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ITEM 1. FINANCIAL STATEMENTS

FIRST AVENUE NETWORKS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(unaudited)
(in thousands, except share data)

June 30, December 31
2006 2005
Current asset:

Cash and cash equivale $ 41,021 $ 50,681
Certificates of depos 20,11¢ 20,00c
Accounts receivable, n 562 479
Prepaid expenses and other current assets 412 442
Total current assets 62,111 71,602
Restricted cas 134 —
Property and equipment, net of accumulated depregi 8,14t 3,22¢
FCC license! 60,662 60,662
Goodwill 90,727 90,727
Other assets 285 706
Total assets $ 222,06¢ $ 226,92

Current liabilities:
Accounts payabl $ 515 $ 141
Accrued compensation and bene 997 786
Accrued taxes other than income taxes, currentqrc 363 369
Deferred revenue, current porti 126 140
Accrued lease liability, current portic 297 269
Other accrued liabilities 491 598
Total current liabilities 2,78¢ 2,303
Deferred revenue, less current port 246 369
Accrued lease liability, less current porti 251 336
Accrued taxes other than income taxes, less cup@tion 3,76C 3,76C
Total liabilities 7,04€ 6,76€

Commitments and contingenci
Stockholder equity:
Common stock, $0.001 par value; 100,000,000 steargmrized, 67,004,089 and 60,576,484 shares issued

and outstanding at June 30, 2006 and Decembel085, Pespectivel 67 61
Additional paic-in capital 281,94: 277,852
Accumulated deficit (66,997 (57,759

Total stockholders’ equity 215,01¢ 220,15/

Total liabilities and stockholders’ equity $ 222,06¢c $ 226,92:

The accompanying notes are an integral part oktheasolidated financial statements.




Revenues

Costs and expense
Technical and network operatio
Sales and marketir
General and administratiy
Depreciation and amortization
Total costs and expenses
Loss from operations
Interest and othe
Interest incom:
Other
Total interest and other

Net loss

FIRST AVENUE NETWORKS, INC. AND SUBSIDIARIES

Consolidated Statements of Operations
(unaudited)
(in thousands, except per share data)

Basic and diluted net loss per common sl

Net loss

Weighted average common shares

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

$ 505 $ 331 $ 883 $ 596

1,477 558 2,81 1,521
1,392 703 2,631 912
3,61€ 1,146 5934  2,42C
71 19 148 35
6,557 2426 1152¢  4,88¢
(6,052) (2,095 (10,649  (4,292)
720 433 1,411 698
— (19) — (15)
720 414 1,411 683

$(5,332) $ (1,681) $(9,232) $ (3,609

$ (0.08) $ (0.03) $ (0.15 $ (0.06)
64,67¢ 59,65¢  62,85¢  57,75¢

The accompanying notes are an integral part oktheasolidated financial statements.




FIRST AVENUE NETWORKS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(unaudited)
(in thousands)

Six Months Ended June 30

2006 2005
Cash flows from operating activitie
Net loss $ (9237 $ (3,609
Adjustments to reconcile net loss to net cash usegerating activities
Depreciatior 148 35
Non-cash stoc-based compensation expel 2,10¢ 298
Other noi-cash charge — 17
Accrual of interest receivab (116) —
Changes in operating assets and liabilities, neffett of acquisition 247 9)
Net cash used in operating activities (6,844) (3,26%)
Cash flows from investing activitie
Acquisition of property and equipme (4,43€) (355)
Deposits for equipment purchas (226) —
Acquisition costs — (888)
Cash from Teligent acquisitic — 1,13¢
Purchase of certificate of deposit (134) —
Net cash used in investing activities (4,796 (815)
Cash flows from financing activitie
Proceeds from exercise of stock options and wa 1,98C 43
Transaction fees for sale of common stock — (332
Net cash (used in) provided by financing activities 1,98C (289
Net decrease in cash and cash equiva (9,660) (4,372
Cash and cash equivalents, beginning of period 50,681 80,39¢
Cash and cash equivalents, end of period $ 41,021 $ 76,02¢
Supplemental Disclosure of Cash Flow Informati
Non-cash financing and investing activiti¢
Issuance of common stock and warrants in connegtittinthe acquisition of certain assets and assiompt )
of certain liabilities of Teligent, Inc — $ 130,16:

The accompanying notes are an integral part oktheasolidated financial statements.




First Avenue Networks, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

Note 1—The Company

First Avenue Networks, Inc. (collectively with gsibsidiaries, the “Company”) (NASDAQ: FRNS) is aeléss carrier and wholesale
provider of wireless backhaul, fiber network exiens and carrier Ethernet solutions. With oneheflargest and most comprehensive
collections of millimeter wave spectrum in the witStates, its spectrum portfolio includes, on ager over 740 MHz in the top 20 U.S.
metropolitan areas and, in aggregate, approximatélyillion channel pops, calculated as numbeathainnels in a given area, as measured in
the 2000 census, multiplied by the population cetiday these channels. These licenses extend oueally the entire United States,
covering over 284 million in population. The Compgdolds (i) over 750 licenses for spectrum betw@®® GHz and 40 GHz, commonly
referred to as 39 GHz spectrum, granted by thefgaé@@mmunications Commission or “FCC” and (ii) 1@®nses for spectrum between
24.25-24.45 GHz and 25.05-25.25 GHz, commonly refeto as 24 GHz spectrum, also granted by the FCC.

On January 14, 2005, the Company purchased suladitaatl of the assets of Teligent, Inc. (“Teligln These assets included Teligent's
portfolio of 24 GHz licenses and its fixed wireleggerations and radio inventories. Since the attipm of the assets of Teligent, Inc., the
Company’s core services include a diverse mix afiagad network services utilizing its fixed wirelsgectrum assets. The Company
markets these services primarily to wireless tet@oonications carriers. The Company also leas&9itSHz spectrum on a limited basis.
The Company expects its operations to furtheoitg lterm objectives of participating in and leadgngwing fixed wireless markets such as
providing backhaul for mobile device traffic andsteffective extensions to fiber optic networks.

The Company operates a mobile backhaul networkew Mork City with over 78 remote sites and 4 Mutidce Core Access Point,
traffic aggregation sites. It intends to exparid tletwork to meet customer demand for backhautingile device traffic. It also intends to
use this network and its relationship with largéaral mobile carriers as a foundation for futuegionwide network construction. The
Company intends to build facilities which can supmoobile traffic backhaul applications as wellmsadband wireless fiber extensions
services to bridge critical carrier network gaps.

The Company is subject to all of the risks inheiergn early-stage business in the telecommunieatiodustry. These risks include, but
are not limited to: limited operating history; mgeaent of a changing business; reliance on otlirer plarties; competitive nature of the
industry; development and maintenance of effictenhnologies to support the business; employe@tem and, operating cash requireme
Management expects operating losses and negatbefloavs to continue for the near term. Failurgémerate sufficient revenues could have
a material adverse effect on the Company’s restfiligperations, financial condition and cash floiMse recoverability of assets is highly
dependent on the ability of management to exetsifauisiness plan.

Note 2—Summary of Significant Accounting Policies

Interim financial statements- Certain information and footnote disclosures raltyincluded in financial statements have been
condensed or omitted pursuant to rules and regukatf the Securities and Exchange Commissione atiscompanying interim condensed
consolidated financial statements are unauditadhé opinion of Company management, these finhst@tgements include all adjustments,
consisting of normal recurring adjustments, neaydsa a fair statement of the Company’s finangiakition and results of operations for the
interim periods presented. The unaudited condeosesblidated financial statements should be readmjunction with the Company’s 2005
audited consolidated financial statements and rtbeggto contained in the Company’s 2005 Annualdiepn Form 10-K.

Consolidation— The accompanying consolidated financial statemgiude the accounts of the Company and its didv&s.
Significant intercompany balances have been elitathan consolidation.

Use of estimates- Preparation of financial statements in conformitth accounting principles generally acceptechim Wnited States of
America requires management to make estimatessmuaingptions that affect amounts reported in thenfire statements. Actual results could
differ from those estimates. Among the more sigaifit estimates made by management are fair vallomgflived assets, accrued property
and use taxes and realization of deferred tax @isset

Reclassifications— Certain reclassifications have been made to p@oiod amounts to conform to current period cfacsgions.
Segment reporting- Statement of Financial Accounting Standards N&d., IDisclosure about Segments of an EnterpriseReidted

Information” establishes annual and interim repayttandards for an enterprise’s operating segnaentselated disclosures about its
products, services, geographic areas, and majtoroess. The Company has determined that it opehat@se segment.




Cash and cash equivalents Cash and cash equivalents represent funds orsidleyith banks or investments with original matiest of
less than six months when purchased that are yeadfilvertible into cash and not subject to sigalfficrisk from fluctuation in interest rates.
The Company places its temporary cash investmeititsmajor financial institutions in amounts whidlt,times, exceed federally insured
limits.

Certificates of deposit -Buring 2005, the Company purchased $20 millionesfificates of deposit with initial maturities aksnonths or
greater. These investments are classified astbetdhturity and carried at cost which approximamesket. Interest on the certificates of
deposit is included in interest income as earned.

Restricted cash -ta March 2006, the Company purchased a certifioatieposit for $134,000, which is to be used akatmial against a
letter of credit established to support a faciésse. This amount is reported on the Companyanba sheet as restricted cash.

Fair values of financial instruments At June 30, 2006, the Company’s financial instruteémcluded cash and cash equivalents,
certificates of deposit, accounts receivable, iestt cash and accounts payable. The fair valfidsese financial instruments approximated
their carrying value because of the short-term neatfi these instruments.

Property and equipment Rroperty and equipment is stated at cost. Costsried to prepare an asset for service and sukatant
improvements, including installation costs, latsiripping and handling and related supplies araal&#®d and depreciated over the useful
of the asset. When items are retired or otherdisgosed of, income is charged or credited fordifference between net book value and
proceeds from a sale. The costs of maintenanceegairs of property and equipment are charged perses as incurred. Depreciation is
computed utilizing-straight line methods over tipplacable useful asset life. Deployable assetsatalepreciated until placed in service.
Construction of network assets generally takesthems 90 days; therefore, no interest costs wepgataed during the six months ended June
30, 2006 and 2005. The estimated useful livesabgrty and equipment categories are as follows:

Network assets in servit 3-5 year:
Computer systerr 2 year:
Furniture and equipme 3 year:

Property and equipment is reviewed for impairmehémever events or changes in circumstances inditat¢he carrying value may not
be recoverable. If the total of the expected futurdiscounted cash flows is less than the carryaige of the asset, a loss is recognized for
the difference between the fair value and the dagryalue of the asset.

Intangibles— The Company accounts for its intangibles, FCE&nges and goodwill, in accordance with the prousiof Statement of
Financial Accounting Standards No. 142, “Goodwilti@Dther Intangible Assets” (“SFAS 142") which r@gs that goodwill and intangible
assets with indefinite lives not be amortized, ieitested annually or more frequently if indicatmrémpairments arise. Intangible assets that
have finite lives continue to be amortized oveirtestimated useful lives.

The Company evaluates its long-lived assets foaimpent as events or changes in circumstancesatedibat the carrying amount of
such assets may not be fully recoverable. In cabese undiscounted expected cash flows associatedsuch assets are less than their
carrying value, an impairment provision is recogdizn an amount by which the carrying value excekd®stimated fair value of such as:

FCC licenses— Recoverability of the carrying value of FCC lises is dependent on numerous factors includingesstd deployment
of networks and radio links or sales of such adseasthird party. The Company considers the F€énes to have an indefinite useful life
under the provisions of SFAS 142. The Company per$can impairment test on these assets on an abasialor more frequently if events
and circumstances indicate the assets might beiietha he impairment test compares the estimateddéue of the FCC licenses with the
carrying value of the assets. If the estimatedvfaiue is less than the carrying value an impaititass would be recorded.

The Company has determined that its FCC licenses inaefinite useful lives based on the followiragtors:
e FCC spectrum is a non-depleting asset;
e The licenses are integral to the business and ¢inep@ny expects them to contribute to cash flowsfindely;

e License renewal applications are generally autedrizy the FCC subject to certain conditions, witreubstantial cost
under a stable regulatory, legislative and legalrenment;

*  Maintenance expenditures required to obtain futash flows are not significant; and,

*  The Company intends to use these assets for thedeable future.






To evaluate whether an impairment in valuationd@zirred the Company considers a number of fadtwiiding (i) the change in its
public equity value; (ii) the change in the puldgity value of companies providing similar sergioe holding similar FCC licenses; (iii)
private purchases of similar licenses; and (iv)rdmults of FCC spectrum auction for similar spgutr Recoverability of the carrying value
the Company’s FCC licenses is dependent on suctekgiloyment of networks and radio links or saEesuch assets to a third party. At
June 30, 2006 the Company'’s licenses have a cgrglue of $60.7 million. During the fourth quarté 2005 the Company performed its
valuation and determined that no impairment hadioed.

Goodwill— The Company has one reporting unit. Goodwitkisorded when the price paid for an acquisitioreexs the estimated fair
value of the net identified tangible and intangibsets acquired. Annually in the fourth quartezasth year, or more frequently if indicators
of potential impairment exist, the Company perfoarrgview to determine if the carrying value of theorded goodwill is impaired. The first
step of this process is to identify potential godbwpairment by comparing the fair value of thagle reporting entity to its carrying value.
The Company estimates fair value using a combinaifdhe market price of the Compasyommon equity and discounted cash flows. |
carrying value is less than fair value, the Companuld complete step two in the impairment reviawgess which measures the amount of
goodwill impairment. Management tests the reaslemaiss of the inputs and outcomes of the discourgsh flow analysis and the evalual
of the market price of its common equity againkeotavailable comparable market data. All of thedyvill is related to the Company’s
January 2005 acquisition of substantially all &f #ssets and assumption of certain related ligsilitf Teligent. During the fourth quarter of
2005, the Company performed its valuation and detexd that no impairment had occurred. Managernsamit aware of any events or
circumstance that could cause impairment as of 30n2006.

Revenue recognitior- The Company recognizes revenue from its fixed wgglservices in the period in which such servicepevide!
to customers. Revenue from these services is hgsmdcontracted monthly fees. The Company reeegnievenue from its spectrum
leasing program ratably over the lease term beggwihen the FCC approves the lease. Revenue frerspectrum leasing program is based
upon signed lease agreements.

Allowance for doubtful accounts- The Company records its trade accounts recei\alilee invoiced amount. The Company maintains
an allowance for doubtful accounts for estimatex$ds that result from failure or inability of custrs to make required payments. When
determining the allowance, the Company considarpthbability of collection based on past expergrnaking into account current collect
trends that are expected to continue, as well asrgéeconomic factors. Accounts are written dfiew the Company determines that it is
probable that the amount will not be collected.

Income taxes— The Company accounts for income taxes utilizimg ltability method of accounting. Under the lidtyilmethod, deferred
taxes are determined based on differences betvirmgmcfal statement and tax bases of assets arilitigsbat enacted tax rates in effect in
years in which differences are expected to revafakiation allowances are established, when nepgdsareduce deferred tax asset:
amounts expected to be realized.

Stock options — Effective January 1, 2005, the Gany adopted SFAS No. 123 (revised 2004), “Shame8#&ayment,” (“SFAS
123R”) using the modified prospective applicatioethod. Under the modified prospective applicat®RAS 123R is applied to new awards
and to awards modified, repurchased or cancelled tife effective date. Compensation cost fompihrtion of awards for which requisite
service has not been rendered that are outstaadinfthe effective date is recognized as the s@ig@uservice is rendered on or after the
effective date. The compensation cost for thatipoiof awards is based on the grant date fairevalithose awards as calculated for pro-
forma disclosures under SFAS 123. In accordande 8RAS 123R, the Company has recorded a non-cask-isased compensation charge
of $2.1 million and $286,000 298,000 during thersianth periods ended June 30, 2006 and 2005, risglgc

Net loss per share- Calculation of net loss per share for the six therended June 30, 2006 excludes the effect ofawtrand options
to purchase 2.9 million and 3.6 million, respediiyshares of common stock since inclusion in stadoulation would have been antidilutiv
Calculation of net loss per share for the six memthded June 30, 2005 excludes the effect of wiareand options to purchase 10.3 million
and 1.5 million, respectively, shares of commorrlstince inclusion in such calculation would haeer antidilutive.

Note 3—Purchase of Teligent assets

On January 14, 2005 the Company purchased Telg2atGHz assets, in particular the spectrum licgrineorder to assemble what the
Company considers to be the premier collection iifimeter wave spectrum in the United States. Tbmbination of the Company39 GHz
spectrum with Teligent’s 24 GHz spectrum providasstanding breadth of geographic coverage, deptieyrmarkets and complementary
technical and propagation characteristics. Theiai@pn of Teligent’s fixed wireless operationglndes an operational mobile backhaul
network. This network provides the Company witlo@ndation for future growth in New York and a nefiece account for future nationwide
network construction.




In consideration for the assets, the Company isg86etimillion shares of its common stock and a amrto acquire up to 2.5 million
shares of the Company’s common stock. The wahasEexercise prices ranging from $1.98 to $2.4@uidmg on the exercise date. The
warrant terminates on June 28, 2009.

The Company valued the transaction at $131.2 milliased upon the value of the common stock andaw@rissued plus transaction
costs. The value of the common stock of $121.0aniwas calculated by multiplying the number ofgks of common stock issued times the
weighted average stock price for the six day pebefbre and after the announcement of the trarsacihe value of the warrants was
determined to be $9.1 million using a Black-Schapson pricing model, assuming no expected dividermn 18 month life, a risk free
interest rate of 3.53% and a volatility of 131%heTCompany incurred $1.1 million in transactiontsosThe Company recorded $90.7 mill
in goodwill, representing the cost of the acquissdets in excess of the fair value of the assqtsrad and liabilities assumed.

The following table summarizes the final purchaseepallocation (dollars in thousands):

Amount Lives
Cash and cash equivalents $ 1,53t N.A
Accounts receivabl 82 N.A.
Undeployed equipmel 964 N.A.
Property and equipme 124 3 years
FCC license! 39,00C Indefinite
Goodwill 90,727 Indefinite
Other asset 56 N.A.
Current liabilities (388) N.A.
Accrued taxes other than incol (20) N.A.
Other non-current liabilities (850) N.A.

Net assets acquired $131,23(

Under the terms of the Amended and Restated AssehBse Agreement (the “Agreement”), the Comparlredeive any cash
remaining at December 31, 2006 from the liquidatibiieligent, Inc. Additional cash received, ifyamnder this Agreement will increase
cash and decrease goodwill when received.

The results of operations of the acquired fixeceleiss business are included in the consolidatedtsesf operations from the acquisition
date. None of the goodwill is expected to be aipedtfor tax purposes.

Pro formafinancial information for the six months ended J30e 2005 is not presented because Teligent didhaattain separate
accounting records for its long distance busineskits fixed wireless business. The Company didacouire Teligent’s long distance
business which represented 70% of Teligent's hitstewenue. As a result, Teligent’s historicabfircial statements would not provide
meaningful information regarding the future opemasi of the business which the Company did acquire.

Note 4—FCC Licenses

The Company acquired its spectrum portfolio fror@@rough 2005 through purchase transactions artitipation in the FCC auction
process.

Auction —In 2000, the Company acquired certain 39 GHz liesrisom the FCC for $77.0 million cash. In 200% €ompany acquired
one 24 GHz license from the FCC for $62,000 in cash

Teligent —n 2005, the Company obtained additional 24 GHerlges in its purchase of Teligent’s assets (See Bjot




Note 5—Property and Equipment

Components of property and equipment were asviglign thousands):

June 30, December 31
2006 2005

Deployable assets $ 6,741 $ 2,80k
Network assets in servis 629 169
Computer systerr 573 240
Furniture and equipment 473 137
Total property and equipment 8,41¢ 3,351
Accumulated depreciation (271) (126)
Property and equipment, net $ 8,145 $ 3,22t

Depreciation expense approximated for the six moatided June 30, 2006 and 2005 totaled $148,0083H000, respectively.
Note 6—Capital Stock

Teligent— See Note 3 for discussion of stock issued in eotian with the acquisition of certain assets asglienption of certain
liabilities from Teligent, Inc.

Sale of Common Stoek In January 2004, the Company sold 1.2 million yragch unit comprised of one share of common saockon:e
warrant, for $3.60 per unit, yielding gross proceeti$4.4 million. The five-year warrants were gable immediately with an exercise
price of $1.84.

On December 14, 2004, the Company sold an additich87 million shares of common stock for $7.25 gleare yielding gross procee
of $93.3 million. The Company paid $3.7 millionagplacement agent in connection with this saleooimon stock. The Company issued to
the purchasers five-year warrants with an exegige of $7.25 to acquire 1.9 million shares of coom stock. The warrants would have
become exercisable, subject to certain limitati@nwith respect to 25% of the shares underlyingwharrants on the 60  day following the
closing if the Company had not filed a registratsbatement registering the issued shares with ¢leeries and Exchange Commission (S|
by such time, (ii) with respect to an additiona®2bf the shares underlying the warrants on thé @@y following the closing if the Company
had not filed a registration statement registetiregissued shares with the SEC by such time with respect to an additional 25% of the
shares underlying the warrants on the 180 dagwdrtig the closing if the registration statemennigiised to register the shares issued to
the purchasers under had not been declared effdayithe SEC by such time, and (iv) with respe¢h#&remaining 25% of the shares
underlying the warrants on the 220 day followihg tlosing under the securities purchase agreeifrtestregistration statement being used
to register the shares issued to the purchasersdidiben declared effective by the SEC by such.tirduring 2005, the Company met each
of its filing and registration deadlines. As aulgsnone of these warrants vested. As part aftti@insaction, the Company issued ten year
warrants to the placement agent to acquire 2.6amihares of common stock. The warrants are esedsle immediately with an exercise
price of $7.25 per share. Using the Black-Schofgfon valuation model, assuming no expected divddea six year life, a risk free interest
rate of 3.53% and a volatility of 131%, the valdd¢hese warrants is $21.6 million.

Class A Warrants— Upon emergence from bankruptcy, the Company &$d4.0 million of Senior Notes to shareholderghwli million
Class A Warrants exercisable for the Company’s comstock. On December 23, 2004 the Company regb&kenior Notes using proceeds
from the sale of common stock.

The Company recorded the issuance of Senior NoE€ass A Warrants by allocating proceeds of $idilllon to Senior Notes and
Class A Warrants based on their estimated relfivevralues at the issuance date, resulting in $4lllon assigned to Class A Warrants and
$6.9 million to Senior Notes. The value ascribeth®Class A Warrants was recorded as debt dis@nghan increase in additional paid-in
capital. When the Company repaid all Senior Nategcognized the remaining unamortized debt diato During the year ended December
31, 2004 and 2003, the Company recorded $2.5 midied $818,000, respectively, of interest expeealsging to the amortization of original
issue discount. Each warrant entitles the holol@urchase one share of common stock at a pri$6.6f. per share until December 20, 2006.
As of June 30, 2006 all of the outstanding Clad#/@rants have been exercised. During the six nsoetided June 30, 2006, 6.4 million
warrants were exercised for proceeds of $1.7 millio
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Outstanding Options and Warrants The following table summarizes information absiaick options and warrants outstanding at June
30, 2006:

Options/Warrants Weighted Average Options/Warrants Weighted Average

Exercise Price Qutstanding Remaining Life Exercisable Exercise Price
$0.14** 112,96! 6.0 112,961 $ 0.14
$0.52** 347,70¢ 6.0 268,94t 3 0.52
$1.84* 305,55t 3.0 305,55 $ 1.84
$7.00** 2,060,00( 8.0 47501 $ 7.00
$7.25* 2,574,00( 9.0 2,574,000 $ 7.25
$7.47* 325,00( 5.0 — 3 7.47
$7.92** 175,00( 5.0 — 9 7.92
$7.93** 60,00( 5.0 — % 7.93
$8.35** 5,00C 5.0 — 9 8.35
$8.70** 463,33: 9.0 209,99¢ $ 8.70
$8.86** 40,00( 5.0 — 3 8.86
Total 6,468,55 3,518,96(

* - Warrants
** - Options issued to employees, officers and clives
Note 7—Stock-Based Compensation

Stock Compensation Expendauring the six months ended June 30, 2006, thegamy issued 2,400 shares of common stock to a
consultant for services rendered. The Companydwsded a non-cash stock-based compensation cbb$#d&,000 as a result of this
issuance. This charge was based on the averagetwatue of the Company’s common stock duringpieod that services were rendered.

Stock Option Plar On June 30, 2006, the Company had one share-bagguensation plan (the “Plan”), which was approvedhe
Company'’s shareholders. The Company has recomiagensation cost of $2.1 million and $298,000 fatians granted under the Plan for
the six month periods ended June 30, 2006 and 268pectively. This charge is included in theltstack-based compensation charge
recorded in accordance with SFAS 123R. The Plawiges for the grant of incentive and non-qualiftggdions to purchase up to 7.6 million
shares of common stock to directors, officers angleyees. Shares issued upon exercise of optiamdeyl under the Plan are issued from
authorized but unissued shares of common stock. Gdmpany believes that such awards better aligintkrests of its employees with those
of shareholders. Option awards in 2006 were gdhantith an exercise price equal to the greatei7rdCbper share or the market price of the
Company’s common stock at the grant date. Thepsgtjranted vest ratably over initial periods raggrom two to five years of continuous
service and are exercisable for initial terms wé for ten years. Option awards provide for acetdel vesting if there is a change in contro
defined in the Plan).

The fair value of each option award is estimatedhendate of grant using the Black-Scholes optiination model, using the
assumptions noted in the table below. Expecteditiities are based on historical volatility of tB®mpany’s stock. The Company uses
historical data to estimate option exercise andleyag termination within the valuation model. Téected life of options granted is
derived from the output of the option valuation raband represents the period of time that optioaatgd are expected to be outstanding.
The risk-free rate for periods within the contradtierm of the option is based on the U.S. Treagiglg curve in effect at the time of grant.

For the Six Months ended.

June 30, 200¢ June 30 200F
Risk free interest rates 4.72%- 4.8% 3.88%- 4.38%
Expected life (in years 4-5 3-4
Volatility 114.8%- 118.5% 117%- 126%

The Company has not paid any cash dividends ipdlseand does not anticipate paying any cash did&le the foreseeable future. A
result, the Company has assumed no dividends determination of stock compensation expense.

11




A summary of option activity under the Plan aswrie) 30, 2006, is presented below (shares thousands)

Weighted Average Weighted Average
Number of Exercise Price Remaining Contractual Aggregate Intrinsic
Shares per Share Term (years) Value ($000s;
Outstanding at December 31, 200 3,25¢ % 5.91
Options cancelle (157 $ 8.45
Options issue! 740 $ 7.67
Options exercised (252) $ 0.51
Outstanding at June 30, 2006 3,58 ¢ 6.50 73 % 15,71¢
Exercisable at June 30, 2006 639 g 3.62 72 $ 4,642

The weighted average grant-date fair value of otigranted during the six months ended June 3@ 206 2005 was $5.91 and $3.08,
respectively. The total intrinsic value of optieaeercised during the six months ended June 3@ 266 2005 was $1.1 million and $3.0
million, respectively.

As of June 30, 2006, there was $11.3 million cdltanrecognized compensation cost related to needeshare based compensation
arrangements granted under the Plan. The cospéected to be recognized over a weighted averagedoef 36 months.

Note 8—Related Party Transactions

Representatives from two entities holding approxétyal5.5% of the fully diluted common stock seorethe Company’s Board of
Directors. A company controlled by a member ofBroard of Directors periodically serves as a caasiilto a holder of approximately 30.
of the Company’s fully diluted common stock.

A member of the Board of Directors is affiliatedthiva consulting firm which provides business depeient services to the Company.
Under the terms of a consulting agreement betwee€bmpany and the consulting firm entered intApnil 2005, the Company pays the
consulting firm (i) $5,000 plus expenses per mantt (ii) 5% of the monthly recurring net revenuesiged under each customer agreement
entered into as a direct result of services praVvigiethe consulting agreement. This agreementea@#pril 30, 2006. During the six mont
ended June 30, 2006, the Company incurred expen$2®,000 under this agreement.

In September 2005, the Company entered into an @mpnt Agreement with the Company'’s then chiefritial officer and secretary
(“Former CFQ”). In March 2006, the Former CFO gesid. The Company will potentially incur consuitiservices from the Former CFO
under an existing consulting agreement on an asetkleasis going forward. There were no amountalgayfor consulting services to the
former CFO as of June 30, 2006.

Note 9—Commitments, Contingencies and Risks

Concentrations —or the six month period ended June 30, 2006, tapany derived 52% of its revenue from providingoite
backhaul services to one customer in one metr@potitea.

Regulatory Matters— The Company is subject to certain claims andsassents and makes routine filings with the FCC. &fmment
believes that resolution of any such claims or ematarising from such filings, if any, will not haa material adverse impact on the
Company’s consolidated financial position.

In early 2004, the Company was contacted teleplatipiby the FCC regarding 15 spectrum leases allggeffectuated prior to the
effective date of the spectrum leasing rules adbptesuant to the FCC’s First Report and OrdehinSecondary Market Initiative (FCC-03-
113). In October 2005, the Company entered iffoasent Decree with the FCC whereby the Compargeagio make a voluntary
contribution of $20,000 to the United States Treasund to adopt and implement a plan to ensuredutampliance with FCC-03-113. The
Company further agreed to keep this compliance ipl&ffect for six years. In exchange, the FCCotaed its investigation.
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License Renewal- Like other FCC licenses, the licenses which tbenBany holds were granted for an initial ten-yeamtand have
renewal dates ranging from 2006 to 2011. To obtirewal of a license, the licensee must demoesdthat it has provided “substantial
service” during its license term. What level of\see is considered “substantiakill vary depending upon the type of offering by ticensee
The FCC has provided specific guidance only fonpt-point offerings, where it has indicated tloeihsee should have constructed four
links per channel per million persons in the liashsnarket area. Licensees are required, prioret@xipiration date of their licenses, to file
renewal applications with an exhibit demonstrattogipliance with the substantial service criteriar entity is deemed not to have provided
substantial service with respect to a license floictvrenewal is sought, the renewal will not bentggd and the license will be canceled.

The Company has three single-channels licensek,ieacdifferent second tier market, that are uprémewal in November 2006 and are
not covered by other licenses which the Compangsiml those same markets. These three licensessegytra total of 1.5 million channel

pops.
Note 10—FiberTower Merger

On May 14, 2006, the Company and FiberTower Cotmord“FiberTower”) entered into a definitive mergegreement (the
“Agreement”). Under the terms of the Agreementphthe outstanding shares of FiberTower’s Sefigsonvertible Preferred Stock will be
converted to shares of FiberTower's common stockeaiately before the closing of the merger. Foilmasuch conversion, the Company
will issue approximately 72,986,000 shares of commsiock in exchange for all of the issued and antling common shares of FiberTower
(excluding those shares held by dissenting stockdrs). In addition, all outstanding stock optiohgiberTower will be converted to options
for the purchase of the Company’s common stock.

The conversion of FiberTower’s outstanding sharesaptions into the respective equity securitiethefCompany will result in the
stockholders and option holders of FiberTower ogrbt%, on a fully diluted basis, of the outstandshgres of the Company following the
merger. In addition, under the terms of the Agreetnthe Chief Executive Officer (“CEOBF the Company will be the CEO of the combil
company. FiberTower will designate five memberd e Company will designate three members to tiaedof directors of the combined
company. The CEO will also be a director of thmbmed company. Each standing committee of thechokdirectors will consist of one
member designated by the Company and two membsignd¢ed by FiberTower. Following the merger, @mmpany will be renamed
“FiberTower Corporation.”

The merger of the Company and FiberTower will beoaated for as a reverse acquisition of the CompmgrijiberTower under the
purchase method of accounting because FiberTowertkholders will own a majority of the shares,aofully diluted basis, of the combined
company following the merger. In addition, Fibevider will designate the majority of the membersha board of directors and of each of
standing committees of the combined company. Tan€ial statements following the merger will reti¢he operating results of FiberTower
on a historical basis and the Company’s operatisglts after the effective date of the merger.

The consummation of the Agreement is subject ttatetegal and regulatory approvals and is expetdetose in the third quarter of
2006.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL GONDITION AND RESULTS OF OPERATIONS

You should read the following discussion in confimt with the section below titled “ Cautionary &taent,” our Consolidated Financial
Statements and related Notes, and other finandiamation appearing in our most recently filed AahReport on Form 10-K.

Executive Overview

In 2001, we emerged from proceedings under Chdgtef the United States Bankruptcy Code under a pfaeorganization.
Subsequent to the effective date of the plan, conlyrt offering consisted of leasing our spectromthers to construct high-speed wireless
telecommunications networks. Our leasing produetpress Link and Express Net, provide a way flacemmunications carriers and
enterprise customers to access interference-faegerclass licensed spectrum. Our leasing gtyaddlows us to utilize our FCC licenses to
facilitate wireless telecommunications servicea tapital efficient manner. This strategy seekdéatify, contact and serve existing
telecommunications carriers in a manner that do¢saguire significant sales and marketing, opegaind capital expenditures. The
recoverability of our investment in our FCC licem$& dependent on the successful execution of esinbss plan as it evolves.

Currently, we have 116 leases for 39 GHz spectrom link-by-link basis primarily in the Southwestemd Northwestern United States.
Additionally, we have retained nine 39 GHz fixedrnsmission links originated by our predecessor whitstomers incorporate into their
telecommunication networks and utilize to providerimary telecommunication link or, in other casesiundancy, back up or diversity to
other telecommunication services. In Decemb@B2®e entered into an Express Net contract witdrge national telecommunications
carrier. Under the terms of this contract, we haased a portion of our 39 GHz spectrum in twaarkegions for seven years. In these
markets, we have at least six channels which areutgject to the lease. We hold five other Expgdessontracts, all with smaller entities, ¢
of which is located on one channel in a major Wh8tropolitan area. In that market, we have atlsiaschannels which are not subject to the
lease.

On January 14, 2005, we completed the acquisitiGulostantially all of the assets and assumedinagated liabilities of Teligent, Inc.
and its subsidiary, Teligent Services, Inc. (cdiledy, “Teligent”). The assets acquired from Belnt included 24 GHz spectrum licenses,
radio equipment and the infrastructure supportixgd wireless operations including an operationabite backhaul network in New York
City. In consideration for these assets, we issymgutoximately 25.2 million shares of common staokl a warrant to purchase up to
approximately 2.5 million additional shares of coomstock. We expect our New York operations tohferr our long term objectives of
participating in and leading growing fixed wirelemarkets such as backhauling mobile device traifi¢ providing cost effective extensions
to fiber optic networks.

We have reflected the assets of Teligent and thaiged operations in our financial statements afi@facquisition date. The assets are
recorded at fair market value at the date of adiprisas required by purchase method accounting. héte allocated 30% and 69% of the
$131.2 million purchase price to the 24 GHz spentand goodwill, respectively.

Subsequent to the Teligent acquisition, we begaemgding revenue by providing mobile backhaul smwiin New York City. We
currently have 34 employees (including officers)l aperate with limited resources. We are currefiattysed on building our team and
developing our business opportunities. We intenclointinue to expand our New York City network andiesign, build and operate mobile
backhaul networks in other metropolitan areas.

We use a variety of metrics to assess the growdresaluate the performance of our operations.dtit@n to the traditional financial
evaluations of cash used and performance agaidggels, we also consider non-financial measuremekdsye begin to grow our operations,
two of the most important customer acquisition metthat we will track will be the number of opénatsites and average DS-1 equivalents
per site. A DS-1, commonly known as a T-1, is asuee of bandwidth required for the transmissiofh.6#s mbps. We have 78 operating
sites in our New York network. Since we acquiteel network from Teligent in January 2005, we hanegased the capacity of this network
by 57% based upon number of DS-1s. Our networkagesl 6 DS-1s per site. This represents an inemafa$7% from the DS-1 average per
site when we acquired the Teligent assets.

We consider these to be key metrics because théewof operating sites is a key driver for the antaf capital expenditures required
to grow our network and the number of field persmaquired to support our operations. The in@éa®S-1 equivalents is an indication of
the productivity of our network. On a combinedibathese metrics provide us with insights as te kéfective we are in building new sites
areas where our customers need to increase cap@&uitygoal is to fully utilize each site to maxmaithe return on our capital investment.
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As we expand our network in New York and expand other metropolitan markets, we expect the nurobsites to increase. Further,
we expect the average number of DS-1s per sitgctedse as our customers require more capacityét time demands placed on their
networks by mobile device users for the transmissiopictures and Internet communication. Singeinception, we have generated
operating and net losses and we expect to gergpatating and net losses and negative cash flomat feast the next few years as we
position ourselves to serve the mobile backhaulféoed extension markets.

Results of Operations
Six months ended June 30, 2006 compared to six rhemnded June 30, 2005

Revenues for the six months ended June 30, 2006ased 48% to $883,000 from $596,000 for the sirthmended June 30, 2005. 1
increase is primarily the result of the acquisitadrTeligent’s fixed wireless operations in Janu2@p5. The Company generates revenue by
providing fixed wireless links, including a cellulbackhaul network of 78 links in New York Cityn &ddition, the Company recognizes
revenue from its spectrum leasing program. Weat@Rrpect this revenue source to grow substantafige our sales efforts no longer
emphasize this product. Revenue under the spedtrasss is recognized ratably over the individeasé periods, which currently range from
12 to 84 months. We expect our future revenue tireavbe derived from our fixed wireless operations

Technical and network operations costs and experreesomprised primarily of equipment developmerst.crepair and maintenance
costs for the fixed wireless business and compmmsand related costs for engineering and maintemaersonnel. Technical and network
operations costs and expenses increased $1.3molli87% from $1.5 million to $2.8 million for tleéx months ended June 30, 2006
compared to the same period in 2005 as a resatisi$ incurred to support the fixed wireless bussrecquired from Teligent. Technical and
network operations costs and expenses were 319%5%5% of revenues for the six months ended Jun2@I§ and 2005, respectively. For
the six months ended June 30, 2006 and 2005, theo@uy recorded non-cash compensation expensedétatechnical and network
personnel of $286,000 and $9,000, respectivelye Tbmpany expects technical and network expentes, than those related to stock
compensation costs, to increase in future periedsexecutes its business plan to grow its fixéeMss operations.

Sales and marketing costs and expenses are cothpriggarily of compensation and related costs afiegsional fees. These costs
increased 188% to $2.6 million for the six monthded June 30, 2006, compared to $912,000 for theaenths ended June 30, 2005. This
increase is primarily a result of additional saarand benefits and professional fees to supporales efforts as well as increases in travel
and industry-related organizational dues. Saldsnaarketing costs and expenses were 298% and 1688emues for the six months ended
June 30, 2006 and 2005, respectively. For thensinths ended June 30, 2006 and 2005, the Compeordesl non-cash stock compensation
expense related to sales and marketing personi$di4d,000 and $117,000, respectively. The Compeapgcts sales and marketing
expenses, other than those related to stock corapengosts, to increase in future periods as @treexecuting its business plan to grow
fixed wireless operations.

General and administrative costs and expensesaisetel47% to $5.9 million for the six months endiede 30, 2006 from $2.4 million
for the six months ended June 30, 2005. Genedaddministrative costs and expenses for the sixtnsoended June 30, 2006 and 2005
primarily consist of compensation, professionakfard insurance. The increase is a result ofiflit@nal salaries and benefits and
professional fees to support the Company’s groMahs (ii) increased non-cash stock compensatiper®se; and (iii) transaction costs
related to the planned merger of the Company abnerfFower Corporation (“FiberTower”) incurred yeardate are $1.7 million. General ¢
administrative costs and expenses were 672% arfh 4@6evenues for the six months ended June 30 266 2005, respectively. For the
six months ended June 30, 2006 and 2005, the Compaarded non-cash stock compensation expendeddt@general and administrative
personnel of $1.4 million and $160,000, respecyivilhe Company expects general and administratipenses, other than those related to
stock compensation costs, to increase in futuregeias a result of executing its business plagraw its fixed wireless operations.

Depreciation and amortization expense increaseéo3®25148,000 for the six months ended June 306 2@n $35,000 for the six
months ended June 30, 2005. This increase is plynaaresult of an increase in the Company’s progpand equipment to support its fixed
wireless operations and to support 46 additionglleyees and consultants. Depreciation and amtidizexpense was 17% and 6% of
revenues for the six months ended June 30, 200@@0MH, respectively.

Interest income and other increased 107% to $1llibmfor the six months ended June 30, 2006 fr&@83$000 for the six months ended
June 30, 2005. This change is primarily attriblg¢db the investment in certificates of deposiglging higher investment returns.

During the six-month period ended June 30, 2006 bmpany increased its deferred tax valuatiomalie to equal its deferred tax
asset based upon management’s determination tha¢d¢bgnition criteria for realization had not beest.
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Three months ended June 30, 2006 compared to thmemths ended June 30, 2005

Revenues for the three months ended June 30, B8Bfased 53% to $505,000 from $331,000 for thesthrenths ended June 30, 2005.
This increase is primarily the result of the acijuwis of Teligents fixed wireless operations in January 2005. Thm@any generates rever
by providing fixed wireless links, including a adhr backhaul network of 78 links in New York Cityn addition, the Company recognizes
revenue from its spectrum leasing program. Weat@Rrpect this revenue source to grow substantalige our sales efforts no longer
emphasize this product. Revenue under the spedtrasss is recognized ratably over the individeasé periods, which currently range from
12 to 84 months. We expect our future revenue tiréavbe derived from our fixed wireless operations

Technical and network operations costs and expeareesomprised primarily of equipment developmerst.crepair and maintenance
costs for the fixed wireless business and compmmsand related costs for engineering and maintemaersonnel. Technical and network
operations costs and expenses increased $942,A@5% from $558,000 for the three months ended 30n2006 compared to the same
period in 2005 as a result of costs incurred tgsupthe fixed wireless business acquired fromgegit. Technical and network operations
costs and expenses were 292% and 169% of revenuiefthree months ended June 30, 2006 and 2€§aectively. For the three months
ended June 30, 2006 and 2005, the Company recamdedash compensation expense related to techandahetwork personnel of $155,000
and $9,000, respectively. The Company expectsiteahand network expenses, other than those tetatstock compensation costs, to
increase in future periods as it executes its lssiplan to grow its fixed wireless operations.

Sales and marketing costs and expenses are cothpriggarily of compensation and related costs aflegsional fees. These costs
increased 98% to $1.4 million for the three morgthded June 30, 2006, compared to $703,000 fohtke months ended June 30, 2005.
This increase is primarily a result of additionallesies and benefits and professional fees to stippo sales efforts as well as increases in
travel and industryelated organizational dues. Sales and marketsts@nd expenses were 276% and 212% of revenutgefthree montt
ended June 30, 2006 and 2005, respectively. Eahtee months ended June 30, 2006 and 2005, tnp&y recorded non-cash stock
compensation expense related to sales and markgtiisgnnel of $244,000 and $110,000, respectivEhe Company expects sales and
marketing expenses, other than those related t& stampensation costs, to increase in future psrésda result of executing its business plan
to grow its fixed wireless operations.

General and administrative costs and expensesaisete227% to $3.6 million for the three months entise 30, 2006 from $1.1 million
for the three months ended June 30, 2005. Geamdhdministrative costs and expenses for the thoeghs ended June 30, 2006 and 2005
primarily consist of compensation, professionakfard insurance. The increase is a result ofiflit@nal salaries and benefits and
professional fees to support the Company’s groMahs (ii) increased non-cash stock compensatiperse; and (iii) transaction costs
related to the FiberTower merger incurred yeardtedre $1.7 million. General and administratioste and expenses were 716% and 346%
of revenues for the three months ended June 3@, &0@ 2005, respectively. For the three monthe@ddne 30, 2006 and 2005, the
Company recorded non-cash stock compensation expelsged to general and administrative personin®643,000 and $92,000
respectively. The Company expects general andrasimgtive expenses, other than those relatedtk ftompensation costs, to increase in
future periods as a result of executing its businean to grow its fixed wireless operations.

Depreciation and amortization expense increaseoxd4571,000 for the three months ended June 3H #0m $19,000 for the three
months ended June 30, 2005. This increase is plynaaresult of an increase in the Company’s prgpand equipment to support its fixed
wireless operations and to support 46 additionglleyees and consultants. Depreciation and amtdizaxpense was 14% and 6% of
revenues for the three months ended June 30, 2QDBGOS5, respectively.

Interest income and other increased 74% to $720@0be three months ended June 30, 2006 from $&D4or the three months ended
June 30, 2005. This change primarily is attriblg¢db the investment in certificates of deposiglging higher investment returns.

During the three-month period ended June 30, 20@5Company increased its deferred tax valuatitmwaince to equal its deferred tax
asset based upon management’s determination thagd¢bgnition criteria for realization had not beest.

16




Liquidity and Capital Resources

On December 14, 2004, we raised $89.5 million ofi@gent fees, through the sale of 12.87 millioarsh of common stock in a private
placement offering. Some of the proceeds were tsegbay $14.4 million in existing senior indebieds on December 23, 2004. We intend
to use the remaining proceeds from the offering:

»  to grow our existing mobile backhaul network arglye receive new contracts, construct additionddiledackhaul networks;

» to develop facilities for extending fiber opticeaebmmunications networks in selected metropolitankets, as we identify and
contract with appropriate customers and partners;

»  for other working capital purposes; and,

»  for general corporate purposes.

During the six months ended June 30, 2006, operatitivities used cash of $6.7 million as compaee$i3.3 million during the six
months ended June 30, 2005. Cash used by opesadtiivgies resulted primarily from the Company’d tess decreased by non-cash stock
compensation expense and changes in operating asgktiabilities.

During the six months ended June 30, 2006, invgstativities used cash of $4.9 million as compaee$815,000 during the six months
ended June 30, 2005. This use of cash is a m&stédtsh expenditures for the purchase of deployadplgpment to support the growth of our
fixed wireless operations. It also is a resulthaf purchase of a certificate of deposit whictoibe used as collateral against a letter of credit
established to support a facility lease.

During the six months ended June 30, 2006, fingnadttivities provided cash of $2 million as a résdithe exercise of stock options and
warrants. Cash used in financing activities of%280 during the six months ended June 30, 2008 therresult of costs incurred related to
the registration of the common stock sold in Decen#904.

On May 14, 2006, the Company and FiberTower enterteda definitive merger agreement (the “Agreerflentynder the terms of the
Agreement, all of the outstanding shares of Fibeits Series A Convertible Preferred Stock willdmaverted to shares of FiberTower’'s
common stock immediately before the closing ofrtteger. Following such conversion, the Companyigsue approximately 72,986,000
shares of common stock in exchange for all of $seed and outstanding common shares of FiberTaxeluding those shares held by
dissenting stockholders). In addition, all outsiiag stock options of FiberTower will be convertedptions for the purchase of the
Company’s common stock. The consummation of theeAgent is subject to certain legal and regulaapgrovals.

The Company had cash and cash equivalents, restesh and certificates of deposit totaling $6llioniat June 30, 2006. Since its
inception, the Company has incurred losses fromatipss and expects to continue to incur losseseapdrience negative cash flows for at
least the next few years as we position ourselyegitve the mobile backhaul and fiber extensiorketar Subsequent to the Teligent
acquisition, the Company is generating revenuerbyiging cellular backhaul services in New YorkyCitin 2005, we focused our sales
efforts on the large mobile carriers. In 2006,imtend to continue to expand our New York City netkvand to design, build and operate
mobile backhaul networks in other metropolitan areli we are successful in signing long term cacts with mobile carriers, we will begin
construction on these networks. We are curreotty$ed on building our team and developing ourrassi opportunities. Based upon our
current cash balance, limited operations and héstomual cash utilization, we believe that outhcaesources are sufficient to fund operations
and capital requirements beyond 2006. However tiathdi unforeseen expenditures may require us taimladditional financing.

Critical Accounting Matters and Significant Estimates

The preparation of consolidated financial statesmeaquires management to make judgments basedagtiorates and assumptions that
are inherently uncertain. Such judgments affeetréported amounts of assets, liabilities, reveanelsexpenses, and related disclosure of
contingent assets and liabilities. Managementicoausly evaluates its estimates and assumptinakiding those related to long-lived
assets, income taxes, contingencies and litigatiod,the carrying values of assets and liabilitielanagement bases its estimates on histc
experience and on various other assumptions tbdielieved to be reasonable under the circumstaesial results may differ from these
estimates under different assumptions or conditions
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A summary of our most critical accounting policé®l significant estimates used in the preparati@munconsolidated financial
statements is as follows:

* FCC Licenses— We account for our FCC licenses in accordance thighprovisions of Statement of Financial Account8tgndard
No. 142, “Goodwill and Other Intangible Assets” E/SS 142") which require that goodwill and intangible assetthwndefinite lives
not be amortized, but be tested annually or maguently whenever indicators of impairments ariggangible assets that have
finite lives continue to be amortized over theiiraated useful lives. We have determined thatF@€ licenses have indefinite
useful lives due to the following:

*  FCC spectrum is a non-depleting asset;
* The licenses are integral to the business and weatthem to contribute to cash flows indefinitely;

e License renewal applications are generally autedrizy the FCC subject to certain conditions, witreubstantial cost
under a stable regulatory, legislative and legalrenment;

e Maintenance expenditures required to obtain futash flows are not significant; and,
*  We intend to use these assets for the foreseaale f

Given the nature of our 39 GHz spectrum, signifigadgment is required in making an assessmert adéther the recorded
carrying value of these assets exceeds the estrfaitanarket value. At December 31, 2005, our HiCénses had a carrying value
of $60.7 million. During 2005, we performed a vdlaa of our spectrum under SFAS No. 142 and deteeththat the fair market
value of the spectrum was $128.9 million. In perfing this evaluation, we identified a number aftéas that are considered to be
indicative of the value of our FCC licenses, in@hgd(i) our public equity value; (ii) private purabes of similar licenses;(iii) the
change in the public equity value of companies jgliog similar services or holding similar FCC licas; and (iv) the announced
sale of XO'’s wireline division. Each of the factavas then quantified and weighted in deriving thgneated fair value. No
impairment of the FCC license value occurred dutirgsix month period ended June 30, 2006.

Several key assumptions were included in the viainamodel: (i) the value of the FCC licenses disecbrrelates with the public
trading value of our stock and that of other pubbmpanies in the telecommunications industry;c@itain private purchases of
similar licenses are reflective of the fair valddh®e underlying assets; (iii) the relative weighssigned to each factor represent the
level of the factos relevance to the estimation of the fair valuéhef FCC licenses; and, (iv) the model capturevagieinformatior
impacting the fair value of these licenses. Anyng&in the above assumptions could lead to a diiteresult. We will continue to
evaluate the fair value of our FCC licenses forampent as events or changes in circumstancesatedibat the carrying value of
these assets may not be fully recoverable.

We face various contingencies including the renesfalur FCC licenses in 2006 to 2011 and changi@@ Fegulations. The loss of
some or all of our FCC licenses or the impositibRGC usage restrictions could adversely affectfoture business prospects and
operations and could result in an impairment tocdreying value of these intangible assets.

Our 39 GHz and 24 GHz licenses are granted faalnén-year terms with renewal dates ranging f&0986 to 2014. In order for the
licenses to be renewed, we must demonstrate thatwe provided “substantial service” during thetise term. The FCC cancels
those licenses that have not been used to proulagantial service. The level of service that bél considered “substantial” may
vary depending upon the type of product offerinige FCC has provided specific guidance through “bafbors”in both the 39 GH
and 24 GHz bands. For the 39 GHz band, the FC&éshsarbor is that the licensee should have cartslufour individual point-to-
point radio transmission links per channel perionllpersons in the license area. For the 24 GHd,lthe FCC's safe harbor is that
the licensee should have constructed four indivitinks per channel per million persons in the ttise area for point-to-point or
point-to-multipoint operations. While all curremrsice offering are on a point-to-point basis, veendt currently meet the
substantial service guidance provided by the F@@aver, we intend to meet this requirement befoeecixpiration date of our
licenses. Although we intend to meet the subsihsérvice requirements, the FCC may modify itsnilédn of substantial service
and, in the future, we may offer products for whilkh FCC establishes more stringent substantigicgerequirements. We may be
unable to meet the FCC's renewal requirements aualfidose our licenses. The loss of some of oenkes could limit the
expansion of our business and harm our operatsujtse
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Our licenses are integral to our business. Asaltiave believe that we must focus on protectinig valuable asset as our business
plan evolves. Under FCC rules, licenses are reddased upon service provided as of the renewal dete FCC does not consit
service provided during the ten year period forclitthe licenses are granted. They evaluate wheshbstantial service” is
provided as of the renewal date. With over $61ionilin cash and certificates of deposit, we hdeeresources to grow our mobile
backhaul services. We will continue to lease spect utilizing this non-capital intensive methodptiat more of our FCC licenses to
work. We intend to introduce new product offeringiizing our spectrum. Under our current busgpkan, we believe that we will
meet the FCC'’s “substantial service” requiremertfate various license renewal dates. We willtcare to periodically assess our
progress toward meeting these requirements. dfigtime we determine that we will most likely mo¢et these requirements, we
will modify the life of the particular FCC licensasd begin amortizing the cost over the remainicenise period.

Goodwill —The excess of the purchase price over the fairevafudentifiable net assets of acquired compaisiefiocated to
goodwill. Under the provisions of SFAS 142, goodivginot amortized but is reviewed for impairmenhaally or more frequently if
impairment indicators arise.

We have one reporting unit for consideration indpelication of the requirements of SFAS 142. Wtetermining the fair value of
this reporting unit, we consider a combinationtaf tnarket price of our common equity and discountesh flows. In assessing the
recoverability of goodwill, we must make assumpsioegarding estimated future cash flows, discoat@srand other factors to
determine if an impairment has occurred. If thestimates or their related assumptions changeeifutiire, we may be required to
record impairment charges. Future declines ingmadwill value could result in an impairment chatgearnings, increasing our
operating loss in future periods. Our stock pdeald decline as a result of such a charge toregsn

Our annual evaluation of the fair value of goodwills based upon our market equity value and oyegiss discounted cash flows.
This evaluation indicated that no impairment tofdie value of goodwill had occurred.

Deferred taxes —We have recorded a full valuation allowance to oedour deferred tax assets to the amount that iie likely thar
not to be realized. In the event we were to dategrthat we would be able to realize the deferaadbssets in the future in excess of
the net recorded amount, an adjustment to the @effiéax valuation allowance would be reported yaa (irect addition to additional
paid in capital to the extent that the adjustmeisea from the use of net operating loss carry &ds acquired from our predecessor
and (ii) an increase in income in the period suetednination is made to the extent the adjustmesesfor any other reason.

Accrued taxes other than income taxes AtJune 30, 2006, other accrued taxes includecuadgoroperty tax and use tax liabilities
of approximately $2.5 million and $1.6 million, pestively, which were incurred by our predecessongany. Such liabilities are
expected to be released as we reach settlementheittespective tax jurisdictions or at such tifmgt & basis exists for the reversa
this liability. While we believe the amounts repent reasonable estimates of the amounts potemtiedd, the amounts ultimately
paid to the respective jurisdictions could diffearh the accrued amounts. Payments of any amoenivdureduce the recorded
liability and cash accordingly.

Fresh start accounting —n connection with our emergence from bankruptog reflected terms of the Plan in our consolidated
financial statements by adopting the fresh stazbawcting provisions of SOP 90-7 on December 3112 Yresh start accounting
creates a new reporting entity and the recordeduatmf assets and liabilities are adjusted tecetheir estimated fair values. In
adopting fresh start accounting, we utilized therganization value or fair value of the entity. Theerganization value of a company
is the amount of value available and to becomédaiai for the satisfaction of post-petition liabés and allowed claims, as
negotiated between the debtor-in-possession anctéiaiors and holders of equity interests. A cotteriof unsecured creditors
together with management determined a reorganizaitue of approximately $53.7 million which wasdeed fair value of the
assets of the reorganized business, with FCC leseosmprising 86% of the reorganization value.

Early stage business -We are subject to all of the risks inherent in arlyestage business in the telecommunications itngus
These risks include, but are not limited to: lirdigperating history; management of a changing lessirreliance on other third
parties; competitive nature of the industry; depetent and maintenance of efficient technologiesufmport the business; employee
turnover; and, operating cash requirements. In 2@@%began generating revenue by providing molatkbaul services in New
York City. From 2002 through June 2006, we haveegated operating losses of $64 million and netdeof $67 million. We
expect to generate operating and net losses aradiveegash flows for at least the next few years.ake currently focused on
developing our business opportunities. Failurgdnerate sufficient revenues could have a matadiatrse effect on our results of
operations, financial condition and cash flows. Témoverability of our assets is highly dependenbor ability to execute on our
business plan.
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Cautionary Statement—This report includes “forward-looking” informatipas that term is defined in the Private Securltidgation
Reform Act of 1995 or by the Securities and Exclea@gmmission in its rules, regulations and releasgmrding, among other things, our
financial and business prospects, the deploymeotioservices, our anticipated merger with Fiber&égwapital requirements and financing
prospects. The Company cautions investors thasacly statements are based on currently availalgl@atipnal, financial and competitive
information, and are subject to various risks anceuntainties. Actual future results and trends whiffer materially depending on a variety of
factors. Those factors include, among others, thuestters disclosed as Risk Factors at the endedbdisiness section of the Company’s most
recently filed Annual Report on Form 10-K and thisens discussed herein under Iltem 1A. Risk Factor
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At June 30, 2006, the Company had cash and casveéents, restricted cash and certificates of depd$61 million that were held in
bank accounts with an average annual interesbfate6%. The Company’s investment policy providest funds in excess of current
operating needs may be invested in cash equivalertketable securities issued by the U.S. Goventnite agencies and commercial paper
of domestic corporations. Our policy prohibits ietirg in instruments with maturities that excee8 @éys. The Company’s investment
priorities are to minimize short-term risk and me® capital. The Company has had no holdings e¥até/e financial or commodity
instruments in the past and has no current plads 8 in the future. The Company has not conduatisthess in foreign currencies in the
past and has no current plans to do so in thedutur

ITEM 4. CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Proceslure

As of the end of the period covered by this repamtjer the supervision and with the participatibowr management, including our Ck
Executive Officer and Chief Financial Officer, tBempany reviewed and evaluated the effectiveneiseo€ompany’s disclosure controls
and procedures pursuant to Rule 13a-15(e) and &&)-df the Securities Exchange Act of 1934, asrateé (the “Exchange Act”). Based
upon their evaluation, our Chief Executive Offieerd our Chief Financial Officer concluded that disclosure controls and procedures were
effective to provide reasonable assurance thatrirddon required to be disclosed by the Compartidénreports filed or submitted by it under
the Exchange Act is recorded, processed, summaaizédeported within the time periods specifiethim Securities and Exchange
Commission’s rules and forms, and to provide reabtmassurance that information required to bdatisd by the Company in such reports
is accumulated and communicated to the Companyfsmgeament, including its Chief Executive Officer alaief Financial Officer, as
appropriate to allow timely decisions regardinguiegd disclosure.

(b) Change in Internal Controls
There have been no changes in the Company’s intesné&rols over financial reporting during the pefibeing reported on, which have

materially affected, or are reasonably likely totenally affect, the Company’s internal controlseo¥inancial reporting.
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PART Il — OTHER INFORMATION
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURTY HOLDERS

An action by written consent in lieu of a meetifgtckholders of the Company was entered into ay W4, 2006. Pursuant to such
written consent, the stockholders of the Compamy@ped the terms and conditions of the merger @Gbmpany with FiberTower
Corporation, and related transactions. The holdE®d..3% of the Compang’outstanding common stock voted in favor of thegaetha
was the subject of the written consent.

The Company held its annual meeting of stockhol@érs“Annual Meeting”) on June 5, 2006. Mattembmitted to a vote of Company
stockholders and voting results were as follows:

Stockholders elected Dean M. Johnson, John MWetarton B. Rivers, Jr., Richard L. Shorten, Jr.il Sebin, Matthew J. Teplitz and
R. Ted Weschler as directors of the Company. Veoass at the Annual Meeting with respect to thisteravere as follows:

Nominee Votes in favor of election Votes to withhold authorization for election
Michael K. Gallaghe 47,047,17¢ 114,132
Dean M. Johnso 47,048,16¢ 113,144
John Mulete 47,047,17¢ 114,132
Wharton B. Rivers, Ji 47,033,20¢ 128,100
Richard L. Shorten, J 47,047,214 114,094
Neil Subin 47,032,17( 129,138
Matthew J. Teplit: 47,039,59¢ 121,708
R. Ted Weschle 47,048,21¢ 113,094

An action by written consent in lieu of a meetirfigtockholders of the Company was entered intoume 26, 2006. Pursuant to such
written consent, the stockholders of the Compartgd/to alter the compensation received by the mesrdifehe Board of Directors of t
Company and to make available the issuance ofatestrstock under the Company’s stock option pldre holders of 50.3% of the
Company’s outstanding common stock voted in fafdhe changes in director compensation and the @oip stock option plan that
were the subject of the written consent.

ITEM 6. EXHIBITS
2.1* Agreement and Plan of Merger, dated May 14, 200®rag First Avenue Networks, Inc., FiberTower Cogimm and Marlin
Acquisition Corporation
31.1 Certification of Michael K. Gallagher under Sect®d2 of the Sarban-Oxley Act.
31.2 Certification of Thomas A. Scott under Section 8@2he Sarban«-Oxley Act.
32.1 Certification of Michael K. Gallagher under Secti@d6 of the Sarban-Oxley Act.
32.2 Certification of Thomas A. Scott under Section @déhe Sarban«-Oxley Act.
99.1* Form of First Avenue Hold’s Support Agreement, dated May 14, 2(
99.2* Form of FiberTower Hold’'s Support Agreement, dated May 14, 2(

* Previously filed as an exhibit to the Compan@igrrent Report on Form 8-K, filed with the Secastiand Exchange Commission on May
18, 2006.
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SIGNATURES

Pursuant to the requirements of the Securities Examnge Act of 1934, the registrant has duly causedithreport to be signed on its
behalf by the undersigned thereunto duly authorized

FIRST AVENUE NETWORKS, INC

August 9, 200¢ By: /s/ MICHAEL K. GALLAGHER

Date Michael K. Gallagher
President, Chief Executive Officer and Direc

Pursuant to the requirements of the Securities Examge Act of 1934, the registrant has duly causedithreport to be signed on its
behalf by the undersigned thereunto duly authorized

Signature Title Date
/sl MICHAEL K. GALLAGHER President, Chief Executive Officer and August 9, 2006
Michael K. Gallagher Director

(Principal Executive Officer

/sl THOMAS A. SCOT1 Chief Financial Officer August 9, 2006
Thomas A. Scott (Principal Financial and Accounting Office
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EXHIBIT INDEX

g).?l*blt = Agreement and Plan of Merger, dated May 14, 200®ray FTllrtéet Avenue Networks, Inc., FiberTower Cogtimn and Marlin
Acquisition Corporation

31.1 Certification of Michael K. Gallagher under Sect®@d? of the Sarban-Oxley Act.

31.2 Certification of Thomas A. Scott under Section 8@2he Sarban+Oxley Act.

32.1 Certification of Michael K. Gallagher under Sect@d6 of the Sarban-Oxley Act.

32.2 Certification of Thomas A. Scott under Section @déhe Sarban«-Oxley Act.

99.1* Form of First Avenue Hold’s Support Agreement, dated May 14, 2(

99.2* Form of FiberTower Hold’s Support Agreement, dated May 14, 2(

* Previously filed as an exhibit to the Compan@igrrent Report on Form 8-K, filed with the Secastiand Exchange Commission on May
18, 2006.
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Exhibit 31.1

CERTIFICATION PURSUANT TO
RULE 13A-14 OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael K. Gallagher, President, Chief ExéeaitOfficer and Director of the Company, certifyath
1. I have reviewed this quarterly reportForm 10-Q of First Avenue Networks, Inc. (tfRegistrant”);

2. Based on my knowledge, this repogsdioot contain any untrue statement of a matex@ldr omit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information inctidtethis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andli@ periods presented in this report;

4. The registrant’s other certifyingio#fr(s) and | are responsible for establishing madhtaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1H{d)) and internal control over financial repogtias defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the Registrant andehav

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgritie period in which this report is being prepared

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the RegistradiSslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on such
evaluation; and,

(d) Disclosed in this report any change in theiReant’s internal control over financial reportititat occurred during the
Registrant’s most recent fiscal quarter (the Regsts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyesff, the Registrant’s internal control over finahceporting; and,

5. The Registrant’s other certifyingiodr(s) and | have disclosed, based on our moshtexvaluation of internal control over financial
reporting, to the Registrant’s auditors and thetatainmittee of the Registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the Regid’s ability to record, process, summarize apbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the Registrant’s
internal control over financial reporting.

Date: August 9, 200¢

/sl Michael K. Gallaghe

Michael K. Gallagher

President, Chief Executive Officer
and Directol




Exhibit 31.2

CERTIFICATION PURSUANT TO
RULE 13A-14 OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas A. Scott, Chief Financial Officer bEtCompany, certify that:

1.

2.

| have reviewed this quarterly reportForm 10-Q of First Avenue Networks, Inc. (thegistrant”);

Based on my knowledge, this repogsdeot contain any untrue statement of a matex@aldr omit to state a material fact necessary

to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3.

Based on my knowledge, the finansfatements, and other financial information inctidethis report, fairly present in all material

respects the financial condition, results of operatand cash flows of the Registrant as of, andli@ periods presented in this report;

4.

The Registrant’s other certifyingioéf(s) and | are responsible for establishing maéhtaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and1H§d)) and internal control over financial repogtias defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the Registrant andehav

5.

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the Registrant, including its consolidhgribsidiaries, is made known to us
by others within those entities, particularly dgritie period in which this report is being prepared

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the RegistradiSslosure controls and procedures and presentsi report our conclusions
about the effectiveness of the disclosure conaiots procedures, as of the end of the period coveyehlis report, based on such
evaluation; and,

(d) Disclosed in this report any change in theiReant’s internal control over financial reportititat occurred during the
Registrant’s most recent fiscal quarter (the Regsts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyesff, the Registrant’s internal control over finahceporting; and,

The Registrant’s other certifyingiodr(s) and | have disclosed, based on our mosntexvaluation of internal control over financial

reporting, to the Registrant’s auditors and thetatainmittee of the Registrant’s board of direct@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal ctstreer financial reporting which
are reasonably likely to adversely affect the Regid’s ability to record, process, summarize apbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the Registrant’s
internal control over financial reporting.

Date: August 9, 200¢

/s/ Thomas A. Sco
Thomas A. Scott
Chief Financial Officel




Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 1350, CHAPTER 63 OF TITLE 18, UNITED STATES CODE,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 1350, Chapter 63 of Title 1i§ifdd States Code, as adopted pursuant to Sed®ofthe Sarbanes-Oxley Act of 2002,
the undersigned, as chief executive officer oftngenue Networks, Inc. (the “Company”), does hgreértify that to the undersigned’s
knowledge:

1) the Company’s Form 10-Q for the quarterly periodezhJune 30, 2006 fully complies with the requirata®f Section 13(a) or 15
(d) of the Securities Exchange Act of 1934; and

2) the information contained in the Company’s FormQ@r the quarterly period ended June 30, 2006yfaitresents, in all material
respects, the financial condition and results @rapons of the Company.

/sl Michael K. Gallaghe
Michael K. Gallagher
President and Chief Executive Offic

Dated: August 9, 200¢




Exhibit 32.2

CERTIFICATION PURSUANT TO
SECTION 1350, CHAPTER 63 OF TITLE 18, UNITED STATES CODE,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 1350, Chapter 63 of Title 1i§ifdd States Code, as adopted pursuant to Sed®ofthe Sarbanes-Oxley Act of 2002,
the undersigned, as chief financial officer of EA&senue Networks, Inc. (the “Company”), does hgreertify that to the undersigned’s
knowledge:

1) the Company’s Form 10-Q for the quarterly periodezhJune 30, 2006 fully complies with the requirata®f Section 13(a) or 15
(d) of the Securities Exchange Act of 1934; and

2) the information contained in the Company’s FormQ@r the quarterly period ended June 30, 2006y/fanesents, in all material
respects, the financial condition and results @rapons of the Company.

/sl Thomas A. Sco
Thomas A. Scol
Chief Financial Officel

Dated: August 9, 200¢




