, 2000.

Results of operations for the nine months ended September 30, 2001 include restructuring expenses of
$17,617 for severance benefits, professional fees and collocation and building lease termination costs that met
the requirements for accrual during these periods, including severance benefits and professional fees associated
with the deconsolidation of our BlueStar subsidiary on June 25, 2001 as discussed above. No additional
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restructuring expenses were recognized for the three months ended September 30, 2001. However, we paid
severance benefits of approximately $200 and $4,000 during the three and nine months ended September 30,
2001, respectively, which were charged against the restructuring liability. We completed the restructuring
activities that were initiated in 2000 during the fourth quarter of 2001. Therefore, we neither recognized nor
paid any restructuring expenses during the three or nine months ended September 30, 2002. However, we
continue to consider whether additional restructuring is necessary, and we may incur additional expenses
related to further restructuring activities in future periods.

Reorganization Expenses

For the three and nine months ended September 30, 2001, we recognized net reorganization expenses
directly associated with our Chapter 11 proceeding of $3,896 (none during the three and nine months ended
September 30, 2002) in accordance with AICPA Statement of Position (“SOP”) 90-7, “Financial Reporting
by Entities in Reorganization Under the Bankruptcy Code,” which requires that experises resulting from the
reorganization of a business in a bankruptcy proceeding be reported separately as reorganization items. For the
three and nine months ended September 30, 2001, we recognized expenses associated with our reorganization
in the amount of $4,105 (none during the three and nine months ended September 30, 2002). These expenses
consisted primarily of legal and financial advisory services. In addition, SOP 90-7 requires that interest income
earned by an entity in a bankruptcy proceeding that would not have been earned but for the proceedings be
reported as a reorganization item. For the three and nine months ended September 30, 2001, we recognized
interest income in the amount of $209 (none during the three and nine months ended September 30, 2002) on
accumulated cash that we did not disburse as a result of the bankruptey proceedings.

Long-Lived Asset Impairment

During the nine months ended September 30, 2001, we recorded a charge of $1,989 relating to the write-
off of certain goodwill associated with our BlueStar subsidiary. There were no similar charges during the three
months ended September 30, 2001, during which period $241 of previously recorded charges were reversed, or
the three and nine months ended September 30, 2002.

Litigation-related Expenses

We recorded charges (credits) to litigation-related expenses of $1,884 and $(9,029) for the three and
nine months ended September 30, 2002, respectively, and $1,907 and $5,907 for the three and nine months
ended September 30, 2001, respectively. The charges (credits) for the three and nine months ended
September 30, 2002 represent non-cash valuation adjustments for the change in value of the 6,495,844 shares
of common stock that are expected to be distributed upon the approval of an MOU as described in “Part II.
Item 1. Legal Proceedings”. We will adjust this charge in subsequent quarters based on changes in our stock
price until such time the settlement is finalized. The charge for the three and nine months ended
September 30, 2001 includes charges (credits) of $(1,600) and 2,400, respectively, resulting from the initial
measurement of such MOU and subsequent non-cash valuation adjustments, as described above, as well as a
cash payment of $467 and a non-cash charge of $3,040 related to tentative settlements reached by us with
certain other plaintiffs during the three months ended September 30, 2001.

Net Interest Income (Expense)

Net interest income (expense) was $184 and $(53) for the three and nine months ended September 30,
2002, respectively, and $(13,282) and $(69,301) for the three and nine months ended September 30, 2001,
respectively. Net interest income (expense) during the three and nine months ended September 30, 2002
consisted principally of interest expense on our long-term note payable to SBC, which is further described
below, less interest income earned on our cash, cash equivalents and short-term investments balances. Net
interest income (expense) during the three and nine months ended September 30, 2001 consisted primarily of
interest expense on our senior notes, which were extinguished in December 2001, and capital lease obligations,
less interest income on our cash, cash equivalents and short-term investments balances.

31



For the three and nine months ended September 30, 2001, as required by SOP 90-7, we recognized
interest expense only to the extent that it would be paid during the bankruptcy proceedings or it was probable
that it would be an allowed priority, secured or unsecured claim. The reported interest expense as well as the
contractual interest expense for the three and nine months ended September 30, 2001 are disclosed in the
accompanying condensed consolidated statements of operations. In addition, as described above, interest
income earned as a result of the bankruptcy proceedings for the three and nine months ended September 30,
2001 amounted to $209 (none during the three and nine months ended September 30, 2002) and has been
included as a reorganization item in the accompanying condensed consolidated statements of operations.

Upon our emergence from Chapter 11 bankruptcy on December 20, 2001, a series of new agreements
with SBC became effective. One such agreement involves a long-term note payable with a principal amount of
$50,000 that is collateralized by substantially all of our domestic assets. This note accrues interest at 11.0% per
annum, which is payable quarterly beginning in December 2003. The entire unpaid principal balance is
payable in December 2005. However, we have the right to prepay the principal amount of the note, in whole or
in part, at any time without penalty.

We expect future interest expense to be limited principally to interest on our 11.0% note payable to SBC.
We may, however, seek additional debt financing in the future if it is availdble on terms that we believe are
favorable. If we seek additional debt financing, our interest expense would increase.

Investment Gains and Losses

We recorded a net loss on investments for the three months ended September 30, 2002 of $101 as a result
of our equity in the losses of unconsolidated affiliates. For the nine months ended September 30, 2002, we
recorded a net loss on investments of $1,357. This included a net realized loss on the sale of certain
investments in unconsolidated affiliates of $636, our equity in the losses of unconsolidated affiliates of $704
and a net realized loss on short-term investments of $17.

We recorded a net loss on investments for the three months ended September 30, 2001 of $14,403. This
included a net realized gain on short-term investments of $75, equity in the losses of unconsolidated affiliates
of $5,011 and a provision for the impairment of investments in unconsolidated affiliates of $9,467. For the nine
months ended September 30, 2001, we recorded a net loss on investments of $16,314. This included equity in
the losses of unconsolidated affiliates of $11,626, the recognition of other than temporary losses on short-term
investments of $1,311 and a provision for the impairment of investments in unconsolidated affiliates of $9,467,
offset by a net realized gain on short-term investments of $5,912 and a gain on disposal of investments in
unconsolidated affiliates of $178.

Income Taxes

We made no provision for income taxes because we operated at a loss during all periods presented.

Critical Accounting Policies and Estimates

Our discussion and analysis of financial condition and results of operations are based upon our condensed
consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States for interim financial information, the instructions to Form 10-Q and
Article 10 of Regulation S-X. The preparation of our financial statements requires us to make estimates that
affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosures of contingent
assets and liabilities. We base our accounting estimates on historical experience and other factors that are
believed to be reasonable under the circumstances. However, actual results may vary from these estimates
under different assumptions or conditions. The following is a summary of our critical accounting policies and
estimates:

« We recognize revenues when (i) persuasive evidence of an arrangement between the customer and us
exists, (ii) service has been provided to the customer, (iii) the price to the customer is fixed and
determinable and (iv) collectibility of the sales price is reasonably assured. We recognize up-front fees

32



associated with service activation over the expected term of the customer relationship, which is
presently estimated to be 24 months, using the straight-line method. Similarly, we treat the
incremental direct costs of service activation (which consist principally of customer premise equip-
ment, service activation fees paid to other telecommunications companies and sales commissions) as
deferred charges in amounts no greater than the up-front fees that are deferred, and such incremental
direct costs are amortized to expense using the straight-line method over 24 months.

We have concentrations of credit risk with several customers, certain of which were experiencing
financial difficulties as of September 30, 2002 and 2001 and were not current in their payments for our
services as of those dates. Accordingly, we recognize revenues from certain of these financially
distressed customers in the period in which cash is received, after the collection of all previous
outstanding accounts receivable balances. We perform ongoing credit evaluations of our customers’
financial condition and maintain an allowance for estimated credit losses. In addition, we have billing
disputes with certain of our customers. These disputes arise in the ordinary course of business in the
telecommunications industry and their impact on our accounts receivable and revenues can be
reasonably estimated based on historical experience. We maintain an allowance, through charges to
revenues, based on our estimate of the ultimate resolution of these disputes and our reported revenue in
any period could be different than what is reported if we employed different assumptions in estimating
the outcome of these disputes.

We state our inventories at the lower of cost or market. In assessing the ultimate recoverability of
inventories, we are required to make estimates regarding future customer demand.

We implemented significant reorganization and restructuring plans in 2001 and 2000. In this regard, we
consummated a plan of reorganization under Chapter 11 of the United States Bankruptcy Code on
December 20, 2001. However, as of September 30, 2002, we had certain claims relating to our
Chapter 11 bankruptcy proceedings that were unresolved. Therefore, it is reasonably possible that such
unresolved bankruptcy claims could ultimately be settled for amounts that differ from the aggregate
liability for such claims reflected in our condensed consolidated balance sheet as of September 30,
2002. In addition, we tentatively settled certain securities litigation in connection with our emergence
from Chapter 11 bankruptcy in 2001. However, the final settlement of such litigation is still subject to
court approval.

Property and equipment and intangible assets are recorded at cost, subject to adjustments for
impairment. Property and equipment and intangible assets are depreciated or amortized using the
straight-line method over their estimated useful lives, certain of which were significantly revised in
200!1. In assessing the recoverability of our property and equipment and intangible assets, we must
make assumptions regarding estimated future cash flows and other factors to determine the fair value
of the respective assets. If these estimates and assumptions change in the future, we may be required to
record additional impairment charges relating to our property and equipment and intangible assets. See
further discussion below concerning the recent adoption of SFAS Nos. 142 and 144 and our framework
for evaluating the impairment of long-lived assets in periods ending after December 31, 2001.

We are a party to a variety of legal proceedings, as either plaintiff or defendant, and are engaged in
other disputes that arise in the ordinary course of business, including disputes with a number of
telecommunications companies related to the balances we owe them for collocation and network
service fees. We are required to assess the likelihood of any adverse judgments or outcomes to these
matters, as well as potential ranges of probable losses for certain of these matters. The determination of
the liabilities required, if any, for loss contingencies is made after careful analysis of each individual
issue. However, it is reasonably possible that the liabilities reflected in our condensed consolidated
balance sheets for loss contingencies and business disputes could change in the near term due to new
developments, the effects of which could be material to our consolidated financial position and results
of operations.

We are currently analyzing the applicability of certain transaction-based taxes to sales of our products
and services. This analysis includes discussions with authorities of jurisdictions in which we do business
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to determine the extent of our transaction-based tax liabilities. We believe that such negotiations will
be concluded without a material adverse effect on our consolidated financial position and results of
operations. However, it is reasonably possible that our estimates of our transaction-based tax liabilities
could change in the near term, the effects of which could be material to our consolidated financial
position and results of operations.

» We account for income taxes using the liability method, under which deferred tax assets and liabilities
are determined based on differences between the financial reporting and tax bases of our assets and
liabilities. We record a valuation allowance on our deferred tax assets to arrive at an amount that is
more likely than not to be realized. In the future, should we determine that we are able to realize all or
part of our deferred tax assets, which presently are fully reserved, an adjustment to our deferred tax
assets would increase income in the period in which the determination was made.

Recent Accounting Pronouncements

In July 2002, the Financial Accounting Standard Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 146, “Accounting for Costs Associated with an Exit or Disposal
Activity.” SFAS No. 146 revises the accounting for exit and disposal activities under Emerging Issues Task
Force (“EITF”) Issue 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (Including Certain Costs Incurred in a Restructuring)” by extending the period in
which expenses related to restructuring activities are reported. A commitment to a plan to exit an activity or
dispose of long-lived assets will no longer be sufficient to record a one-time charge for most restructuring
activities. Instead, companies will record exit or disposal costs when they are incurred and can be measured at
fair value. In addition, the resultant liabilities will be subsequently adjusted for changes in estimated cash
flows. SFAS No. 146 is effective prospectively for exit or disposal activities initiated after December 31, 2002.
Companies may not restate previously issued financial statements for the effect of the provisions of SFAS
No. 146, and liabilities that a company previously recorded under EITF Issue 94-3 are grandfathered. We will
adopt SFAS No. 146 on January 1, 2003, and we do not believe the adoption of SFAS No. 146 will have a
material effect on our consolidated financial statements.

In April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS No. 145 rescinds SFAS No. 4,
“Reporting Gains and Losses from Extinguishment of Debt,” which required all gains and losses from
extinguishment of debt to be aggregated and, if material, classified as an extraordinary item, net of related
income tax effect. SFAS No. 145, which is effective in periods beginning after May 15, 2002 requires that
gains or losses from extinguishment of debt be classified as extraordinary items only if they meet the criteria of
APB Opinion No. 30. We are required to adopt the provisions of SFAS No. 145 on January 1, 2003, and we
do not believe the adoption of SFAS No. 145 will have a material effect on our consolidated financial
statements.

On January 1, 2002, we adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets,” which supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to be Disposed Of,” and provides a single accounting model for long-lived assets to be
disposed of. The adoption of SFAS No. 144 had no effect on our condensed consolidated financial statements.

On January 1, 2002, we adopted SFAS No. 141, “Business Combinations” and SFAS No. 142,
“Goodwill and Other Intangibles Assets.” SFAS No. 141 eliminates the pooling-of-interests method of
accounting for business combinations, except for qualifying business combinations that were initiated prior to
July 1, 2001. Under SFAS No. 142, goodwill and indefinite-lived intangible assets are no longer amortized,
but are reviewed annually for impairment, or more frequently if impairment indicators arise. The adoption of
SFAS Nos. 141 and 142 had no effect on our condensed consolidated financial statements.

On January 1, 2002, we adopted the EITF guidance regarding the provision in EITF Issue 00-25,
“Vendor Income Statement Characterization of Consideration from a Vendor to a Retailer,” dealing with
consideration from a vendor to a reseller under cooperative advertising and other arrangements. This provision
of EITF Issue 00-25 states that consideration from a vendor to a reseller of the vendor’s products or services is
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presumed to be a reduction of the selling price of the vendor’s products or services, unless the vendor
(i) receives an identifiable benefit in return for the consideration and (ii) can reasonably estimate the fair
value of the benefit received. If the amount of consideration paid by the vendor exceeds the estimated fair
value of the benefit received, the excess amount is to be recorded by the vendor as a reduction of revenues.
The adoption of this new guidance did not have a material effect on our condensed consolidated financial
statements.

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.”
SFAS No. 143 requires that the fair value of a liability for an asset retirement obligation be recognized in the
period in which it is incurred if a reasonable estimate of fair value can be made. The associated asset
retirement costs are capitalized as part of the carrying amount of the long-lived asset. We are required to adopt
SFAS No. 143 on January 1, 2003, and we do not believe the adoption of SFAS No. 143 will have a material
effect on our consolidated financial statements.

On January 1, 2001, we adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities,” as amended. SFAS No. 133 standardizes the accounting for derivatives and hedging activities and
requires that all derivatives be recognized in the statement of financial position as either assets or liabilities at
fair value. Changes in the fair value of derivatives that do not meet the hedge accounting criteria are required
to be reported in operations. The adoption of SFAS No. 133 had no effect on our condensed consolidated
financial statements.

Liquidity and Capital Resources

Our operations have required substantial capital investment for the procurement, design and construction
of our central office spaces, the design, creation, implementation and maintenance of our operational support
system, the purchase of telecommunications equipment and the design and development of our networks.
Capital expenditures were $5,058 and $14,286 for the three and nine months ending September 30, 2002,
respectively. Capital expenditures increased during the three months ended September 30, 2002 as compared
to the three months ended June 30, 2002 primarily due to expenditures related to recently signed wholesale
agreements. We expect that our capital expenditures related to the purchase of infrastructure equipment
necessary for the development and expansion of our networks and the development of new regions will be
relatively flat in future periods while capital expenditures related to the addition of subscribers in existing
regions will increase proportionately in relation to the number of new subscribers that we add.

From our inception through September 30, 2002, we financed our operations primarily through private
placements of $220,600 of equity securities, $1,282,000 in net proceeds raised from the issuance of notes
(including our recent agreement with SBC for a $50,000 note payable), a $75,000 collateralized deposit and
$719,000 in net proceeds raised from public equity offerings. As of September 30, 2002, we had an
accumulated deficit of $1,493,847, and unrestricted cash, cash equivalents, and short-term investments of
$228,207. In addition, we had stockholders’ equity as of September 30, 2002 of $119,840.

Net cash used in our operating activities was $60,552 for the nine months ending September 30, 2002.
The net cash used in our operating activities during this period was primarily due to the net loss of $149,339,
an increase in accounts receivable of $9,459, a decrease in collateralized customer deposits of $4,920, a
decrease in unearned revenues of $19,109 and a reduction of non-cash litigation-related expenses of $9,029,
offset by depreciation and amortization charges of $103,872, a decrease in deferred costs of service activation
of $13,327, a decrease in restricted cash of $8,703, and an increase in other current liabilities of $8,417.

Net cash used in our investing activities was $99,710 for the nine months ending September 30, 2002.
The net cash used in our investing activities during this period was primarily due to purchases of short-term
investments of $213,681, and purchases of property and equipment of $12,323, offset by maturities of short-
term investments of $70,988, sales of short-term investments of $40,000, proceeds from sales of property and
equipment of $13,451 and proceeds from sales of investments in unconsolidated subsidiaries of $3,360.
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Net cash provided by our financing activities was $1,572 for the nine months ending September 30, 2002,
The net cash provided by our financing activities during this period was primarily due to proceeds from
common stock issuances of $1,583.

As of September 30, 2002, we had $49,120 in unrestricted cash and cash equivalents and $179,087 in
unrestricted short-term investments. We expect to experience negative cash flow from operating and investing
activities at least into 2004 due to continued development of new services and the addition of new end-users to
our networks. Our future cash requirements for developing, deploying and enhancing our networks and
operating our business, as well as our revenues, will depend on a number of factors including:

+ the rate at which customers and end-users purchase and pay for our services and the pricing of such
services;

« the financial condition of our customers;

+ the level of marketing required to acquire and retain customers and to maintain a competitive position
in the marketplace;

+ the rate at which we invest in engineering, development and intellectual property with respect to
existing and future technology;

« the operational costs that we incur to install, maintain and repair end-user lines and our network as a
whole;

+ pending litigation;

» regulatory developments;

+ existing and future technology;

 unanticipated opportunities;

» network development schedules and associated costs; and

+ the number of regions entered, the timing of entry and services offered.

In addition, we may wish to selectively pursue possible acquisitions of, or investments in, businesses,
technologies or products complementary to ours in order to expand our geographic presence, broaden our
product and service offerings and achieve operating efficiencies. We may not have sufficient liquidity, or we
may be unable to obtain additional financing on favorable terms or at all, in order to finance such an
acquisition or investment.

Our contractual debt and lease obligations as of December 31, 2001 for the next five fiscal years, and
thereafter, were as follows:
2002 2003-2004 2005-2006 Thereafter Total

Note payable t0 SBC ....oovvvvnennn.. $ — $§ — 850,000 $ —  $50,000
Capital leases ..............ooooiin, 11 — — — 11
Office leases .........covvvnvevrennnn, 5,540 9,226 5,742 1,829 22,337
Other operating leases .. ............... 2,371 1,575 5 — 3,951

$7,922  $10,801  $55,747 $1,829  $76,299

We lease certain vehicles, equipment and office facilities under noncancelable operating leases that expire
at various dates through 2009. The facility leases generally require us to pay operating costs, including property
taxes, insurance and maintenance, and contain scheduled rent increases and certain other rent escalation
clauses. Rent expense is reflected in our consolidated financial statements on a straight-line basis over the
terms of the respective leases. We were also obligated under a capital equipment lease, which expired during
2002.
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Our business plan includes certain discretionary spending that is predicated on certain revenue growth
assumptions. If necessary, we will curtail this discretionary spending so that we can continue as a going
concern at least through January 1, 2003 using only our unrestricted cash, cash equivalent and short-term
investment balances in existence as of December 31, 2001. Additionally, based on the advice of our legal
counsel, we believe it is more likely than not that certain securities litigation described in Note 8 to our
September 30, 2002 condensed consolidated financial statements will ultimately be settled in accordance with
the terms of the MOU dated August 10, 2001 executed by us and the plaintiffs in such securities litigation.
Therefore, we do not believe that the ultimate settlement of this securities litigation will have a material
adverse effect on our ability to continue as a going concern at least through January 1, 2003. However, in the
event (1) the MOU is not ultimately approved by the United States District Court and/or (2) the settlement
of the aforementioned securities litigation ultimately requires us to disburse additional cash, we will reduce
discretionary spending so that we can continue as a going concern at least through January 1, 2003 using only
our unrestricted cash, cash equivalent and short-term investment balances in existence as of December 31,
2001. We do not believe the curtailment of our discretionary spending, if necessary, will have a material
adverse effect on the overall execution of our business plan.

We believe that our current cash, cash equivalents and short-term investments will be sufficient to meet
our anticipated cash needs for working capital and capital expenditures until we generate positive cash flows
from our operating activities, which we currently anticipate will be in 2004. An adverse business, legal,
regulatory or legislative development may require us te raise additional financing or to change our business
plan. We also recognize that we may be required to raise additional capital, the amount and timing of which is
uncertain considering current capital market conditions. If we are unable to acquire additional capital or are
required to raise it on terms that are unfavorable, it will have a material adverse effect on our financial
condition, which could require a restructuring, sale or liquidation of our company.

Risk Factors

The following is a summary list of some of the risk factors relating to our Company. For additional detail
regarding these and other risk factors, please refer to “Part I. Item 1. Business — Risk Factors” found in our
2001 Annual Report on Form 10-K, which was filed with the SEC on March 29, 2002.

+ We may not be able to expand as quickly as we need to achieve profitability.

« We are dependent on a limited number of customers for the preponderance of our revenues, and we are
highly dependent on sales through our resellers.

» We may experience decreasing margins on the sale of our services, which may impair our ability to
achieve profitability or positive cash flow.

+ The markets we face are highly competitive and we may not be able to compete effectively, especially
against established industry competitors with significantly greater financial resources.

+ Charges for unbundled network elements are generally outside of our control because they are
proposed by the traditional telephone companies and are subject to costly regulatory approval
processes.

« We may lose the ability to purchase line-shared services from the traditional telephone companies.

* We may be unable to obtain access on acceptable terms to remote terminals and other facilities that
provide services to end users who are not served by a standard copper phone line from a central office
where we can obtain collocation space.

« Our services are subject to government regulation, and changes in current or future laws or regulations
and the methods of enforcing the laws and regulations could adversely affect our business.

« Our business will suffer if our interconnection agreements are not renewed or if they are modified on
unfavorable terms.
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. We may not be able to obtain space for our equipment on premises owned by the traditional local
telephone companies on terms that are economical to our business.

» We cannot predict whether we will be successful because our business strategy is largely unproven.
e Our business is difficult to evaluate because we have a limited operating history.
¢ We have a history of losses and expect losses in the future.

e We are a party to litigation, and adverse results of such litigation could negatively impact our financial
condition and results of operations.

¢ QOur business may suffer unless financial market conditions improve.

« The financial uncertainty of the competitive telecommunications industry may continue to cause us to
lose orders for our services.

¢ We may need to raise additional capital under difficult financial market conditions in order to maintain
our operations.

¢ Our internal controls need to be improved.
« We have experienced increased order cancellations and end-user disconnections.

» We were delisted from the Nasdaq National Market and this limits the public market for our common
stock.

o The price of our common stock may fluctuate significantly, which may result in losses for investors.
o Future sales or issuances of our common stock may depress our stock price.

+ Anti-takeover effects of certain charter and bylaw provisions, Delaware law, our indebtedness, our
Stockholder Protection Rights Plan and our compensation arrangements could prevent a change in our
control.

s Our operating results are likely to fluctuate in future periods and may fail to meet the expectations of
securities analysts and investors.

s Our success depends on our retention of certain key personnel, our ability to hire additional key
personnel and the maintenance of good labor relations.

s We depend on a limited number of third parties for equipment supply, service and installation.

+ We have made and may make acquisitions of complementary technologies or businesses in the future,
which may disrupt our business and be dilutive to our existing stockholders.

s The broadband communications industry is undergoing rapid technological changes and new technolo-
gies may be superior to the technology we use.

« A failure of our network could delay or interrupt service to our customers.
s A breach of network security could delay or interrupt service to our customers.

« Interference in the traditional telephone companies’ copper plant could degrade the performance of our
services.

 Our intellectual property protection may be inadequate to protect our proprietary rights.
s We must comply with federal, state and local tax and other surcharges on our service, the levels of
which are uncertain.
Forward-Looking Statements
We include certain estimates, projections, and other forward-looking statements in our reports, in

presentations to analysts and others, and in other publicly available material. Expected or projected future
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performance cannot be ensured. Actual results may differ materially from those in forward-looking statements
due to a number of factors, including those referred to above under Risk Factors. The statements contained in
this Report on Form 10-Q that are not historical facts are “forward-looking statements” (as such term is
defined in Section 27A of the Securities Act and Section 21E of the Exchange Act), which can be identified

by the use of forward-looking terminology such as “estimates,” “projects,” “anticipates,” “expects,” “in-

tends,” “believes,” “is likely,” “is probable,” “is possible,” or the negative thereof or other variations thereon
or comparable terminology, or by discussions of facts, events or strategies that involve risks and uncertainties.
Examples of such forward-looking statements include but are not limited to:

* expectations regarding our ability to become cash-flow positive;

s expectations regarding the extent to which customers roll out our service;

» expectations regarding our relationships with our strategic partners and other potential third parties;
» expectations as to pricing for our services in the future;

« expectations as to the impact of our service offerings on our margins;

e the possibility that we may obtain significantly increased sales volumes;

» the impact of advertising on brand recognition and operating results;

o plans to make strategic investments and acquisitions and the effect of such investments and
acquisitions;

« estimates and expectations of future operating results, including expectations regarding when we
anticipate operating on a cash flow positive basis, the adequacy of our cash reserves, our monthly cash
usage and the number of installed lines;

« expectations regarding the time frames, rates, terms and conditions for utilizing “line sharing™;

+ plans to develop and commercialize value-added services;

« our anticipated capital expenditures;

* plans to enter into business arrangements with broadband-related service providers;

* expectations regarding the development and commencement of our voice services;

« our plans to expand our existing networks or to commence service in new metropolitan statistical areas;
. éstimatcs regarding the timing of launching our service in new metropolitan statistical areas;

* the effect of regulatory reform and litigation; and

o other statements contained in this Report on Form 10-Q regarding matters that are not historical facts.

We disclaim any obligation to update information contained in any forward-looking statement

Item 3. Market Risk
Quantitative and Qualitative Disclosures about Market Risk

Our exposure to financial market risk, including changes in interest and marketable equity security prices,
relates primarily to our investment portfolio and outstanding debt obligations. We typically do not attempt to
reduce or eliminate our market exposure on our investment securities because a substantial majority of our
investments are in fixed-rate, short-term securities. We do not have any derivative instruments. The fair value
of our investment portfolio or related income would not be significantly impacted by either a 100 basis point
increase or decrease in interest rates due mainly to the fixed-rate, short-term nature of the substantial majority
of our investment portfolio. In addition, all of our outstanding indebtedness as of September 30, 2002 is fixed-
rate debt.
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Item 4. Controls and Procedurés

The Securities and Exchange Commission defines the term “disclosure controls and procedures” to mean
a company’s controls and other procedures that are designed to ensure that information required to be
disclosed in the reports that it files or submits under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported, within the time periods specified in the Commission’s rules and forms.
Our chief executive officer and our chief financial officer, based on their evaluation of the effectiveness of our
“disclosure controls and procedures” within 90 days before the filing date of this quarterly report, have
concluded that our disclosure controls and procedures were effective for this purpose, with the exception of
controls related to certain network assets as described below.

As part of the continuing evaluation of our network assets during the three months ended September 30,
2002; we recorded additional depreciation expense of $9,584 related to equipment that was deployed in the
network and subsequently replaced as a result of a change in technology. Due to a deficiency in our internal
controls related to certain operational procedures for tracking network assets which prevented this matter from
being recognized for accounting purposes in a timely manner, the depreciable life of these assets was not
adjusted to their remaining economic useful life in prior periods. To address these matters, we have
implemented additional operational controls and systems capabilities to track network assets more precisely as
they are added to or removed from our network. Additionally, we are making improvements to the process for
tracking network assets not deployed in the network.

During the quarter ended September 30, 2002, we also recorded in network and product costs an
additional charge of $1,215 related to the capitalization of certain operating expenses in prior periods. To
address this matter, we are adding additional internal processing controls to prevent the capitalization of these
operating expenses.

We believe that these initiatives will adequately address these control matters and we do not anticipate
additional material adjustments related to network assets in subsequent periods related to the above described
items.

Except as noted above, there were not any significant changes in our internal controls or in other factors
that could significantly affect internal controls subsequent to the date of our most recent evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings (all dollar amounts are presented in thousands)

On May 24, 2002, the United States Court of Appeals for the District of Columbia vacated the Federal
Communications Commission’s (“FCC”) decision granting competitive local exchange carriers like us the
ability to purchase line-shared services from the traditional telephone companies. It is unclear when and if the
FCC will issue a new order concerning line-sharing. The FCC and the Company filed a Motion for
Reconsideration and a request to stay vacature of the line sharing order with the Court of Appeals pending the
FCC’s review of the line sharing order. On September 4, 2002, the Court of Appeal denied the FCC’s and our
Motion for Reconsideration, but granted the request to stay vacature of the line sharing order until January 2,
2003. We therefore have the continued right to line sharing until at least January 2, 2003. We also believe that
we have a continued right to line-sharing under our interconnection agreements with the traditional telephone
companies, but those agreements do allow the traditional telephone companies to renegotiate their terms
based on a change in law. If the traditional telephone companies invoke this change-in-law provision, or if the
FCC does not issue a new order allowing us to purchase line-shared services, it is possible that the traditional
telephone companies could either refuse to sell us such services or could substantially increase the cost of line-
shared services, either of which would have a material adverse effect on our business and could even result in a
liquidation or sale of our business., The court also remanded the list of unbundled network elements that had
been developed by the FCC. The FCC is in the process of reviewing the list of unbundled network elements,
which include the transmission facilities and telephone lines that we purchase from the traditional telephone
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companies in order to provide our services to our customers. If the FCC removes any of our existing
transmission facilities or telephone lines from the previous list of unbundled network elements, the traditional
telephone companies could either increase the cost of obtaining such transmission facilities and telephone
lines or deny us access entirely, which would adversely affect our business.

On December 13, 2001, the United States Bankruptcy Court for the District of Delaware (the
“Bankruptcy Court”) entered an order confirming our pre-negotiated First Amended Plan of Reorganization,
as modified on November 26, 2001 (the “Plan”). On December 20, 2001 (the “Effective Date”), the Plan
was consummated and we emerged from bankruptcy. Under our Plan, we settled several claims against us.
These claims include:

s The class action lawsuits filed in the United States District Court for the Northern District of
California, .provided that this settlement will not be final unless it is approved by that court. This
settlement is described in more detail below.

» The lawsuits filed in the Superior Court of the State of California for the County of Santa Clara by six
purchasers of the convertible notes that we issued in September 2000,

 Disputed claims made by former shareholders of Laser Link.net.
+ Disputed claims made by GE Capital and its subsidiary, Heller Financial Group.

As of September 30, 2002, there were approximately $10,959 in unresolved claims related to our
Chapter 11 bankruptcy proceedings. As of September 30, 2002, we have recorded $9,997 for these unresolved
claims in our condensed consolidated balance sheet. However, it is reasonably possible that our unresolved
Chapter 11 bankruptcy claims could ultimately be settled for amounts that differ from the amounts recorded
in our condensed consolidated balance sheet.

Purchasers of our common stock and purchasers of the convertible notes we issued in September 2000
have filed complaints on behalf of themselves and alleged classes of stockholders and holders of convertible
notes against us and certain of our present and former officers and directors. These complaints were filed in the
United States District Court for the Northern District of California (“District Court”) in the fourth quarter of
2000. The complaints have been consolidated and the lead plaintiff has filed its amended consolidated
complaint, The amended consolidated complaint alleges violations of federal securities laws on behalf of
persons who purchased or otherwise acquired our securities, including common stock and notes, during the
period from April 19, 2000 to May 24, 2001. The relief sought includes monetary damages and equitable
relief. We and the officer and director defendants entered into a memorandum of understanding (“MOU”™)
with counsel for the lead plaintiffs in this litigation that tentatively resolves the litigation. The MOU sets forth
the terms upon which we, the officer and director defendants and the plaintiffs agree to settle the litigation.
Pursuant to the MOU, the plaintiffs agreed to support and vote in favor of our bankruptcy plan if it provided
for the distribution of $16,500 in cash to be funded by our insurance carriers and 6,495,844 shares of our
common stock. The plaintiffs voted in favor of the Plan. The settlement provided for in the MOU is subject to
the approval of the District Court, which preliminarily approved the settlement on October 29, 2002. The
6,495,844 shares issuable to the plaintiffs upon such approval by the District Court were issued on the
Effective Date of the bankruptcy and are being held by us in escrow, pending approval by the District Court.
We believe we have strong defenses to the claims alleged in the lawsuit and intend to contest the lawsuit
vigorously if the District Court does not approve the final settlement. Because this action is at an early stage,
however, we are unable to provide an evaluation of the ultimate outcome of the litigation if the court does not
approve the final settlement agreement. Although we believe it is more likely than not that this settlement will
be completed, we do not expect this process to be completed for several months.

In April 1999, we filed a lawsuit against Bell Atlantic (now Verizon) and its affiliates in the United States
District Court for the District of Columbia, We are pursuing antitrust and other claims in this lawsuit arising
out of Verizon’s conduct as a supplier of network facilities, including central office space, transmission
facilities and telephone lines. In December 2000, we also filed a lawsuit against BellSouth Telecommunica-
tions and its subsidiaries in the United States District Court for the Northern District of Georgia. We are
pursuing claims in this lawsuit that are similar to our claims against Verizon. Both courts dismissed some of
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our claims based on the ruling of the Seventh Circuit in Goldwasser v. Ameritech. The court in the Verizon
case also dismissed our remaining claims on other grounds. We voluntarily dismissed our remaining claims in
the BellSouth case so we could pursue certain issues on appeal. We have appealed these decisions to the
United States Court of Appeals for the Eleventh Circuit and the United States Court of Appeals for the
District of Columbia. On August 2, 2002, the Eleventh Circuit Court of Appeals reversed the lower court’s
decision in the BellSouth case and remanded the case for further proceedings. BellSouth has requested a
rehearing before the Eleventh Circuit and that request is still pending. We cannot predict the outcome of these
matters.

On June 11, 2001, Verizon Communications filed a lawsuit against us in the United States District Court
for the Northern District of California. Verizon is a supplier of telephone lines that we use to provide services
to our customers. It claims that we falsified trouble ticket reports with respect to the phone lines that we
ordered and made false statements to the public and governmental authorities critical of Verizon, and seeks
unspecified monetary damages (characterized as being in the “millions”) and injunctive relief. The current
complaint asserts causes of action for negligent and intentional misrepresentation and violations of California’s
unfair competition statute. We believe we have strong defenses to this lawsuit, but litigation is inherently
unpredictable and there is no guarantee we will prevail.

Several stockholders have filed complaints in the United States District Court for the Southern District of
New York, on behalf of themselves and purported classes of stockholders, against us and several former and
current officers and directors in addition to some of the underwriters in our stock offerings. These lawsuits are
so-called IPO allocation cases, challenging practices allegedly used by certain underwriters of public equity
offerings during the late 1990s and 2000. On April 19, 2002 the plaintiffs amended their complaint and
removed us as a defendant. Certain directors and officers are still named in the complaint. The plaintiffs claim
that we failed to disclose the arrangements that some of these underwriters purportedly made with certain
investors. We believe we have strong defenses to these lawsuits and we intend to contest them vigorously.
However, because these lawsuits are at an early stage, we are unable to provide an evaluation of the ultimate
outcome of the litigation.

A manufacturer of telecommunications hardware named “COVID” has filed an opposition to our
trademark application for the mark “COVAD and design” and is seeking to cancel our registration of the
COVAD trademark. We do not believe that this opposition has merit, but trademark proceedings are
unpredictable and there is no guarantee we will prevail. If we do not succeed, it could limit our ability to
provide our services under the “COVAD” name. In September 2000, COVID also filed a complaint in the
United States District Court for the District of Arizona, alleging claims for false designation of origin,
infringement and unfair competition. COVID is seeking an injunction to stop us from using the COVAD
trademark, as well as an award of monetary damages. We do not believe that these claims have any merit, but
the outcome of litigation is unpredictable and we cannot guarantee that we will prevail.

We are also a party to a variety of legal proceedings as either plaintiff or defendant, or are engaged in
business disputes that arise in the ordinary course of business. Failure to resolve these various legal disputes
and controversies without excessive delay and cost and in a manner that is favorable to us could significantly
harm our business. We do not believe the ultimate outcome of these matters will have a material impact on
our consolidated financial position and results of operations. However, litigation is inherently unpredictable
and there is no guarantee we will prevail or otherwise not be adversely affected.

We are, subject to state commission, FCC and court decisions as they relate to the interpretation and
implementation of the 1996 Telecommunications Act, the interpretation of competitive telecommunications
company interconnection agreements in general, and our interconnection agreements in particular. In some
cases, we may be deemed to be bound by or we may otherwise be significantly impacted by the results of
ongoing proceedings of these bodies or the legal outcomes of other contested interconnection agreements that
are similar to our agreements. The results of any of these proceedings could harm our business.

In addition, we are engaged in a variety of negotiations, arbitrations and regulatory and court proceedings
with several traditional telephone companies. These negotiations, arbitrations and proceedings concern the
traditional telephone companies’ denial of physical central office space to us in certain central offices, the cost
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and delivery of transmission facilities and telephone lines and central office spaces, billing issues and other
operational issues. Other than the payment of legal fees and expenses, which are not quantifiable but are
expected to be material, we do not believe that these matters will result in material liability to us and the
potential gains are not quantifiable at this time. However, an unfavorable outcome in any of these negotiations,
arbitrations and regulatory proceedings could have a material adverse effect on our consolidated financial
position and results of operations if we are denied or charged higher rates for transmission lines or central
office spaces.

Item 2. Changes in Securities and Use of Proceeds

On September 4, 2002, in conjunction with the execution of a five-year Broadband Internet Access
Service Agreement (the “Broadband Agreement”) with America Online, Inc. (“AOL”), a wholesale
customer, we granted AOL three warrants to purchase an aggregate of 3,500,000 shares of the our common
stock. We did not receive any additional purchase price for our issuance of the warrants. The first warrant is
for 1.5 million shares at $1.06 per share, the second warrant is for 1 million shares at $3.00 per share and the
third warrant is for 1 million shares at $5.00 per share.

Such warrants were immediately exercisable, fully vested and non-forfeitable at the date of grant. The
warrants were issued in a private placement under section 4(2) of the Securities Exchange Act of 1933.

Item 3. Defaults upon Senior Securities

None

Item 4. Submission of Matters to a Vote of Security Holders

On July 25, 2002, we held our Annual Meeting of Stockholders. Set forth below is a summary of each
matter voted upon at the meeting and the number of votes cast for, against or withheld, as well as the number
of abstentions and broker non-votes.

Proposal 1 — The election of three Class II directors to serve on our Board of Directors for a term to
expire at the third succeeding annual meeting and until their successors are elected and qualified.

Name For Withheld
Charles B. Hoffman . . ... o i i e e 191,919,970 6,433,748
Charles MCMIND ..o vt i e e 192,859,746 5,493,972
Robert Hawk ..o i e i i 191,221,803 7,131,915

Proposal 2 — Ratification of independent auditors, Ernst & Young LLP, for the 2002 fiscal year:
191,346,619 votes in favor, 6,726,753 votes against, and 280,347 votes abstained.

Item 5. Other Information

None

Item 6. Exhibits and Reports on Form 8-K

a. Exhibits:

Exhibit
Number Description

99.1  Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002,

99.2  Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002,
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b. Reports on Form 8-K

On July 2, 2002, the Company filed a current report on Form 8-K, pursuant to Item 5 thereof, reporting
(i) that L. Dale Crandall joined the Company’s Board of Directors and will serve on its audit committee and
(ii) that Brad Sonnenberg was promoted to senior vice president and general counsel of the Company.

On July 26, 2002, the Company filed a current report on Form 8-K, pursuant to Item 5 thereof, reporting
that Richard A. Jalkut joined the Company’s Board of Directors.

On September 5, 2002, the Company filed a current report on Form 8-K, pursuant to Item 5 thereof,
reporting that the Company signed a five year Broadband Internet Access Services Agreement with America

Online, Inc.

On September 23, 2002, the Company filed a current report on Form 8-K, pursuant to Item 5 thereof,
reporting that the Company signed a three year Broadband Internet Access Services Agreement with AT&T

Corp.
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SIGNATURES

Pursuant to the requirements 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.

Covap COMMUNICATIONS GRroup, INC.

By: /s/ CHARLES E. HOFFMAN

Charles E. Hoffman
President, Chief Executive Officer and Director

Date: November 7, 2002

By: /s/  MARK RICHMAN

Mark Richman
Executive Vice President and
Chief Financial Officer

Date: November 7, 2002
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CERTIFICATIONS
I, Charles E. Hoffman, certify that:
1. T have reviewed this quarterly report on Form 10-Q of Covad Communications Group, Inc.;

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

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

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

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

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

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

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

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

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

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

Covap COMMUNICATIONS GROUP, INC.

By: /s/  CHARLES E. HOFFMAN

Charles E. Hoffman
President, Chief Executive Officer and Director

Date: November 7, 2002
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I, Mark Richman, certify that:
1. T have reviewed this quarterly report on Form 10-Q of Covad Communications Group, Inc.;

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

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

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

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

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

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

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

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

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

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

Covap COMMUNICATIONS GRroup, INC.

By: /s/  MARK RICHMAN

Mark Richman
Executive Vice President and
Chief Financial Officer

Date: November 7, 2002
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Exhibit
Number Description

99.1  Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

99.2  Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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CLAIMS INVOLVING TELECOMMUNICATIONS CARRIERS AND
COVAD COMMUNICATIONS GROUP, INC. AND ITS SUBSIDIARIES

Complainant Matter Description Date Asserted Status
Verizon Delaware Inc., Verizon Delaware, Inc. et al. v. Complaint alleging negligent 6/11/2001 Judgment in
Verizon New England, Inc., Covad Communications and intentional favor of Covad;
Verizon New York, Inc., Company, USDC Northern misrepresentation related to Motion for
Verizon Maryland, Inc., District of California, CA No. C alleged falsification of trouble Reconsideration
Verizon Pennsylvania, Inc., 01-20524 tickets Pending
Verizon Washington D.C.,

Inc., Verizon New Jersey, Inc.
Covad Communications BellSouth Complaint against BellSouth 12/22/00 Pending
Company and DIECA USDC Northern District Georgia for antitrust violations

Case No. 1:00 CV 3414
Covad Communications Bell Atlantic Complaint against Bell 4/28/99 Pending
Company and DIECA USDC District of Columbia Atlantic for antitrust violations

99 CV 01046
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Florida Tariff No. 1

DIECA Communications, Inc. d/b/a COVAD Communications Company
Original Page 1

TITLE PAGE
FLORIDA TELECOMMUNICATIONS TARIFF
OF

DIECA Communications, Inc. d/b/a COVAD Communications Company

This tariff contains the descriptions, regulations, and rates applicable to the furnishing of
resold telecommunication services provided by DIECA Communications, Inc. d/b/a COVAD
Communications Company ("Covad") with principal offices located at 3420 Central
Expressway, Santa Clara, CA 95051. This tariff applies to services furnished within the State
of Florida. This tariff is on file with the Florida Public Service Commission, and copies may
be inspected, during normal business hours, at the Company's principal place of business.

Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19™ Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1
Original Page 2

CHECK SHEET

Pages of this tariff, as indicated below, are effective as of the date shown at the bottom of the respective pages.
Original and revised pages, as named below, comprise all changes from the original tariff and are currently in
effect as of the date on the bottom of this page.

PAGE REVISION PAGE REVISION
1 Original * 26 Original *
2 Original * 27 Original *
3 Original * 28 Original *
4 Original * 29 Original *
5 Original *
6 Original *
7 Original *
8 Original *
9 Original *
10 Original *
11 Original *
12 Original *
13 Original *
14 Original *
15 Original *
16 Original *
17 Original *
18 Original *
19 Original *
20 Original *
21 Original *
22 Original *
23 Original *
24 Original *
25 Original *
* - indicates those pages included with this filing
Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel

1230 Peachtree St. NE, 19® Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 3
TABLE OF CONTENTS
Title Page 1
Check Sheet 2
Table of Contents 3
Symbols 4
Tariff Format 5
Section 1.0 - Terms and Abbreviations 6
Section 2.0 - Rules and Regulations 8
Section 3.0 - Description of Service 23
Section 4.0 - Rates 27
Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel

1230 Peachtree St. NE, 19® Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1
Original Page 4

SYMBOLS

The following are the only symbols used for the purposes indicated below:

D - Delete or Discontinue

O - Change Resulting in an Increase to a Customer's Bill

™ - Moved from another Tariff Location

™ - New

®R) - Change Resulting in a Reduction to a Customer's Bill

(T) - Change in Text or Regulation but no Change in Rate or Charge.

When changes are made in any tariff sheet, a revised sheet will be issued canceling the tariff sheet affected.
Changes will be identified on the revised sheet(s) through the use of the above-mentioned symbols.

Issued:  February 10,2003 Effective:
By: Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19" Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 5

TARIFF FORMAT

Page Numbering - Page numbers appear in the upper right comner of the page. Pages are numbered
sequentially. However, new pages are occasionally added to the tariff. When a new page is added
between pages already in effect, a decimal is added. For example, a new sheet added between pages
14 and 15 would be 14.1.

Page Revision Numbers - Revision numbers also appear in the upper right corner of each page.
These numbers are used to determine the most current page version on file with the FPSC. For
example, the 4th Revised Page 14 cancels the 3rd Revised Page 14. Because of various suspension
periods, deferrals, etc. the FPSC follows in their tariff approval process, the most current page number
on file with the Commission is not always the tariff page in effect. Consult the check sheet for sheet
currently in effect.

Paragraph Numbering Sequence - There are nine levels of paragraph coding. Each level of coding
1s subservient to its next higher level:

2.

2.1.

2.1.1.

2.1.1.A.
2.1.1.A.1.
2.1.1.A.1.(2).
2.1.1.A.1.(a).L

Check Sheets - When a tariff filing is made with the FPSC, an updated check sheet accompanies the
tariff filing. The check sheet lists the pages contained in the tariff, with a cross reference to the current
revision number. When new pages are added, the check sheet is changed to reflect the revision. All
revisions made in a given filing are designated by an asterisk (*). There will be no other symbols used
on the check sheet if these are the only changes made to it (i.e., the format, etc. remains the same, just
revised revision levels on some pages). The tariff user should refer to the latest check sheet to find out
if a particular page is the most current on file with the FPSC.

Issued:
By:

February 10, 2003 Effective:
Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19® Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1
' Original Page 6

SECTION 1 - TERMS AND ABBREVIATIONS
Accounting Code - A numerical code that enables Customer to allocate charges to its internal accounts.

Access Line - An arrangement from a local exchange telephone company or other common carrier, using
either dedicated or switched access that connects Customer's location to Company's location or switching
center.

Authorization Code - A numerical code, one or more of which the Company may assign to Customer, to
enable Company to identify the origin of service of the Customer so it may rate and bill the call. All
Authorization Codes shall be the sole property of Company and no Customer shall have any property or other
right or interest in the use of any particular Authorization Code. Automatic numbering identification (ANI)
may be used as or in connection with the Authorization Code.

" Authorized User - A person, firm, partnership, corporation or other entity who is authorized by the Customer
to be connected to and utilize the Carrier's services under the terms and regulations of this tariff.

Automatic Number Identification (ANI) - A type of signaling provided by a local exchange telephone
company, which automatically identifies the local exchange line from which a call originates.

Commission - Refers to the Florida Public Service Commission.

Company or Carrier - DIECA Communications, Inc. d/b/a COVAD Communications Company, issuer of
this tariff.

Covad- Refers to DIECA Communications, Inc. d/b/a COVAD Communications Company, issuer of this
tariff.

Customer - A person, firm, partnership, corporation or other entity which arranges for the Carrier to provide,
discontinue or rearrange telecommunications services on behalf of itself or others; uses the Carrier's
telecommunications services; and is responsible for payment of charges, all under the provisions and terms of
this tariff.

Dedicated - A facility or equipment system or subsystem set aside for the sole use of a specific customer.
End User - Any person, firm, corporation, partnership or other entity which uses the services of the Company
under the provisions and regulations of this tariff. The End User is responsible for payment unless the charges

for the services utilized are accepted and paid by another Customer.

FPSC - Florida Public Service Commission.

Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19” Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff Nb. 1
Original Page 7

SECTION 1 - TERMS AND ABBREVIATIONS, (CONT'D.)
LATA - Local Area of Transport and Access.
LEC - Local Exchange Company.

PIC/Primary Interexchange Carrier - Interexchange carrier designated by Customer to provide
interexchange services without need to dial special access code.

Service Commenc¢ement Date - The first day following the date on which the Company notifies the
Customer that the requested service or facility is available for use.

Service Order - The request for services, either written or electronic, executed by the Customer and the
Company in the format devised by the Company. Such request for services by the Customer and acceptance by
the Company initiates the respective obligations of the parties as set forth therein and pursuant to tariff, but the
duration of the service is calculated from the Service Commencement Date.

Switched Access Origination/Termination - Where access between the Customer and the interexchange
carrier is provided on local exchange company Feature Group circuits and the connection to the Customer isa
LEC-provided business or residential access line. The cost of switched Feature Group access is billed to the
interexchange carrier.

Timely Payment - A payment on Customer's account made on or before the due date.

Term Agreement: An agreement between the Company and the Customer for a fixed term of months.

Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19" Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 8

2.1

2.2

SECTION 2 - RULES AND REGULATIONS
Undertaking of DIECA Communications, Inc. d/b/a COVAD Communications Company

The Company provides long distance message telecommunications service to Customers for their
direct transmission of voice, data and other types of telecommunications.

Communications originate when the Customer accesses the Company directly or through the facilities
of another carrier via one or more access lines, equal access or on a dial-up basis. The Company may
act as the Customer’s agent for ordering access connection facilities provided by other carriers or
entities when authorized by the Customer, to allow connection of a Customer’s location to the
Company’s network. The Customer shall be responsible for all charges due for such service
arrangements.

The Company'’s services are provided on a monthly basis, unless otherwise stated in this tariff.
Services are available twenty-four (24) hours per day, seven (7) days per week.

Use

2.2.1 Service may be used for any lawful purpose for which it is technically suited. Customers
reselling or rebilling the Company's Florida intrastate service must have a Certificate of Public
Convenience and Necessity as an interexchange carrier from the Florida Public Service
Commission.

2.2.2 Services provided under this tariff may be used by the Customer for any lawful
telecommunications purpose for which the service is technically suited.

2.2.3 The services the Company offers shall not be used for any unlawful purpose or for any use as
to which the Customer has not obtained all required governmental approvals, authorizations,
licenses, consents and permits.

2.2.4 The Company may require applicants for service who intend to use the Company's offerings
for resale, shared and/or joint use to file a letter with the Company confirming that their use of
the Company's offerings complies with relevant laws and the Commission's regulations,
policies, orders, and decisions.

2.2.5 A Customer may transmit or receive information or signals via the facilities of the Company.
The Company's services are designed primarily for the transmission of voice-grade telephonic
signals, except as otherwise stated in this tariff. A user may transmit any form of signal that is
compatible with the Company's equipment, but the Company does not guarantee that its
services will be suitable for purposes other than voice-grade telephonic communication except
as specifically stated in this tariff.

Issued:
By:

February 10, 2003 Effective:
Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19™ Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 9

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

2.3 Limitations

2.3.1 The Company reserves the right to discontinue service when necessitated by conditions
beyond its control, or when the Customer is using the service in violation of the provisions of
this tariff, or in violation of the law.

2.3.2  Service is offered subject to the availability of the necessary facilities and equipment, or both
facilities and equipment, and subject to the provisions of this tariff.

2.3.3 The Company does not undertake to transmit messages, but offers the use of its facilities
when available, and will not be liable for errors in transmission or for failure to establish
connections,

2.3.4 Service may be limited or discontinued by the Company, without notice to the Customer, by
blocking traffic to certain countries, cities, or NXX exchanges when the Company deems it
necessary to take such action to prevent unlawful use of its service. Service will be restored as
soon as it can be provided without undue risk.

2.3.5 The Company reserves the right to limit or to allocate the use of existing facilities, or of
additional facilities offered by the Company, when necessary because of lack of facilities, or
due to some other cause beyond the Company's control.

2.3.6 To the extent that any conflict arises between the terms and conditions of a service agréement
or other contract and the terms and conditions of this tariff, the tariff shall prevail.

2.3.7 Title to all equipment provided by the Company under this tariff remains with the Company.

Issued: February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel

1230 Peachtree St. NE, 19® Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Coinpany Florida Tariff No. 1

Original Page 10

2.4

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Assignment and Transfer

24.1

24.2

All facilities provided under this tariff are directly or indirectly controlied by Covad and
neither the Customer nor Subscriber may transfer or assign the use of service or facilities
without the express written consent of the Company. All regulations and conditions
contained in this tariff shall apply to all such permitted assignees or transferees, as well as all
conditions of service. Such transfer or assignment, when permitted, shall only apply where
there is no interruption of the use or location of the service or facilities.

Customer may request Carrier to assign one or more sub-accounts for billing purposes, and to
direct sub-account invoices to Customer’s affiliates or other designated entities for payment.
Such requests shall not affect the liability of the Customer, who shall remain solely liable to
the Company for payment of all invoices for service requested and obtained by Customer,

whether invoiced by the Company to the Customer, the Customer’s affiliates, or other
designated entities.

Issued:
By:

February 10, 2003 Effective:

Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19 Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company " Florida Tariff No. 1

Original Page 11

2.5

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Liability of the Company

2.5.1

25.2

253

Covad's liability for damages arising out of mistakes, interruptions, omissions, delays, errors,
or defects in transmission which occur in the course of furnishing service or facilities, in no
event shall exceed $100.00 or an amount equivalent to the proportionate charge to the
Customer, whichever is less, for the period during which the faults in transmission occur.
Except as set forth above, the Company shall not be liable for any direct, indirect,
consequential, special, actual, punitive or any other damages, or business interruption, or for
any lost profits of any kind or nature whatsoever arising out of any defects or any other cause.
In the event of an interruption in service or any defect in the service whatsoever, neither the
Company nor any affiliated or unaffiliated third party provider or operator of facilities
employed in the provision of the service shall be liable for any direct, indirect, consequential,
special, actual, punitive or any other damages, or for any lost profits of any kind or nature
whatsoever. Moreover, any such mistakes, omissions, interruptions, delays, errors, or defects
in transmission or service, which are caused or contributed to by the negligence or willful act
of the Customer, or Authorized User, or joint user, or which arise from the use of Customer
provided facilities or equipment shall not result in the imposition of any liability whatsoever
upon the Company.

The Company shall not be liable for any claim or loss, expense or damage (including indirect,
special or consequential damage), for any interruption, delay, error, omission, or defect in any
service, facility or transmission provided under this tariff, if caused by any person or entity
other than the Company, by any malfunction of any service or facility provided by any other
carrier, by an Act of God, fire, war, civil disturbance, or act of government, or by any other
cause beyond the Company's direct control.

Indemnification - The Company’s liability, if any, for its gross negligence or willful
misconduct is not limited by this tariff. With respect to any other claim or suit by a Customer
or by any others, the Customer indemnifies and saves harmless the Company against claims,
losses or suits for injury to or death of any person, or damage to any property which arises
from the use, placement or presence of the Company’s equipment, facilities and associated
wiring of the Customer’s premises and further the Customer indemnifies and saves harmless
the Company against claims for libel, slander, invasion of privacy or the infringement of
copyright arising directly or indirectly from the material transmitted over the facilities of the
Company or the use thereof by the Customer; against claims for infringement of patents
arising from combining with or using in connection with, facilities furnished by the Company
and apparatus, equipment and systems provided by the Customer; and against all other claims
arising out of any act or omission of the Customer in connection with the services or facilities
provided by the Company. No agents or employees of other carriers shall be deemed to be
agents or employees of the Company.

Issued:
By:

February 10, 2003 Effective:

Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19 Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 12

2.5

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Liability of the Company, (Cont'd.)

254

255

2.5.6

2.5.7

2.5.8

Defacement of premises: No liability shall attach to the Company by reason of any
defacement or damage to the Customer’s premises resulting from the existence of the
Company’s equipment or facilities on such premises, or by the installation or removal thereof,
when such defacement or damage is not the result of the negligence of the Company or its
employees.

The Company is not liable for any act or omission of any other entity furnishing a portion of
the service or any acts or omission of the Customer.

Service furnished by the Company may be interconnected with the services or facilities of
other carriers or private systems. However, service furnished is provided solely by the
Company and is not a joint undertaking with other parties.

The Company shall not be liable for any claim, loss, or refund as a result of loss or theft of
Personal Identification Numbers issued for use with the Company's services.

The Company shall not be liable for any damages, including usage charges, that the Customer
may incur as a result of the unauthorized use of authorization codes of communications
equipment. The unauthorized use of communications equipment includes, but is not limited
to, the placement of calls from the Customer’s premises, and the placement of calls through
equipment controlled and/or provided by the Customer that are transmitted over the
company’s network without the authorization of the Customer. The Customer shall be fully
liable for all such usage charges.

Issued:
By:

February 10, 2003 Effective:

Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19" Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 13

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

2.6 Customer Responsibility
2.6.1  All Customers assume general responsibilities in connection with the provisions and use of
the Company's service. When facilities, equipment, and/or communication systems provided
by others are connected to the Company's facilities, the Customer assumes additional
responsibilities. All Customers are responsible for the following:

A. The Customer is responsible for placing orders for service, paying all charges for
service rendered by the Company and complying with all of the Company's
regulations governing the service. The Customer is also responsible for assuring that
its users comply with regulations.

B. When placing an order for service, the Customer must provide:

1. The names and addresses of the persons responsible for the payment of
service charges, and

2. The names, telephone numbers, and addresses of the Customer contact
persomns.

C. The Customer must pay the Company for the replacement or repair of the Company’s
equipment when the damage results from:

1. The negligence or willful act of the Customer or user;
2. Improper use of service; and
3. Any use of equipment or service provided by others.

D. After receipt of payment for the damages, the Company will cooperate with the

Customer in prosecuting a claim against any third party causing damage.
Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel

1230 Peachtree St. NE, 19® Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 14

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

2.6 Customer Responsibility, (Cont'd.)

2,6.2 Billing and Payment For Service

A.

Responsibility for Charges

The Customer is responsible for payment of all charges for services and equipment
furnished to the Customer for transmission of calls via the Company. In particular
and without limitation to the foregoing, the Customer is responsible for any and all
cost(s) incurred as the result of:

1 any delegation of authority resulting in the use of his or her communications
equipment and/or network services which result in the placement of calls via
the Company;

2 any and all use of the services provided by the Company, including calls
which the Customer did not individually authorize; '

3 any calls placed by or through the Customer's equipment via any remote
access feature(s);

Charges for installations, service connections, moves and rearrangements are payable
upon demand to the Company or its authorized agent. Billing thereafter will include
recurring charges and actual usage as defined in this tariff.

Disputed Charges

Any objections to billed charges must be reported to the Company or its billing agent
in writing within twenty (20) days of the closing date printed on the invoice or
statement issued to the Customer. Adjustments to Customers' account shall be made
to the extent that circumstances exist which reasonably indicate that such changes are
appropriate.

Issued:  February 10, 2003 Effective:

By:

Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19™ Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1
Original Page 15

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)
2.6 Customer Responsibility, (Cont'd.)
2.6.3 Taxes and Fees

A. All state and local taxes (e.g., gross receipts tax, sales tax, municipal utilities tax) are
not included in the rates under this tariff, but shall be listed as separate line items on
the Customer’s bill.

B. To the extent that a municipality, other political subdivision or local agency of
government, or commission imposes and collects from the Company a gross receipts
tax, occupation tax, license tax, permit fee, franchise fee, or regulatory fee, such taxes
and fees shall, as allowed by law, be billed pro rata to the Customer receiving service
from the Company within the territorial limits of such municipality, other political
subdivision or local agency of government.

C. Service shall not be subject to taxes for a given taxing jurisdiction if the Customer
provides the Company with written verification, acceptable to the Company and to”
the relevant taxing jurisdiction, that the Customer has been granted a tax exemption.

D. The Company may adjust its rates or impose additional rates on its Customer to
recover amounts it is required by governmental or quasi-governmental authorities to
collect from or pay to others. The Company may also adjust its rates or impose
additional rates to cover the administrative cost of collecting such charges or paying
compensation to other entities. Examples of such programs include, but are not
limited to, the Universal Service Fund (USF), and compensation to pay telephone
service providers for the use of their pay telephones to access the Company’s
services.

Issued:  February 10, 2003 Effective:
By: Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19" Floor
Atlanta, Georgia 30309 - FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 16

2.6

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Customer Responsibility, (Cont'd.)

2.6.4 Late Payment Fees
A late payment fee of 1.5% per month will be charged on any past due balance. Any
applicable late payment fees will be assessed according to the terms and conditions of the
Company or its billing agent and pursuant to Florida state law.

2.6.5 Return Check Charge
A Return Check Charge of $25.00 will be assessed for checks returned for insufficient funds
if the face value does not exceed $50, $30 if the face value does exceed $50 but does not
exceed $300, $40 if the face value exceeds $300 or 5% of the value of the check, whichever
is greater.

2.6.6 Deposits
The Company does not collect Customer deposits.

2.6.7 Advance Payments

The Company does not require advance payments for service.

Issued:
By:

February 10, 2003 Effective:
Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19" Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 17

2.7

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Refunds or Credits for Service Qutages or Interruptions

2.7.1

2.7.2

273

274

An interruption period begins when the Customer reports a service, facility or circuit to be
inoperative and, if necessary, releases it for testing and repair. An interruption period ends
when the service, facility or circuit is operative. Credits for service outages or interruptions
are subject to the regulations listed below.

If the Customer reports a service, facility or circuit to be interrupted but declines to release it
for testing and repair, or refuses access to its premises for test and repair by the Company, the
service, facility or circuit is considered to be impaired but not interrupted. No credit
allowances will be made for a service, facility or circuit considered by the Company to be
impaired. :

Credit allowances for interruption periods which are not due to the Company's testing or
adjusting, to the negligence of the Customer, or to the failure of channels, equipment and/or
communications systems provided by the Customer, are subject to the general liability
provisions set forth in this tariff. It shall be the obligation of the Customer to notify Company
immediately of any interruption in service for which a credit allowance is desired by
Customer. Before giving such notice, the Customer shall ascertain that the trouble is not
within his or her control, or is not in wiring or equipment, if any, furnished by Customer.

The Customer shall be responsible for the payment of service charges based upon time and
materials for visits by the Company's agents or employees to the premises of the Customer
when the service difficulty or trouble report results from the use of equipment or facilities
provided by any party other than the Company, including but not limited to the Customer.

Issued:
By:

February 10, 2003 Effective:

Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19" Floor
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DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 18

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

2.7 Refunds or Credits for Service Outages or Interruptions, (Cont'd.)

275

2.7.6

For purposes of credit computation every month shall be considered to have seven hundred
and twenty (720) hours. For services with a monthly recurring charge, no credit shall be
allowed for an interruption of continuous duration of less than four (4) hours. The Customer
shall be credited for an interruption of four (4) or more hours at the rate of 1/720th of the
monthly charge for the services affected for each hour that the interruption continues. The
formula used for computation of credits is as follows:

Credit= A/720 x B

A = outage time in hours (must be 4 or more)
B = total monthly recurring charge for affected service.

For usage sensitive long distance services, credits will be limited to, a maximum, the price of
the Initial Period of the individual call that was interrupted plus any per call charges or
surcharges required to reconnect the caller.

Issued:  February 10, 2003 Effective:

By:

Gene Watkins, Senior Counsel
1230 Peachtree St. NE, 19 Floor
Atlanta, Georgia 30309 FLi0300



DIECA Communications, Inc. d/b/a COVAD Communications Company Florida Tariff No. 1

Original Page 19

2.8

2.9

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Cancellation or Termination of Service by Customer

28.1

Customers of presubscribed long distance services may cancel service at any time by
providing Covad with written or verbal notification. The Company shall hold the Customer
responsible for payment of all bills for service furnished until the cancellation date specified
by the Customer or until the date that the cancellation notice is received, whichever is later.

Cancellation or Termination of Service by Company

291

29.2

For nonpayment: The Company may terminate service to a Customer or Subscriber for
nonpayment of undisputed charges upon five (5) working days written notice to the Customer
or Subscriber without incurring any liability for damages due to loss of telephone service to
the Customer or Subscriber.

Covad may refuse or discontinue service under the following conditions provided that, unless
otherwise stated, the Customer shall be given five (5) days notice to comply with any rule or
remedy any deficiency:

A. For non-compliance with or violation of any State, Municipal, or Federal law,
ordinance or regulation pertaining to telephone service.

B. For use of telephone service for any purpose other than that described in the
application.

C. For neglect or refusal to provide reasonable access to Covad or its agents for the
purpose of inspection and maintenance of equipment owned by Covad or its agents.

D. With five (5) working days written notice for noncompliance with or violation of
Commission regulation or Covad’s rules and regulations on file with the
Commission.
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2.9

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Cancellation or Termination of Service by Company, (Cont'd.)

2.9.2

Continued

E.

Without notice in the event of Customer, Subscriber or Authorized User use of
equipment in such a manner as to adversely affect Covad’s equipment or service to
others,

Without notice in the event of tampering with the equipment or services owned by
Covad or its agents.

Without notice in the event of unauthorized or fraudulent use of service. Whenever
service is discontinued for fraudulent use of service, Covad may, before restoring
service, require the Customer or Subscriber to make, at his or her own expense, all
changes in facilities or equipment necessary to eliminate illegal use and to pay an
amount reasonably estimated as the loss in revenues resulting from such fraudulent
use.

Without notice by reason of any order or decision of a court or other government
authority having jurisdiction which prohibits Company from furnishing such
services.
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2.10

2.11

2.12

213

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)
Interconnection

Service furnished by Covad may be connected with the services or facilities of other carriers. Such
service or facilities are provided under the terms, rates and conditions of the other carrier. The
Customer is responsible for all charges billed by other carriers for use in connection with Covad's
service. Any special interface equipment or facilities necessary to achieve compatibility between
carriers is the responsibility of the Customer.

Terminal Equipment

The Company's facilities and service may be used with or terminated in terminal equipment or
communications systems such as a PBX, key system, single line telephone, or pay telephone. Such
terminal equipment shall be furnished and maintained at the expense of the Customer. The Customer
is responsible for all costs at his or her premises, including personnel, wiring, electrical power, and the
like, incurred in the use of Covad’s service. When such terminal equipment is used, the equipment
shall comply with the generally accepted minimum protective criteria standards of the
telecommunications industry.

Inspection, Testing and Adjustment

Upon reasonable notice, the facilities or equipment provided by the Company shall be made available
to the Company for such tests and adjustments as may be necessary for their maintenance in a
condition satisfactory to the Company. No interruption allowance shall be granted for the time during
which such tests and adjustments are made, unless such interruption exceeds twenty-four (24) hours in
length and credit for the interruption is requested by the Customer.

900, 976 and 700 Numbers

The Company does not provide 900, 976 or 700 number services. Customer calls placed to these
numbers are routed to the local or long distance carrier providing the service. Customers may contact
their local exchange carrier or the carrier providing the service to request blocking of access to these
numbers.
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2.14

2.15

2.16

SECTION 2 - RULES AND REGULATIONS, (CONT'D.)

Toll Free Services

2.14.1

2.14.2

2.143

The Company will make every effort to reserve toll free (i.e., “800/888") vanity numbers for
Customers, but makes no guarantee or warranty that the requested number(s) will be
available.

Toll free numbers shared by more than one Customer, whereby individual Customers are
identified by a unique Personal Identification Number, may not be assigned or transferred for
use with service provided by another carrier. Subject to the limitations provided in this tariff,
the Company will only honor Customer requests for a change in Responsible Organization or
toll free service provider for toll free numbers dedicated to the sole use of that single
Customer.

If a Customer who has received a toll free number does not subscribe to toll free service
within thirty (30) days, the Company reserves the right to make the assigned number available
for use by another Customer.

Other Rules

The Company may temporarily suspend service without notice to the Customer, by blocking traffic to
certain cities of NXX exchanges, or by blocking calls using certain Personal Identification Numbers
when the Company deems it necessary to take such action to prevent unlawful use of its service. The
Company will restore service as soon as service can be provided without undue risk.

Applicable Law

This tariff shall be subject to and construed in accordance with Florida law.
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SECTION 3 - SERVICE DESCRIPTIONS
3.1 General
Service is offered for interexchange calling to business Customers pursuant to the terms of this tariff.

Service is available 24 hours per day, 7 days per week, and is subject to the availability of necessary
equipment and facilities and the economic feasibility of providing such necessary equipment and
facilities.

Services are offered via the Company's facilities (whether owned, leased or under contract) where
available in combination with resold services provided by other certificated carriers.

Service will be provided subject to the availability and limitations of the wire centers and outside plant
facilities and is only available where technical capabilities permit. The actual data transmission rate,
and therefore, a circuit's ability to accommodate multiple voice lines, depends on a number of factors,
including, but not limited to (1) the copper facility (wire gauge) and (3) the physical plant.
Additionally, unlike many conventional telecommunications technologies, DSL requires that suitable
electrical power be supplied at the customer's premises for the service to be functional. Company is
not responsible for service outage credits and other liabilities of any nature due to electrical power
failure at the Customer's location(s).

3.2 Quality and Grade of Service Offered

Minimum Call Completion Rate - Customers can expect a call completion rate of not less than 90%
during peak use periods. The call completion rate is calculated as the number of calls completed
(including calls completed to a busy line or to a line which remains unanswered by the called party)
divided by the number of calls attempted.
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SECTION 3 - SERVICE DESCRIPTIONS, (CONT'D.)
33 Timing of Calls

Billing for calls placed over the Covad network is based in part on the duration of the call as follows,
unless otherwise specified in this tariff:

3.3.1 Timing of each call begins when the called station is answered (i.e. when two way
communications are established). Answer detection is based on standard industry answer
detection methods, including hardware and software answer detection.

3.3.2 Chargeable time for calls ends when one of the parties disconnects from the call.

3.3.3 The initial and additional billing increments are stated in the description of each service.

33.4 The Company will not knowingly bill for unanswered calls. When a Customer indicates that
he/she was billed for an incomplete call, Covad will reasonably issue credit for the call.

34 Rate Periods

The Company does not offer time-of-day discounts.

3.5 Calculation of Distance

The Company does not offer mileage-sensitive services.

3.6 Holidays

The Company does not offer Holiday discounts.
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3.7

3.8

SECTION 3 - SERVICE DESCRIPTIONS, (CONT'D.)
Long Distance Service - Basic

Long Distance Service - Basic ("LDS") is available to Customers of the Company's local exchange
service and provides the ability to originate direct dialed calls over switched access lines to called
locations outside of the Customer's Local Calling Area, but within the State of Florida. Calls are billed
in one (1) minute increments with an initial billing period of one (1) minute. Service is available only
on a term basis, with terms of one (1) or two (2) years to run concurrently with the terms for the
Company's local exchange service.

Long Distance Service Calling Plans

Long Distance Service ("LLDS") Calling Plans provide Customers subscribing to Company's LDS a
discount against their per minute rate for defined minimum usage levels.

LDS Calling Plans are available with Covad's local service offerings, namely Integrated Voice
Services 1 and Integrated Voice Services 2 local calling plans.

Integrated Voice Services 1: Includes a call allowance of 1,500 minutes of use for
intralLATA and interLATA toll calls combined.

Integrated Voice Services 2: Includes a call allowance of 3,000 minutes of use for
intralLATA and interLATA toll calls combined.

The following Plans are available to obtain additional minutes over the basic call allowance for
Customers of either Voice Services Plan.

Plus 2, 000 Plan provides an additional call allowance of 2,000 minutes of combined
intraLATA and interLATA toll calls for a flat rate per month.

Plus 5,000 Plan provides an additional call allowance of 5,000 minutes of combined
intralLATA and interLATA toll calls for a flat rate per month.

Calls above the call allowance are billed at the Long Distance Service - Basic rate per minute.

Any unused portion of the usage allowances will not carry forward to the following month. Usage in
excess of call allowances will be billed at the standard rate for Long Distance Service - Basic.
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39

SECTION 3 - SERVICE DESCRIPTIONS, (CONT'D.)
Directory Assistance

Directory Assistance is available to Customers for all non-debit card services listed above. Directory
Assistance charges applies to each call to the Directory Assistance Bureau. Up to two requests may be
made on each call to Directory Assistance. The Directory Assistance charge applies to each call
regardless of whether the Directory Assistance Bureau is able to furnish the requested telephone
number.
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SECTION 4 - RATES
4.1 General

Each Customer is charged individually for each call placed through the Company. Duration of each
call is measured as described in Section 3.3 of this tariff.

Services rates may vary by product, call type, mileage, time of day and day of week. Usage charges
apply to all calls and are based on the duration of the call.
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SECTION 4 - RATES, (CONT'D.)
4.2 Long Distance Service - Basic

Rate per minute: $0.07

4.3 Long Distance Service Calling Plans

Additional
Minutes over
Plan Name Basic Allowance Monthly Rate
Plus 2,000 Plan 2,000 $100.00
Plus 3,000 Plan 3,000 $200.00

4.4 Directory Assistance
Up to two requests may be made on each call to Directory Assistance.

Rate Per Call; $0.75
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4.5

SECTION 4 - RATES, (CONT'D)

Special Rates for Presubscribed Handicapped Individuals

4.5.1

4.5.2

4.5.3

Directory Assistance

There shall be no charge for up to fifty calls per billing cycle from lines or trunks serving
individuals with disabilities. The Company shall charge the prevailing tariff rates for every
call in excess of 50 within a billing cycle.

Hearing and Speech Impaired Persons

Intrastate toll message rates for TDD users shall be evening rates for daytime calls and night
rates for evening and night calls.

Telecommunications Relay Service

For intrastate toll calls received from the relay service, the Company will when billing relay
calls discount relay service calls by 50 percent off of the otherwise applicable rate for a voice
nonrelay call except that where either the calling or called party indicates that either party is
both hearing and visually impaired, the calls shall be discounted 60 percent off of the
otherwise applicable rate for a voice nonrelay call. The above discounts apply only to time-
sensitive elements of a charge for a call and shall not apply to per call charges such as a
credit card surcharge.
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