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Explanatory Note

As previously reported, on August 29, 2006, First Avenue Networks, Inc., or First Avenue,
completed its merger (the “Merger”), with FiberTower Network Services Corp. (formerly known as
FiberTower Corporation, and to which we refer in this report as “Old FiberTower”) pursuant to that certain
Agreement and Plan of Merger, dated May 14, 2006, among First Avenue, Marlin Acquisition Corporation
and Old FiberTower. First Avenue, as the successor entity of the Merger, changed its name to FiberTower
Corporation. We described the Merger in our Current Report on Form 8-K filed with the Securities and
Exchange Commission (the “SEC”) on September 1, 2006 (the “Initial 8-K™). The information set forth in the
Initial 8-K is incorporated herein by reference.

In Item 9.01 of the Initial 8-K, we indicated that:

. we intend to provide the financial statements of Old FiberTower for the periods specified
in Rule 3-05 of Regulation S-X under cover of a Form 8-K/A within the time period allowed by Item
9.01(a)(4) of Form 8-K; and

. we intend to provide the pro forma financial information of FiberTower Corporation to
give effect to the Merger, as required by Article 11 of Regulation S-X under cover of a Form 8-K/A within the
time period allowed by Item 9.01(b)(2) of Form 8-K.

This Current Report on Form 8-K/A amends the Initial 8-K to include such financial statements and
pro forma information.

Item 9.01. Financial Statements and Exhibits
(a) Financial Statements of Business Acquired

The required financial statements of Old FiberTower are attached hereto as Exhibit 99.1 and
incorporated herein by reference.

(b) Pro forma financial information

The required pro forma financial information of FiberTower Corporation is attached hereto as
Exhibit 99.2 and incorporated herein by reference.

(d) Exhibits
Exhibit
Number Description

23.1 Consent of Independent Registered Public Accounting Firm
99.1 Financial Statements of Old FiberTower

99.2  Unaudited Pro Forma Condensed Combined Financial Statements of FiberTower Corporation
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Exhibit 23.1
Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in (i) Amendment No. 5 to the Registration Statement (Form
S-3 No. 333-122684) of FiberTower Corporation (formerly, First Avenue Networks, Inc.) and in the
related Prospectus and (ii) the Registration Statements (Forms S-8 Nos. 333-127142, 333-110295 and 333-
137040) of FiberTower Corporation (formerly, First Avenue Networks, Inc.) of our report dated April 21,
2006 (except for (i) the fourth and fifth paragraphs of the section of Note 1 entitled “Organization and
Operations,” as to which the date is August 29, 20086, (ii) the section of Note 1 entitled “Merger
Transaction,” as to which the date is August 29, 20086, (iii) the sections of Note 1 entitled “Segments” and
“Loss Per Share,” as to which the date is June 27, 2006, (iv) the last paragraph of the section of Note 6
entitled “Liquidation,” as to which the date is June 27, 2006, (v) the fifth, sixth and seventh paragraphs of
the section of Note 7 entitled “Stock Option Plan,” as to which the date is June 27, 2006, (vi) the thirteenth
paragraph of the section of Note 7 entitled “Stock Option Plan,” as to which the date is May 14, 2006, (vii)
the first two paragraphs of the section of Note 7 entitled “Nonvested Common Stock Awards,” as to which
the date is June 22, 2006, (viii) the second paragraph of the section of Note 7 entitled “Other Stock-Based
Compensation,” as to which the date is June 27, 2006, and (ix) Note 8, as to which the date is June 27,
2006), with respect to the financial statements of FiberTower Corporation included in this Current Report
(Form 8-K/A).

/sl Ernst & Young LLP

San Francisco, California

November 8, 2006
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FiberTower Corporation

Index to Financial Statements
Report of Independent Registered Public Accounting Firm F-2
Balance Sheets F-3
Statements of Operations F-4
Statements of Convertible Preferred Stock and Stockholders’ Deficit F-5
Statements of Cash Flows F-6
Notes to Financial Statements F-7

Financial statement schedules have been omitted because they are not required, not applicable or the
information is otherwise included in the notes to the financial statements.
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Report of Independent Registered Public Accounting Firm

The Board of Directors
FiberTower Corporation

We have audited the accompanying balance sheets of FiberTower Corporation as of December 31, 2005
and 2004, and the related statements of operations, convertible preferred stock and stockholders’ deficit,
and cash flows for each of the three years in the period ended December 31, 2005. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. We were not engaged to
perform an audit of the Company’s internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

Since the date of completion of our audit of the accompanying financial statements and initial issuance of
our report thereon dated April 21, 2006, the Company, as discussed in Note 1, has experienced a substantial
increase in the cash used in its operating and investing activities that adversely affects the Company’s
liquidity. Note 1 describes management’s plans to address this issue.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of FiberTower Corporation at December 31, 2005 and 2004, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2005 in
conformity with U.S. generally accepted accounting principles.

/s/ Ernst & Young LLP

San Francisco, California

April 21, 2006,

except for (i) the fourth and fifth paragraphs of the section of Note 1
entitled “Organization and Operations,” as to which the date is
August 29, 20086, (ii) the section of Note 1 entitled “Merger
Transaction,” as to which the date is August 29, 20086, (iii) the
sections of Note 1 entitled “Segments” and “Loss Per Share,” as to
which the date is June 27, 2006, (iv) the last paragraph of the section
of Note 6 entitled “Liquidation,” as to which the date is June 27,
20086, (V) the fifth, sixth and seventh paragraphs of the section of
Note 7 entitled “Stock Option Plan,” as to which the date is June 27,
2006, (vi) the thirteenth paragraph of the section of Note 7 entitled
“Stock Option Plan,” as to which the date is May 14, 2006, (vii) the
first two paragraphs of the section of Note 7 entitled “Nonvested
Common Stock Awards,” as to which the date is June 22, 2006,
(viii) the second paragraph of the section of Note 7 entitled “Other
Stock-Based Compensation,” as to which the date is June 27, 2006,
and (ix) Note 8, as to which the date is June 27, 2006
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FiberTower Corporation
Balance Sheets

(all amounts are in thousands, except share and per share data)

December 31, June 30,
2005 2004 2006
(Unaudited)
Assets
Current assets:
Cash and cash equivalents $112,936 $25,620 $ 42,996
Restricted cash and cash equivalents 1,844 — 1,842
Accounts receivable 822 327 1,625
Prepaid expenses and other current assets 1,113 541 973
Total current assets 116,715 26,488 47,436
Long-term restricted cash and cash equivalents 1,636 3,650 1,701
Property and equipment, net 77,199 26,823 129,253
Deposits and other long-term assets 299 141 1,447
Total assets $195,849 $57,102 $ 179,837
Liabilities, convertible preferred stock and stockholders’ deficit
Current liabilities:
Accounts payable $ 18,927 $ 5,859 $ 15,039
Accrued compensation and related benefits 1,782 631 3,250
Other accrued liabilities 1,484 518 2,980
Deferred revenues — — 4
Total current liabilities 22,193 7,008 21,273
Deferred rent 320 43 490
Asset retirement obligations 571 — 944
Long-term accounts payable 629 2,036 291
Commitments and contingencies
Convertible preferred stock, $.0001 par value; 225,000,000 shares
authorized at December 31, 2005 and June 30, 2006 (unaudited) and
98,800,863 shares authorized at December 31, 2004; 223,850,026
shares issued and outstanding at December 31, 2005 and June 30,
2006 (unaudited) and 98,800,863 shares issued and outstanding at
December 31, 2004 (liquidation preference value of $223,850 at
December 31, 2005 and June 30, 2006 (unaudited)) 220,675 70,847 220,675
Stockholders’ deficit:
Common stock, $.0001 par value; 325,000,000 shares authorized at
December 31, 2005 and June 30, 2006 and 140,000,000 shares
authorized at December 31, 2004; 17,663,950, 17,248,453 and
18,269,142 shares (unaudited) issued and outstanding at
December 31, 2005 and 2004, and June 30, 2006, respectively 2 2 2
Additional paid-in capital 682 379 1,934
Notes receivable from stockholders, including accrued interest of
$79 and $162 (unaudited) as of December 31, 2005 and June 30,
2006, respectively (none as of December 31, 2004) (4,079) — (4,162)
Deferred stock-based compensation (22) — —
Accumulated deficit (45,122) (23,213) (61,610)

Total stockholders’ deficit (48,539) (22,832)

(63,836)




Total liabilities, convertible preferred stock and stockholders’ deficit $195,849 $57,102 $ 179,837

See accompanying notes.
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Service revenues

Operating
expenses:

Cost of service
revenues
(excluding
depreciation
and
amortization)

Sales and
marketing

General and
administrativ
e

Depreciation
and
amortization

Total operating
expenses

Loss from
operations

Other income
(expense):
Interest income
Interest expense
Miscellaneous

expense, net

Other income, net

Net loss

Basic and diluted
loss per share

Weighted average
number of
shares used in
per share
amounts:

Basic and
diluted

FiberTower Corporation
Statements of Operations

Three Months Ended

(all amounts are in thousands, except share and per share data)

Six Months Ended

See accompanying notes

Year Ended December 31, June 30, June 30,
2005 2004 2003 2006 2005 2006 2005
(Unaudited) (Unaudited)

6,224 $ 2,624 $ 736 $ 3,093 $ 1,335 $ 5,616 $ 2,244
19,224 8,701 2,918 8,409 4,042 14,733 7,359
3,822 2,572 1,572 1,600 876 2,479 1,773
4,444 2,529 1,405 2,604 909 4,446 1,851
3,096 1,233 563 1,291 719 2,318 1,332
30,586 15,035 6,458 13,904 6,546 23,976 12,315
(24,362) (12,411) (5,722) (10,811) (5211)  (18,360)  (10,071)
2,683 485 140 852 88 1,971 224
(223) (138) (37) (51) (65) (98) (136)
() 1) () 1) — 1) —
2,453 346 96 800 23 1,872 88
$ (21,909)¢ (12,065)$ (5,626)% (10,011) $ (5,188)% (16,488)% (9,983)
(149)$  (1.11)$ (0.84)$ (056) $§  (0.37)$  (0.95)$  (0.73)

14,660,071 10,846,078 6,676,660 17,937,524 14,198,552 17,403,322 13,735,347
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Balance at
December
31, 2002
Issuance of

convertibl
e
preferred
stock,
Series B,
net of
issuance
costs of
$168
Conversion
of Senior
convertibl
e
preferred
stock to
Series B
convertibl
e
preferred
stock
Issuance of
common
stock
upon
increase in
number of
shares
reserved
for
issuance
under
stock
option
plan
Issuance and
remeasure
ment of
stock
options
granted to
nonemplo
yees for
services
rendered
Issuance of
common
stock
upon
exercise
of stock
options
Net loss

Balance at
December
31, 2003

FiberTower Corporation
Statements of Convertible Preferred Stock and Stockholders’ Deficit
(all amounts are in thousands, except share data)

Stockholders’ Deficit

Convertible Additional Notes Receivable Deferred Stock- Total
Preferred Stock Common Stock Paid-in from based Accumulated Stockholders’
Shares Amount Shares  Amount Capital Stockholders Compensation Deficit Deficit
31,751,651 $ 17,020} 15,651,072 ¢ 2¢ 315 ¢ — ¢ — ¢ (5,522)¢ (5,205)
22,296,080 14,833 — — — — — — —
1,246,291 — — — — — — — —
— — 808,301 — — — — — —
— — — — 5 — — — 5
— — 149,479 7 — — — 7
— — — — — — — (5,626) (5,626)
55,294,022  31,853] 16,608,852 2 327 — — (11,148) (10,819)




Issuance of
convertibl
e
preferred
stock,
Series C,
net of
issuance
costs of
$163
Issuance and
remeasure
ment of
stock
options
granted to
nonemplo
yees for
services
rendered
Issuance of
common
stock
upon
exercise
of stock
options
Net loss
Balance at
December
31, 2004
Issuance of
convertibl
e
preferred
stock,
Series A,
net of
issuance
costs of
$172
Conversion
of
convertibl
e
preferred
stock,
Series A-
1, Series
B and
Series C,
into
convertibl
e
preferred
stock,
Series A
Issuance and
remeasure
ment of
stock
options
granted to
nonemplo
yees for
services
rendered

43,506,841 38,994 — — _ _
— — — 4 — 4
— —| 639601 48 — 48
— — — — (12,065)  (12,065)
98,800,863 70,847 17,248,453 379 (23213)  (22,832)
150,000,000 149,828 — — _ _
(24,950,837) — — — _ _
— — — 4 — 4




Issuance of
common
stock
upon
exercise
of stock
options

Issuance of
common
stock to
nonemplo
yee for
services
rendered

Issuance of
notes
receivable
from
stockholde
rs

Accrual of
interest on
notes
receivable
from
stockholde
rs

Deferred
stock-
based
compensat
ion

Amortization
of
deferred
stock-
based
compensat
ion

Net loss

Balance at

December

31, 2005

Issuance of
common
stock
upon
exercise
of stock
options
(unaudited

Accrual of
interest on
notes
receivable
from
stockholde
rs
(unaudited
)

Amortization
of
deferred
stock-
based
compensat
ion
(unaudited

)

= —| 365497 47 — — — 47
— —| 50,000 14 — — — 14
— — — — (4,000) — — (4,000)
— — — — (79) — — (79)
— — — 238 — (49) — 189
— — — — — 27 — 27
— — — — — — (21,909)  (21,909)

223,850,026 220,675 17,663,950 682 (4,079) (22)  (45122)  (48,539)
= —| 605,192 126 — — — 126
— — — — (83) — — (83)
— — — — — 22 — 22



Share-based

payment

expense

(unaudited

) P P
Net loss

(unaudited

) — —

— — 1,126 —

(16,488)

1,126

(16,488)

Balance at June
30, 2006
(unaudited) 223,850,026 $220,675

18,269,142% 2% 1934% (4,162)$

—$

(61,610)$

(63,836)

See accompanying notes.




FiberTower Corporation
Statements of Cash Flows
(all amounts are in thousands)

Operating activities
Net loss

Adjustments to reconcile net loss to net cash used in

operating activities:
Depreciation and amortization
Accretion of asset retirement obligations
Employee stock-based compensation
Other stock-based compensation
Loss on disposal of equipment

Net changes in operating assets and liabilities:

Restricted cash and cash equivalents
Accounts receivable
Prepaid expenses and other current assets
Deposits and other long-term assets
Accounts payable
Accrued compensation and related benefits
Other accrued liabilities and deferred rent
Deferred revenues
Accrued interest on notes receivable from
stockholders
Net cash used in operating activities

Investing activities

Payment of merger-related costs
Purchases of property and equipment
Net cash used in investing activities

Financing activities

Proceeds from issuance of convertible preferred
stock, net

Proceeds from issuance of common stock

Issuance of notes receivable from stockholders

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosures
Cash paid for interest

Accrual of merger-related costs

Six Months Ended

Year Ended December 31, June 30,
2005 2004 2003 2006 2005
(Unaudited)

$(21,909) $(12,065) $(5,626) $(16,488) $(9,983)

309 1,233 563 2,318 1,332
65 — — 44 44

216 — — 1,148 —

18 4 5 — —

5 1 7 102 —

170 (2,943)  (303) (63) 1,202
(495)  (173)  (124)  (803)  (488)
(572)  (289)  (150) 140 (361)
(158)  (127) 192 13 (78)
11,661 5131 1,816  (4,898) (1,702)
1,151 489 81 1,468 403
1,243 435 76 1,666 1,052
_ _ (5) 4 _

(79) — — (83) —
(5588)  (8,304) (3,468) (15432) (8,579)
— — — (489) —
(52,971) (20,367) (6,350) (54,145) (11,577)
(52,971) (20,367) (6,350) (54,634) (11,577)
149,828 38,994 14,832 — )
47 48 7 126 25
(4,000) — — — —
145875 39,042 14,839 126 16
87,316 10,371 5021 (69,940) (20,140)
25620 15249 10,228 112,936 25,620
$112,036 $ 25,620 $15249 $ 42,996 $ 5,480
$ 150 $ 103 $ 6% 48 $ 59
$ — — $ — 3% 672 § —

See accompanying notes.
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FiberTower Corporation
Notes to Financial Statements
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

1. Organization, Basis of Presentation and Summary of Significant Accounting Policies
Organization and Operations

FiberTower Corporation (the “Company”) was incorporated on July 19, 2000 in the State of Delaware to
build and operate a shared high-capacity backhaul network for wireless operators and service providers in
the United States. The Company commenced its planned principal operations during 2003.

The Company is subject to a number of risks associated with its stage of development, including, but not
limited to, dependence on key employees, dependence on key customers and suppliers, potential
competition from larger, more established companies, the ability to develop and bring new services or
products to market (including expansion of the Company’s network), the ability to attract and retain
additional qualified personnel and the ability to obtain adequate financing to support its growth.

The Company has incurred losses and negative cash flows from operating and investing activities since its
inception, and it had an accumulated deficit of $45,122 and $61,610 as of December 31, 2005 and June 30,
20086, respectively. Through June 30, 2006, the Company has relied primarily on equity financings to fund
its operating and investing activities.

On July 5, 2006, the Company and certain of its investors executed a binding financial support agreement
under which such investors would provide the Company with the necessary working capital, in the form of
equity or debt financing, to enable it to continue as a going concern on a stand-alone basis until at least
December 31, 2007. However, such financial support agreement was terminated on August 29, 2006 when
the merger described below was consummated.

Following the completion of the merger described below, the Company’s business plan contemplates
obtaining convertible debt financing prior to March 31, 2007 in order to fund the Company’s operating and
investing activities for periods beginning after December 31, 2006 (Note 11). However, such financing may
not be available on acceptable terms, or at all. The Company has experienced a substantial increase in the
cash used in its operating and investing activities in 2006, as compared to 2005, which adversely affects the
Company’s liquidity. However, based on the Company’s forecast for the remainder of
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FiberTower Corporation
Notes to Financial Statements (Continued)
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

2006, management believes the Company can fund its operating and investing activities through at least
December 31, 2006, relying only on the Company’s existing unrestricted cash and cash equivalent balances
(exclusive of any proceeds from the pending convertible debt offering described in Note 11).

Merger Transaction

On August 29, 2006, the Company and First Avenue Networks, Inc. (“First Avenue”) completed a merger
pursuant to a definitive merger agreement (the “Agreement”) executed on May 14, 2006. Under the terms
of the Agreement, all of the outstanding shares of the Company’s Series A Convertible Preferred Stock
(“Series A”) were converted to shares of the Company’s common stock immediately prior to the
completion of the merger. Accordingly, First Avenue issued 73,885,330 shares of common stock in
exchange for all of the issued and outstanding common shares of the Company. In addition, First Avenue
issued options for 4,206,682 shares of its common stock in exchange for all of the outstanding stock
options of the Company.

Following the completion of the merger, the stockholders and option holders of the Company own
approximately 51%, on a fully diluted basis, of the outstanding shares of First Avenue. (The
aforementioned 51% voting interest calculation includes only in-the-money options that are vested and
exercisable.) In addition, under the terms of the Agreement, the Chief Executive Officer (“CEQ”) of First
Avenue has been designated the CEO of the combined company. The Company has designated five
members and First Avenue has designated three members to the Board of Directors of the combined
company. The CEO is also a director of the combined company. Each standing committee of the Board of
Directors consists of one member designated by First Avenue and two members designated by the
Company. First Avenue has been renamed “FiberTower Corporation” following the completion of the
merger.




FiberTower Corporation
Notes to Financial Statements (Continued)
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

The merger of First Avenue and the Company will be accounted for as a reverse acquisition of First
Avenue by the Company under the purchase method of accounting because the Company’s stockholders
own a majority of the shares, on a fully diluted basis, of the combined company following the merger. In
addition, the Company has designated the majority of the members of the board of directors and of each of
the standing committees of the combined company. The financial statements following the merger will
reflect the operating results of the Company on a historical basis and First Avenue’s operating results after
the effective date of the merger (August 29, 2006).

Unaudited Financial Information

The accompanying balance sheet of the Company as of June 30, 2006, the related statements of operations
for the three and six months ended June 30, 2006 and 2005, and the related statements of cash flows, and
convertible preferred stock and stockholders’ deficit for the six months ended June 30, 2006 are unaudited.
These unaudited interim financial statements have been prepared in accordance with U. S. generally
accepted accounting principles. In the opinion of the Company’s management, the unaudited interim
financial statements have been prepared on the same basis as the 2005 audited financial statements and
include all adjustments, which include only normal recurring adjustments, necessary for a fair presentation
of the Company’s financial position at June 30, 2006 and the results of its operations for the three and six
months ended June 30, 2006 and 2005 and its cash flows for the six months ended June 30, 2006 and 2005.
The results for the six months ended June 30, 2006 are not necessarily indicative of the results to be
expected for the year ending December 31, 2006.

Segments

The Company operates in one business segment.




FiberTower Corporation
Notes to Financial Statements (Continued)
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

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 amounts reported in
the financial statements and accompanying notes. Actual results could differ materially from those
estimates. The Company’s critical accounting estimates include (i) useful life assignments and impairment
evaluations associated with long-lived assets, (ii) revenue recognition, (iii) establishment of accounts
receivable allowances, (iv) asset retirement obligations, (v) deferred rent, (vi) valuation of the Company’s
common stock and stock-based awards, and (vii) establishment of valuation allowances associated with
deferred tax assets.

Cash Equivalents and Fair Values of Financial Instruments

The Company considers short-term, highly liquid investments with an original maturity of three months or
less to be cash equivalents. The Company’s cash equivalents, including restricted balances, consisted of
money market mutual funds with an aggregate cost and fair market value of $115,769, $28,395 and
$45,558 as of December 31, 2005 and 2004, and June 30, 2006, respectively.

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 115, Accounting for
Certain Investments in Debt and Equity Securities, the Company classifies all investments as available-for-
sale at the time of purchase, and it reevaluates such designation at each balance sheet date. Cash
equivalents are stated at their fair market values, which were determined based on quoted market prices.
Unrealized gains and losses on available-for-sale securities are recognized as a component of other
comprehensive income (loss). There were no unrealized gains and losses on available-for-sale securities at
December 31, 2005 and 2004 or June 30, 2006.

Accretion of discounts and amortization of premiums on investments are included in interest income.
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FiberTower Corporation
Notes to Financial Statements (Continued)
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

The fair values of the Company’s other financial instruments, which consist of interest-bearing accounts
payable to certain vendors (Note 3) and notes receivable from stockholders (Note 7), are estimated by
discounting the respective future cash flows using rates at which similar types of borrowing or lending
arrangements with comparable maturities could be obtained, or would be issued, by the Company. The
aggregate estimated fair values of the Company’s other financial instruments approximated their respective
carrying values as of December 31, 2005 and 2004, and June 30, 2006.

Restricted Cash and Cash Equivalents

In connection with an equipment financing arrangement (Note 3), the Company was required to maintain a
letter of credit with a financial institution in the amount of $1,300, $3,074 and $1,300 as of December 31,
2005 and 2004, and June 30, 2006, respectively. This letter of credit, which expired on June 30, 2006, was
collateralized by cash and cash equivalents of $1,844, $3,134 and $1,842 as of December 31, 2005 and
2004, and June 30, 2006, respectively. The obligation to which this letter of credit related was repaid on
July 1, 2006.

Also, in relation to a service supplier agreement that was executed in 2005, the Company was required to
maintain a restricted cash equivalent balance with a financial institution of $1,000 and $1,019 as of
December 31, 2005 and June 30, 2006, respectively. Additionally, in relation to lines of credit with certain
equipment vendors (Note 3), the Company maintains a restricted cash account at a financial institution. The
restricted cash balance associated with these lines of credit was $620 as of December 31, 2005, $500 as of
December 31, 2004 and $626 as of June 30, 2006. The Company also maintains two additional letters of
credit with a financial institution in connection with other obligations. These letters of credit, which expire
between July 13, 2006 and June 19, 2007, totaled $16 at December 31, 2005 and 2004 and $56 at June 30,
2006 and were collateralized by cash equivalents of $16 at December 31, 2005 and 2004 and $56 at

June 30, 2006. The total restricted cash and cash equivalents balance as of December 31, 2005 and 2004,
and June 30, 2006 was $3,480, $3,650 and $3,543, respectively.
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Revenue and Expense Recognition

The Company recognizes revenues relating to its shared high-capacity wireless backhaul service when (i)
persuasive evidence of an arrangement exists, (ii) the services have been provided to the customer, (iii) the
sales price is fixed or determinable and (iv) the collection of the sales price is reasonably assured. Revenues
earned for which the customer has not been billed are recorded as “unbilled revenues.” However, there
were no unbilled revenues as of December 31, 2005 and 2004 and June 30, 2006. Amounts billed in
advance of providing service are deferred and recorded as “deferred revenues.” There were no deferred
revenues at December 31, 2005 and 2004, and $4 of deferred revenues at June 30, 2006. Incremental direct
costs of service activation are charged to expense as incurred. The Company purchases electricity and
leases collocation site space from certain of its customers. The Company receives an identifiable benefit in
exchange for the amounts paid to its customers and the Company can reasonably estimate the fair value of
the purchased electricity and leased tower site space. Therefore, such amounts are charged to cost of
service revenues as incurred, unless the amount paid exceeds the respective fair value, in which case the
differential is recorded as a reduction of service revenues. Other consideration provided to customers, such
as customer incentives, is recorded as a reduction of service revenues.

The Company may encounter billing disputes with certain customers in the ordinary course of business in
the telecommunications industry. Management believes the impact of such disputes on the Company’s
accounts receivable and revenues is reasonably estimable based on historical experience. Accordingly, the
Company will maintain an allowance, through charges to revenues, based on management’s best estimate
of the ultimate resolution of customer disputes. The Company does not believe an allowance of this type is
necessary as of December 31, 2005 or 2004 or June 30, 2006.

The Company performs ongoing evaluations of its customers’ financial condition and generally does not
require collateral or other credit enhancements. The Company will record an allowance for bad debts based
on historical experience and management’s best estimate of future credit losses. The Company does not
believe an allowance of this type is necessary as of December 31, 2005 or 2004 or June 30, 2006.
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Concentrations of Credit Risk, Significant Customers and Key Suppliers

Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily
of cash, cash equivalents, restricted cash and cash equivalents and notes receivable from stockholders (Note
7). Cash, cash equivalents and restricted cash and cash equivalents consist principally of money market
mutual funds held by one domestic financial institution with a high credit standing.

For the years ended December 31, 2005, 2004 and 2003, and the three and six months ended June 30, 2006
and 2005, two customers accounted for a significant portion of the Company’s revenues, as follows:

Year Ended December 31, Three Months Ended June 30, Six Months Ended June 30,

2005 2004 2003 2006 2005 2006 2005
Cingular Wireless 88.3% 86.4% 90.3% 76.7% 89.7% 78.4% 89.2%
Sprint PCS 93% 13.6% 8.8% 13.2% 8.2% 12.5% 9.6%

Accounts receivable from these two customers comprised the following percentages of the Company’s total
accounts receivable balances at December 31, 2005 and 2004, and June 30, 2006:

December 31, June 30,
2005 2004 2006

Cingular Wireless 86.9% 90.2% 67.3%
Sprint PCS 101% 9.8% 19.2%

The Company is dependent on a limited number of suppliers for certain equipment used to provide its
services. The Company has generally been able to obtain an adequate supply of such equipment. However,
an extended interruption in the supply of equipment currently obtained from its suppliers could adversely
affect the Company’s business and results of operations.
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Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation and
amortization are calculated using the straight-line method over estimated useful lives ranging from three to
ten years. Leasehold improvements are amortized over the shorter of the lease term or their estimated
useful lives.

The Company capitalizes costs incurred in bringing its network equipment to an operational state. Costs
directly associated with the acquisition, construction and installation of network equipment are capitalized
as a cost of that equipment. Indirect costs that relate to several sites are capitalized and allocated to the
respective network equipment to which the costs relate. Other indirect costs are charged to expense as
incurred. As of December 31, 2005 and 2004, and June 30, 2006, network equipment included capitalized
internal labor costs of $5,970, $2,444 and $8,513, respectively.

The Company accounts for software developed or obtained for internal use in accordance with Statement of
Position (“SOP”) 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal
Use. SOP 98-1 requires entities to capitalize certain costs related to internal-use software once certain
criteria have been met. As of December 31, 2005 and 2004, and June 30, 2006, capitalized internal-use
software included capitalized internal labor costs of $539, $313 and $708, respectively.

Property and equipment are evaluated for impairment whenever events or changes in circumstances
indicate that the carrying value may not be recoverable. An impairment loss is recognized whenever (i) the
estimated undiscounted future cash flows expected to result from the use of the asset plus net proceeds
expected from disposition of the asset (if any) are less than the carrying value of the asset and (ii) the fair
value of the asset is less than its carrying value. When an impairment loss is identified, the carrying value
of the asset is reduced to its fair value.

During 2005, pursuant to an amendment of a contract with one of the Company’s customers, the Company
received a cash payment from such customer in the amount of $559. This contract amendment allows the
customer to terminate the Company’s services at specified collocation sites that are used to serve such
customer (along with other customers, in most instances), if so requested by the customer. The Company
believes
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this contract amendment will result in the decommissioning of certain collocation sites that are used
exclusively to serve this customer. The network equipment located at these sites will be redeployed
elsewhere in the Company’s network. However, the related equipment installation and collocation site
acquisition costs, which had an aggregate net carrying value of $106 at December 31, 2005 (net of an
agreed-upon per site reimbursement that the customer will provide the Company when these collocation
sites are decommissioned), have no alternative use or salvage value. Therefore, the Company considered
these long-lived assets to be impaired as of December 31, 2005. The resultant long-lived asset impairment
charge of $106 (which is included in cost of service revenues for the year ended December 31, 2005) has
been offset by the aforementioned cash payment from the customer. The remainder of such cash payment
has also been recorded as a reduction of cost of service revenues for the year ended December 31, 2005.

Asset Retirement Obligations

The Company recognizes liabilities for asset retirement obligations relating to the estimated costs of
removing network equipment from its leased collocation sites, as stipulated in the related lease agreements.
The asset retirement obligations are recognized in the period in which they are incurred if a reasonable
estimate of their fair value can be made. The associated asset retirement costs are capitalized as part of the
carrying amount of the related long-lived assets and depreciated on a straight-line basis over their estimated
useful life of ten years. As of December 31, 2005 and June 30, 2006 and 2005, the Company’s asset
retirement obligations were $571, $944 and $389, respectively. As of December 31, 2004, the Company’s
asset retirement obligations were not material.
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A summary of the asset retirement obligations activity is as follows:

Year Ended
December 31, Six Months Ended June 30,
2005 2006 2005

Asset retirement obligations at beginning of period $ — 3 571 % —
Liabilities incurred in the current period 506 329 345
Liabilities settled in the current period — — —
Accretion expense 65 44 44
Revisions in estimated cash flows — — —
Asset retirement obligations at end of period $ 571 $ 944 $ 389

Accounting for Stock-Based Compensation

Prior to January 1, 2006, the Company accounted for stock-based awards to employees (including
nonemployee directors) using the intrinsic-value method set forth in Accounting Principles Board Opinion
(“APBQO”) No. 25, Accounting for Stock Issued to Employees and as permitted by SFAS No. 123,
Accounting for Stock-Based Compensation. Under the intrinsic-value method, when the exercise price of
the Company’s employee stock options equals or exceeds the fair value of the underlying stock on the date
of grant, no compensation expense is recognized.

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (revised
2004), Share-Based Payment (“SFAS No. 123(R)”), which is a revision of SFAS No. 123. SFAS

No. 123(R) supersedes APBO No. 25 and amends SFAS No. 95, Statement of Cash Flows. SFAS

No. 123(R) requires all share-based payments to employees, including grants of employee stock options, to
be recognized in the statement of operations based on their fair values. Pro forma disclosure is no longer an
alternative.
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The Company adopted SFAS No. 123(R) on a prospective basis effective January 1, 2006. Under the
prospective method, the Company continues to account for outstanding stock options at the date of
adoption of SFAS No. 123(R) in the same manner as they had been accounted for prior to adoption for
financial statement recognition purposes. The adoption of SFAS No. 123(R) increased the Company’s net
loss for the three and six months ended June 30, 2006 by $1,126 ($0.06 per share).

All awards granted, modified or settled after January 1, 2006 have been accounted for using the
measurement, recognition and attribution provisions of SFAS No. 123(R). The Company used the
minimum-value method for pro forma disclosures under the original provisions of SFAS No. 123.
Therefore, the Company has not provided pro forma disclosures for outstanding awards accounted for
under the intrinsic-value method of APBO No. 25 for all periods presented after the adoption of SFAS
No. 123(R).

The Company determines the fair value of each stock option at the grant date using the Black-Scholes-
Merton option valuation model. Generally, the Company’s stock options vest ratably over a four-year
period from date of grant and have a contractual term of ten years. Expected volatilities are calculated
based on the historical volatilities of similar public companies in the telecommunications industry. The
expected term of options granted is based on an average of the vesting term and the contractual life of the
option, which represents management’s estimate of the period that options granted are expected to be
outstanding. The risk-free interest rate for periods within the contractual life of the options is based on the
U.S. Treasury yield curve in effect at the time of the grant. The Company determines the fair value of each
nonvested common stock award based on the fair value of the Company’s common stock at the date of
grant.

The Company uses the straight-line method for share-based payment expense recognition, and estimates
forfeitures and only recognizes share-based payment expense for those awards expected to vest. The
Company’s estimated forfeiture rate is based on its historical forfeiture experience and the historical
forfeiture rates of similar public companies in the telecommunications industry.
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Additionally, SFAS No. 123(R) requires the benefits of tax deductions in excess of recognized
compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as required
under current literature. This requirement will reduce net operating cash flows and increase net financing
cash flows in periods after adoption. However, this requirement did not have a material impact on the
Company’s 2006 interim financial statements.

The Company accounted for stock options granted to nonemployees prior to January 1, 2006 using the fair-
value method set forth in SFAS No. 123. Effective January 1, 2006, the Company accounts for share-based
payments to nonemployees based on the guidance in Emerging Issues Task Force (“EITF”) Issue No. 96-
18, Accounting for Equity Instruments That Are Issued to Other Than Employees.

Advertising Costs

Advertising costs are charged to sales and marketing expense as incurred. The Company incurred no
advertising costs during the years ended December 31, 2005, 2004 and 2003, or during the three and six
months ended June 30, 2006 and 2005.

Income Taxes

The Company uses the liability method to account for income taxes as required by SFAS No. 109,
Accounting for Income Taxes. Under this method, deferred tax assets and liabilities are determined based
on differences between the financial reporting and tax bases of assets and liabilities. Deferred tax assets and
liabilities are measured using enacted tax rates and laws that will be in effect when the differences are
expected to reverse. Valuation allowances are established when necessary to reduce deferred tax assets to
the amounts expected to be realized.
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Loss Per Share

Basic net loss per share is calculated by dividing net loss by the weighted average number of common
shares outstanding during the period, less shares subject to repurchase, and excludes any dilutive effects of
convertible preferred stock and stock options. Diluted net loss per share was the same as basic net loss per
share in all periods presented because the Company had net losses in each of these periods.

A reconciliation of the numerator and denominator used in the calculation of basic and diluted loss per
share is as follows:

Three Months Ended Six Months Ended
Year Ended December 31, June 30, June 30,
2005 2004 2003 2006 2005 2006 2005

Numerator for basic and
diluted net loss per
share:
Net loss forperiod $ (21,909)$ (12,065)$% (5,626)$ (10,011) $ (5,188)% (16,488)% (9,983)

Denominator for basic and

diluted net loss per

share:
Weighted average common

shares outstanding 17,521,202 16,994,770 16,114,414 18,027,862 17,477,830 17,852,967 17,423,343
Weighted average common

shares outstanding

subject to repurchase (2,861,131) (6,148,692) (9,437,754)  (90,338) (3,279,278) (449,645) (3,687,996)

Denominator for basic and
diluted net loss per
share 14,660,071 10,846,078 6,676,660 17,937,524 14,198,552 17,403,322 13,735,347

F-19




FiberTower Corporation
Notes to Financial Statements (Continued)
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

The following table sets forth potential shares of common stock, on a weighted average basis, that are not
included in the diluted net loss per share calculations above, because to do so would be anti-dilutive for
each of the periods presented:

Three Months Ended Six Months Ended
Year Ended December 31, June 30, June 30,
2005 2004 2003 2006 2005 2006 2005

Convertible

preferred stock 159,098,542 93,913,793 42,587,592 223,850,026 98,800,863 223,850,026 98,800,863
Stock options 4,551,046 2,638,716 1,456,432 9,396,216 2,265,915 9,356,124 2,299,519
Unvested shares of

common stock

subject to

repurchase 2,861,131 6,148,692 9,437,754 90,338 3,279,278 449,645 3,687,996
Nonvested common

stock awards — — — 265,662 — 133,565 —
Total potential

shares of

common stock

excluded from the

computation of

diluted loss per

share 166,510,719 102,701,201 53,481,778 233,602,242 104,346,056 233,789,360 104,788,378

Recent Accounting Pronouncements

In November 2005, the FASB issued FASB Staff Position (“FSP”) FAS No. 115-1, The Meaning of Other-
Than-Temporary Impairment and Its Application to Certain Investments. FSP FAS No. 115-1 addresses the
determination as to when an investment is considered impaired, whether that impairment is other than
temporary, and the measurement of an impairment loss. FSP FAS No. 115-1 also includes accounting
considerations subsequent to the recognition of an other-than-temporary impairment and requires certain
disclosures about unrealized losses that have not been recognized as other-than-temporary impairments.
The guidance in FSP FAS No. 115-1 amends SFAS No. 115 and APBO No. 18, The Equity Method of
Accounting for Investments in Common Stock. The guidance in FSP FAS No. 115-1 shall be applied to
reporting periods beginning after December 15, 2005. The adoption of this standard did not have a material
impact on the Company’s 2006 interim financial statements.
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In October 2005, the FASB issued FSP FAS No. 13-1, Accounting for Rental Costs Incurred during a
Construction Period. FSP FAS No. 13-1 concludes that rental costs incurred during and after a construction
period are for the right to control the use of a leased asset during and after construction of a leased asset,
and that there is no distinction between the right to use a leased asset during the construction period and the
right to use that asset after the construction period. Therefore, rental costs associated with ground or
building operating leases that are incurred during a construction period should be recognized as rental
expense. The guidance in FSP FAS No. 13-1 is to be applied to the first reporting period beginning after
December 15, 2005. The guidance in FASP FAS No. 13-1 is consistent with how the Company has
historically accounted for rental costs during a construction period and, therefore, the adoption of this
standard did not have a material impact on the Company’s 2006 interim financial statements.

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections. SFAS No. 154
changes the requirements for the accounting and reporting of a change in accounting principle. It applies to
all voluntary changes in accounting principle, as well as to changes required by an accounting
pronouncement that does not include specific transition provisions. SFAS No. 154 is effective for
accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005. The
adoption of SFAS No. 154 did not have a material impact on the Company’s 2006 interim financial
statements.

In March 2005, the FASB issued Interpretation (“FIN”) No. 47, Accounting for Conditional Asset
Retirement Obligations. FIN No. 47 clarifies that the term *“conditional asset retirement obligation,” as used
in SFAS No. 143, Accounting for Asset Retirement Obligations, refers to an unconditional legal obligation
to perform an asset retirement activity in which the timing and (or) method of settlement are conditional on
a future event that may or may not be within the control of the entity. The obligation to perform the asset
retirement activity is unconditional even though uncertainty exists about the timing and (or) method of
settlement. Thus, the timing and (or) method of settlement may
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be conditional on a future event. Accordingly, an entity is required to recognize a liability for the fair value
of a conditional asset retirement obligation if the fair value of the liability can be reasonably estimated. The
fair value of a liability for the conditional asset retirement obligation should be recognized when incurred,
generally upon acquisition, construction, or development and (or) through the normal operation of the asset.
Uncertainty about the timing and (or) method of settlement of a conditional asset retirement obligation
should be factored into the measurement of the liability when sufficient information exists. SFAS No. 143
acknowledges that in some cases, sufficient information may not be available to reasonably estimate the
fair value of an asset retirement obligation. FIN No. 47 also clarifies when an entity would have sufficient
information to reasonably estimate the fair value of an asset retirement obligation. The adoption of FIN No.
47 did not have a material impact on the Company’s 2005 financial statements.

On May 15, 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity. SFAS No. 150 establishes standards for classifying and
measuring as liabilities certain financial instruments that embody obligations of the issuer and have
characteristics of both liabilities and equity, such as mandatorily redeemable equity instruments. SFAS No.
150 must be applied immediately to instruments entered into or modified after May 31, 2003 and to all
other instruments that exist as of the beginning of the first interim financial reporting period beginning after
June 15, 2003, except for mandatorily redeemable instruments of nonpublic companies, to which the
provisions of SFAS No. 150 must be applied in fiscal periods beginning after December 15, 2003. The
application of SFAS No. 150 to pre-existing instruments should be recognized as the cumulative effect of a
change in accounting principle. The adoption of SFAS No. 150 had no effect on the accompanying
financial statements.
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2. Property and Equipment

Property and equipment consists of the following:

December 31, June 30,

2005 2004 2006
Network equipment $ 31,075 $ 13,299 $ 44,766
Internal-use computer software 1,175 1,058 1,240
Office equipment and other 2,241 1,021 2,986

34,491 15,378 48,992
Less accumulated depreciation and amortization 4,968 1,879 7,264
Property and equipment in-service, net 29,523 13,499 41,728
Construction-in-progress 47,676 13,324 87,525
Property and equipment, net $ 77,199 $ 26,823 $129,253

3. Long-Term Accounts Payable and Vendor Contracts

Long-term accounts payable consists of trade payables with extended payment terms relating to the
Company’s purchase of equipment, software and professional services from certain vendors. Two of these
vendor contracts, which contain the nonrevolving lines of credit described below, assess interest on unpaid
balances ($1,215, $1,425 and $972 as of December 31, 2005 and 2004, and June 30, 2006, respectively) at
10% per annum. Another of these vendor contracts assessed interest on unpaid balances ($0 and $240 as of
December 31, 2005 and 2004, respectively) at the London Interbank Offered Rate, plus 6.75% per annum.
And lastly, an additional vendor contract assessed interest on unpaid balances ($0 and $20 as of December
31, 2005 and 2004, respectively) at 8% per annum. All of the Company’s other long-term accounts payable
balances at December 31, 2004 (none as of December 31, 2005 and June 30, 2006) bore no interest.
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Future principal payments under the terms of the respective vendor contracts are as follows as of
December 31, 2005 and June 30, 2006:

December 31, June 30,
2005 2006

Years ending December 31,

2006 () $ 586 $ 343

2007 579 579

2008 50 50
Total 1,215 972
Less current portion included in accounts payable 586 681
Long-term accounts payable $ 629 $ 291

(1) The June 30, 2006 amount reflects the future principal payments for the period July 1, 2006
to December 31, 2006.

Under certain circumstances, one of the Company’s vendors had the right to convert an accounts payable
balance of $240 as of December 31, 2004 (none as of December 31, 2005) into a certain number of shares
of the Company’s capital stock specified in the respective vendor contract. However, such conversion right
lapsed during 2005 when the related accounts payable balance was extinguished.

Two of the Company’s vendor contracts contained nonrevolving lines of credit for the purchase of
equipment in the aggregate amount of $5,000 through July 2, 2005 (as of December 31, 2005 and June 30,
2006, the Company had no additional borrowing capacity under these lines of credit). As of December 31,
2005 and June 30, 2006, the Company had utilized $3,063 of these lines of credit. The aggregate
outstanding balance of $1,215 and $972 under these lines of credit as of December 31, 2005 and June 30,
2006, respectively, was collateralized by equipment with a net book value of approximately $2,950 and
$2,785 as of such dates, respectively. These vendor contracts also contain certain covenants that, among
other things, require the maintenance of a specified debt-to-equity ratio and restrict the incurrence of
certain borrowings and liens on certain of the Company’s assets.
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4. Leasing Arrangements
The Company leases its facilities and certain vehicles and equipment under leasing arrangements that have
been accounted for as operating leases in the accompanying financial statements. Certain of the Company’s

operating leases contain renewal options and rent escalation clauses.

Future minimum lease payments under operating leases with noncancelable terms in excess of one year
were as follows as of December 31, 2005 and June 30, 2006:

December 31, June 30,
2005 2006

Years ending December 31,

2006 @) $ 5,053 $ 5,312

2007 4,826 10,853

2008 4,816 11,026

2009 4,622 11,081

2010 4,725 11,354

Thereafter 23,755 55,519
Total minimum lease payments $ 47,797 $ 105,145

(1) The June 30, 2006 amount reflects the minimum lease payments for the period July 1,
2006 to December 31, 2006.

Rent expense under all operating leases for the years ended December 31, 2005, 2004 and 2003, the three
months ended June 30, 2006 and 2005 and the six months ended June 30, 2006 and 2005 was $2,685, $932,
$351, $1,961, $602, $3,365 and $1,058, respectively. Payments under the Company’s operating leases that
escalate over the term of the lease are recognized as rent expense on a straight-line basis.
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5. Guarantees and Other Contingencies

From time to time, the Company enters into certain types of contracts that contingently require it to
indemnify various parties against claims from third parties. These contracts primarily relate to: (i) certain
real estate leases, under which the Company may be required to indemnify property owners for
environmental and other liabilities, and other claims arising from the Company’s use of the applicable
premises; (ii) certain agreements with the Company’s officers, directors and employees, under which the
Company may be required to indemnify such persons for liabilities arising out of their employment
relationship; (iii) contracts under which the Company may be required to indemnify customers against
third-party claims that a Company product or service infringes a patent, copyright or other intellectual
property right; and (iv) procurement or license agreements under which the Company may be required to
indemnify licensors or vendors for certain claims that may be brought against them arising from the
Company’s acts or omissions with respect to the supplied products or technology.

Generally, a maximum obligation under these contracts is not explicitly stated. Because the obligated
amounts associated with these types of agreements are not explicitly stated, the overall maximum amount
of the obligation cannot be reasonably estimated. Historically, the Company has not been required to make
payments under these obligations, and no liabilities have been recorded for these obligations in the
Company’s balance sheets.

The Company is subject to certain legal proceedings and claims in the ordinary course of business. In the
opinion of management, the ultimate outcome of these matters will not have a material impact on the
Company’s financial position or results of operations.

As of December 31, 2005 and June 30, 2006, the Company had disputes with certain vendors concerning
the amounts owed to them for purchases of equipment. The Company believes that such disputes will be
resolved in the near term without a material effect on the Company’s financial statements. One of the
disputes was resolved during the second quarter of 2006 and did not have a material effect on the
Company’s financial statements.
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6. Convertible Preferred Stock

The following is a summary of the Company’s authorized, issued and outstanding convertible preferred
stock:

Shares Issued and

Shares Authorized Outstanding
December 31 December 31,
Series 2005 2004 2005 2004
Series A 225,000,000 — 223,850,026 —
Series A-1 — 21,064,815 — 21,064,815
Series B — 34,229,207 — 34,229,207
Series C — 43,506,841 — 43,506,841

225,000,000 98,800,863 223,850,026 98,800,863

At June 30, 2006, the number of authorized, issued and outstanding shares of convertible preferred stock
remained unchanged since December 31, 2005.

In July 2005, the Company issued 150,000,000 shares of Series A in a financing that generated net cash
proceeds of $149,828. As a result of the Series A financing, all 98,800,863 issued and outstanding shares of
Series A-1, Series B and Series C Convertible Preferred Stock were converted into 73,850,026 shares of
Series A.

In July 2003, the Company issued 22,296,080 shares of Series B Convertible Preferred Stock (“Series B”)
in a financing that generated net cash proceeds of $14,833. As a result, all 10,686,836 issued and
outstanding shares of Senior Series 1 Convertible Preferred Stock and Senior Series 2 Convertible
Preferred Stock and accrued dividends thereon were converted into 11,933,127 shares of Series B.

In connection with the issuance of convertible preferred stock in May 2002, the Company granted an
entitlement to a maximum of 3,513,086 shares of common stock to certain stockholders if the number of
shares of common stock reserved for issuance under the Stock Plan (Note 7)( the “Stock Plan Pool”) is
increased above 3,466,667 shares prior to the consummation of a Qualified Series B Financing. The grant
date fair value of this
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entitlement was estimated to be $176 using the Black-Scholes option valuation model and the following
assumptions: a risk-free interest rate of 3.5%; no dividend yield; expected volatility of 70%; and an
expected life of two years. Such grant date fair value was recorded as a component of additional paid-in
capital in the Company’s statement of stockholders’ deficit for the year ended December 31, 2002, which
reduced the amount of proceeds ascribed to the May 2002 convertible preferred stock transaction. In July
2003, in connection with the issuance of Series B, the Company amended the Stock Plan to increase the
Stock Plan Pool and, therefore, issued 808,301 shares of common stock pursuant to the aforementioned
entitlement.

Liquidation

In the event of any voluntary or involuntary liquidation of the Company, the holders of Series A are entitled
to a per share liquidation preference (the “Preferred Stock Preferences™) of $1.00 plus any declared and
unpaid dividends, prior and in preference to any distribution of any assets or property of the Company to
the holders of the outstanding common stock. After payment or the setting apart for payment of the
Preferred Stock Preferences, any remaining assets of the Company will be distributed ratably among the
holders of common stock.

A change in control of the Company may, in certain circumstances, constitute a liquidation and trigger the
liquidation preferences associated with the outstanding shares of Series A. Because a change in control
could occur and not be solely within the control of the Company, all convertible preferred stock is
considered to be redeemable and, therefore, is classified outside of permanent equity in the accompanying
financial statements in accordance with the reporting requirements of the Securities and Exchange
Commission as described in EITF Topic D-98, Classification and Measurement of Redeemable Securities.
However, because the timing of any such redemption is uncertain, the Company will not accrete the
carrying value of the convertible preferred stock to its liquidation preference value until it becomes
probable that redemption will occur.
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Voting

The holders of Series A have the same voting rights as common stockholders. The holders of Series A are
entitled to elect eight of ten directors.

Dividends

If the Company declares and pays dividends or other distributions on its common stock, the holders of
Series A are entitled to receive such dividends on a pro rata basis as if their shares had been converted into
shares of common stock. Through December 31, 2005 and June 30, 2006, no dividends have been declared
on the Series A or common stock.

Conversion

Each share of Series A is convertible at the option of the holder into shares of the Company’s common
stock. Such conversion is determined by dividing $1.00 by the applicable conversion price. At the
conversion price in effect as of December 31, 2005 and June 30, 2006, each share of Series A would
convert into one share of common stock. The conversion price per share for Series A will be adjusted for
certain dilutive issuances, stock dividends, stock splits, combinations or recapitalizations. Series A
automatically converts into shares of common stock at the conversion price in effect upon the earlier of (i)
the closing of an underwritten public offering registered under the Securities Act of 1933, as amended,
covering the offer and sale of common stock at a public offering price of not less than $2.00 per share
(adjusted to reflect stock dividends, stock splits, combinations or recapitalizations) with aggregate cash
proceeds to the Company of at least $50,000 or (ii) the date specified by written consent or agreement of
the holders of at least 75% of the outstanding shares of Series A.

As described in Note 1, all shares of Series A were converted (on a one-to-one basis) into shares of the
Company’s common stock immediately prior to the consummation of the merger with First Avenue.
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7. Stockholders’ Deficit
Founders’ Shares and Notes Receivable from Stockholders

In July 2000 and February 2001, the Company issued 15,000,000 shares of common stock (the “Founders’
Shares”) to the founders of the Company in exchange for cash in the amount of $70. In May 2002, the
founders contributed 385,282 of such shares back to the Company without consideration. Ten percent of
the Founders’ Shares vested in May 2002, and the remaining Founders’ Shares vest monthly over a four-
year period beginning on May 31, 2002. As of December 31, 2005 and June 30, 2006, 1,096,104 and O,
respectively, Founders’ Shares remain subject to forfeiture and cancellation.

During July 2005, the Company accepted notes receivable aggregating $4,000 from the founders in
exchange for cash. Such notes are collateralized by the (i) Founders’ Shares, the vested portion of which
(11,600,432 shares) had an aggregate fair value, as determined by the Company, of $3,364 at the date the
notes were issued and (ii) any other shares of the Company’s capital stock subsequently acquired by the
founders. The principal component of these notes is (i) full recourse for the first 12 months and (ii) non-
recourse thereafter; however, the interest component is full recourse, payable at maturity and
nonrefundable. The notes bear interest at a fixed rate of 4.164%. The notes are not prepayable and they
mature on the first to occur of July 2012 or the occurrence of any of the events specified in the note
agreements, including the merger with First Avenue described in Note 1. Additionally, as specified in the
note agreements, if, during the stipulated period after the issuance date of the notes, a founder (i) is
terminated for cause by the Company or (ii) voluntarily resigns from the Company, then the Founders’
Shares collateralizing the notes will be tendered in full payment of the principal amount of the notes.

The notes receivable from stockholders, plus accrued interest, were fully repaid prior to the completion of
the merger with First Avenue (Note 1).
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For accounting purposes, the acceptance of these non-recourse (after the first anniversary date of the notes)
notes receivable from the Company’s founders in exchange for cash was considered to be (i) the purchase
of treasury shares by the Company and (ii) the simultaneous issuance to the founders of unexercised,
partially vested options to purchase the number of shares of the Company’s common stock that collateralize
the notes. Such deemed options had intrinsic value at the date of grant because the exercise price was less
than the fair value of the Company’s common stock at such date, as determined by the Company. With
respect to the deemed purchase of treasury shares, the Company recorded the aggregate principal balance
of the notes, along with interest subsequently accrued, as a reduction of stockholders’ equity in the
accompanying balance sheets as of December 31, 2005 and June 30, 2006. However, the related common
shares continue to be presented as issued and outstanding for financial reporting purposes because the
holders of such shares are legally entitled to vote these shares, participate in dividends, when and if
declared by the Board of Directors, and enjoy the other rights of ownership of such shares while the notes
are outstanding. With respect to the deemed issuance of unexercised, partially vested stock options to the
Company’s founders, because the interest component of the notes is full-recourse, payable at maturity and
nonrefundable, such stock options constitute fixed stock-based awards, which resulted in the recognition of
stock-based compensation expense aggregating $238. The stock-based compensation of $189 associated
with the vested portion of the deemed options was charged to operations at the date of grant in 2005. The
remaining deferred stock-based compensation associated with the unvested portion of the deemed options
of $49 was recognized over the vesting period using the graded vesting method.

Stock Option Plan

In May 2001, the Company adopted a stock option plan (the “Stock Plan”) pursuant to which the Board of
Directors may grant options to purchase common stock, or issue shares of common stock, to employees,
officers, directors, advisors or consultants of the Company. Incentive stock options (“ISOs”) are granted
with an exercise price equal to the estimated fair value of the common stock at the date of grant. ISOs have
a ten-year term, become fully exercisable upon vesting, and generally vest over one to four years. Through
December 31, 2005 and June 30, 2006, 1,190,931 and 1,796,123 shares, respectively, of common stock
have been issued under the Stock Plan through the exercise of options.
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A summary of the stock option and common stock activity in the Stock Plan is as follows:

Balance at December 31, 2002
Additional shares reserved
Granted
Forfeited
Exercised

Balance at December 31, 2003
Additional shares reserved
Granted
Forfeited
Exercised

Balance at December 31, 2004
Additional shares reserved
Granted
Forfeited
Exercised

Common stock issued to
nonemployee for services
rendered

Balance at December 31, 2005
Granted
Forfeited
Exercised

Balance at June 30, 2006

Exercisable at December 31, 2005

Exercisable at June 30, 2006

Weighted-
Average
Shares Exercise Aggregate
Available for Number Exercise Price Per Intrinsic
Grant of Shares Price Per Share Share Value
1,267,263 3,428,388 ¢ .05-$0.100 ¢ 0.06
4,473,362 — — —
(1,579,284) 1,579,284 $ 0.10-%0.12 $ 0.12
248,760 (248,760) $ 0.05-$0.12 $ 0.07
—  (149,479) $ 0.05 $ 0.05
4,410,101 4,609,433 $ 0.05-$0.12 $ 0.08
2,600,000 — — —
(5,447,948) 5,447,948 $ 0.12-30.26 $ 0.25
1,207,186 (1,207,186) $ 0.05-$0.26 $ 0.16
—  (639,601) $0.05-$0.12 $ 0.08
2,769,339 8,210,594 $ 0.05-$0.26 $ 0.18
18,235,828 — — —
(5,153,736) 5,153,736 $ 0.26-%$0.29 ¢ 0.27
1,384,964 (1,384,964) $ 0.10-$0.29 $ 0.26
—  (365,497) $ 0.05-30.26 $ 0.13
(50,000) — — —
17,186,395 11,613,869 ¢ 0.05-$0.29 ¢ 0.22
(3,687,380) 3,687,380 $ 142 3 1.42
179,881  (179,881) $ 0.12-$0.29 $ 0.23
— (605,192) $ 0.05-$0.29 $ 021 $ 1,182
13,678,896 14,516,176 $ 0.05-$1.42 § 052 $ 40,449
5,129,804 $ 0.05-$0.29 $ 0.16
6,245,911 $ 0.05-$1.42 § 030 $ 18,793
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The following table summarizes information about stock options outstanding as of December 31, 2005:

Options Outstanding Options Exercisable
Weighted-
Average
Remaining Weighted
Exercise Price Number Contractual Life Number Average
Per Share of Shares (Years) Exercisable Exercise Price
$0.05 1,599,297 5.83 1,569,087 $0.05
$0.10 583,548 6.78 463,805 $0.10
$0.12 1,080,209 7.70 910,560 $0.12
$0.26 5,912,579 8.67 1,813,032 $0.26
$0.29 2,438,236 9.60 373,320 $0.29
$0.05-$0.29 11,613,869 8.29 5,129,804 $0.16

The following table summarizes information about stock options outstanding as of June 30, 2006:

Options Outstanding Options Exercisable
Weighted-
Average
Remaining Weighted
Exercise Price Number Contractual Life Number Average
Per Share of Shares (Years) Exercisable Exercise Price
$0.05 1,495,222 5.35 1,494,388 $0.05
$0.10 565,216 6.29 518,286 $0.10
$0.12 956,629 7.20 832,930 $0.12
$0.26 5,803,813 8.20 2,540,345 $0.26
$0.29 2,009,416 9.13 211,125 $0.29
$1.42 3,685,880 9.67 648,837 $142
$0.05-$1.42 14,516,176 8.27 6,245,911 $0.30
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Information on stock option grants, net of forfeitures, for the year ended December 31, 2005 is summarized
as follows:

Number of Intrinsic

Type of Equity Options Exercise Estimated Fair Value Per

Date of issuance Issuance Granted Price Market Value Share

January 24, Employee 999,500 $ 0.26 $ 0.26 $ 0.00
2005 Options

May 17,2005 Employee 736,500 $ 0.26 $ 0.26 $ 0.00
Options

July 12,2005  Employee 1,083,736 $ 0.29 $ 0.29 $ 0.00
Options

September 27, Employee 1,404,500 $ 0.29 $ 0.29 $ 0.00
2005 Options

The fair value of the Company’s common stock during 2005 was determined by the Board of Directors
based on a variety of factors, including independent valuations performed on a retrospective basis by
Pagemill Partners LLC.

On May 5, 2006, the Company granted options to certain employees and directors to purchase 3,687,380
shares of common stock at an exercise price of $1.42 per share, which was the estimated fair value of the
Company’s common stock at the date of grant. Therefore, such options had no intrinsic value as of May 5,
2006. The fair value of the Company’s common stock as of May 5, 2006 was determined by the Board of
Directors based on a variety of factors, including an independent valuation performed on a
contemporaneous basis by Pagemill Partners LLC.

The fair value of the options granted during the six months ended June 30, 2006 was determined using a
Black-Scholes-Merton option pricing model and the assumptions set forth below:

Expected life of options 5.00-6.25 years

Volatility 70%
Risk-free interest rate 5.03%
Expected dividend yield 0.00%
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The weighted-average grant-date fair value of stock options granted during the six months ended June 30,
2006 was $0.88 per share.

The Company recorded share-based payment expense of $513 for the three and six months ended June 30,
2006 relating to the May 5, 2006 employee stock option grants.

As of June 30, 2006, there was $2,000 of unrecognized compensation cost related to nonvested stock
options. This cost is expected to be recognized over a weighted-average period of approximately 1.15
years.

The aggregate fair value of options accounted for under SFAS No. 123(R) that vested in the six-month
period ended June 30, 2006 was $468.

In connection with the Agreement (Note 1), the Company agreed to provide certain severance benefits,
including cash compensation and the acceleration of vesting of 50% of the then outstanding stock options,
to any of its officers who are actually or constructively terminated within 12 months of the merger with
First Avenue.

Certain of the Company’s key employees have executed agreements that provide for, upon (i) a change in
control of the Company or (ii) termination of employment, the acceleration of vesting of stock options
granted to such employees. The merger with First Avenue (Note 1) does not constitute a change in control
and there was no accelerated vesting for such employees as a result of these agreements.

Nonvested Common Stock Awards

On May 12, 2006, in connection with the Agreement (Note 1), the Company agreed to grant two employees
(one of whom is an executive officer) and a director a total of 467,907 shares of nonvested common stock
(determined on a pre-merger basis). On June 22, 2006, the board of directors modified the employees’
award of 311,938 shares to vest on the earlier of the following after the consummation of the merger with
First Avenue: (i) the seventh day after earnings are released for the third quarter of 2006; (ii) the date of
termination of such employee’s employment other than for cause; and (iii) such employee’s death. On

June 22, 2006, the director’s award of 155,969 shares of
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restricted common stock (determined on a pre-merger basis) was modified to vest on the earlier of the
following after the consummation of the merger: (i) the seventh day after earnings are released for the
fourth quarter of 2006; (ii) the date of termination of such director’s services to the Company other than for
cause; and (iii) the director’s death.

On June 22, 2006, the Company’s board of directors granted an executive officer of the Company 155,969
shares of restricted common stock (determined on a pre-merger basis). This award will vest on the earlier
of the following after the consummation of the merger with First Avenue: (i) the seventh day after earnings
are released for the third quarter of 2006; or (ii) such person’s death.

The aggregate fair value of these nonvested common stock awards was based on the as-converted number
of First Avenue’s common shares and the closing price of First Avenue’s common shares at the grant dates
and is being recognized on a straight-line basis over the period from the grant dates through the estimated
date of complete vesting. The Company recorded share-based payment expense of $613 for the three and
six months ended June 30, 2006 in connection with these grants of nonvested common stock.

A summary of the nonvested common stock award activity for the six months ended June 30, 2006 is as
follows:

Weighted-
Average
Grant-Date Fair
Number of Shares Value Per Share

Balance at December 31, 2005 — 8 —
Granted 623,876 $ 3.39
Vested — 8 —
Canceled — $ —
Balance at June 30, 2006 623,876 $ 3.39
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As of June 30, 2006, there was approximately $1,513 of unrecognized compensation cost related to
nonvested common stock awards. This compensation cost is expected to be recognized over a weighted-
average period of approximately two months. The aggregate intrinsic value of nonvested common stock
awards outstanding at June 30, 2006 was $2,211.

Other Stock-Based Compensation

During the years ended December 31, 2005, 2004, and 2003, the Company granted nonstatutory stock
options (“NSOs”) to advisors and consultants to purchase 20,000, 34,080 and 59,403 shares of common
stock, respectively, at prices ranging from $0.10 to $0.29 per share. In general, NSOs granted to consultants
vest and become exercisable immediately, and NSOs granted to advisors vest and become exercisable over
two years. In accordance with SFAS No. 123 and related interpretations, NSOs are initially recorded at fair
value and periodically revalued over the vesting period. The Company recorded stock-based compensation
expense of $4, $4 and $5 related to these NSOs during the years ended December 31, 2005, 2004, and
2003, respectively, using the Black-Scholes option valuation model and the following assumptions: risk-
free interest rates ranging from 3.86% to 5.06%; no dividend yield; expected volatility of 70%; and an
expected life of ten years. Through December 31, 2005, 103,489 shares of common stock have been issued
through the exercise of NSOs.
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Employee and nonemployee stock-based compensation expense was recorded in the statements of
operations as follows:

Year Ended Three Months Six Months
December 31, Ended June 30, Ended June 30,
2005 2004 2003 2006 2005 2006 2005

Cost of service revenues $ 53 § — $ 4 $ 377 § — ¢ 382 § —
Sales and marketing 104 3 — 24 — 34 —
General and administrative 77 1 1 727 — 732 —
Total $234 $ 4 $ 5 $1128 $ — $1,148 $ —

During the year ended December 31, 2005, the Company issued 50,000 shares of fully-vested common
stock to a consultant in exchange for services rendered. The fair value of such shares at the date of issuance
of $14 was charged to general and administrative expense in 2005.

Common Stock Reserved for Future Issuance

Shares of common stock reserved for future issuance were as follows as of December 31, 2005 and June
30, 2006:

December 31, 2005 June 30, 2006

Convertible preferred stock 225,000,000 225,000,000
Stock options 28,800,264 28,195,072
253,800,264 253,195,072

F-38




FiberTower Corporation
Notes to Financial Statements (Continued)
(All amounts are in thousands, except share and per share data)
(All information as of June 30, 2006 and for the three and six months ended June 30, 2006 and 2005
is unaudited)

8. Income Taxes

A reconciliation of FiberTower’s effective tax rate as a percentage of loss before income tax benefit and the
federal statutory tax rate for the years ended December 31, 2005, 2004 and 2003 is as follows:

2005 2004 2003

Federal statutory tax rate 34.0% 34.0% 34.0%
State income tax, net of federal benefit 6.0% 6.0% 6.0%
Change in valuation allowance (40.0)% (40.0)% (40.0)%
Effective income tax rate 0.0% 0.0% 0.0%

Due to the Company’s (i) net operating losses since inception and (ii) present inability to recognize the
potential benefits of its net operating loss carryforwards, as described below, no provision or benefit for
income taxes has been recorded in the accompanying financial statements.

Deferred tax assets and liabilities at December 31, 2005 and 2004 are as follows:

2005 2004
Deferred tax assets:

Net operating loss carryforwards $18,000 $ 9,800

Other temporary differences 700 200
Total deferred tax assets 18,700 10,000
Deferred tax liabilities:

Property and equipment depreciation and impairment (400) (800)
Net deferred tax assets 18,300 9,200
Valuation allowance (18,300) (9,200)
Net deferred tax assets $ — $ —

Realization of the Company’s deferred tax assets is dependent upon future taxable income, the amount and
timing of which are uncertain. Accordingly, the deferred tax assets have been fully offset by a valuation
allowance. During the years ended December 31, 2005, 2004 and 2003, the Company increased the
valuation allowance by approximately $9,100, $4,900 and $2,200, respectively.
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As of December 31, 2005, the Company had federal and state net operating loss carryforwards of
approximately $44,500 and $44,100, respectively. Such federal and state net operating loss carryforwards
will expire at various dates (i) beginning in 2021 and ending in 2025 and (ii) beginning in 2009 and ending
in 2015, respectively, if not utilized.

Utilization of the Company’s net operating loss carryforwards may be subject to a substantial annual
limitation due to the ownership change limitations included in the Internal Revenue Code of 1986, as
amended, and similar state provisions. These annual limitations may result in the expiration of net
operating losses before they are utilized.

9. Retirement Savings Plan

The Company maintains a 401(Kk) retirement savings plan (the “Savings Plan”) for its permanent
employees. Each participant in the Savings Plan may elect to contribute a percentage of his or her annual
compensation to the Savings Plan, up to a specified maximum amount per year. The Company, at its
discretion, may also make contributions to the Savings Plan. The Company made no contributions to the
Savings Plan during the years ended December 31, 2005, 2004 and 2003 and the three and six months
ended June 30, 2006 and 2005. Benefits payable under the Savings Plan are limited to Company and
employee contributions and earnings thereon.

10. Related Party Transactions

During the years ended December 31, 2005, 2004 and 2003 and the three and six months ended June 30,
2006 and 2005, the Company leased collocation space from certain stockholders that (i) own greater than
10% of the Company’s outstanding equity securities and/or (ii) have representatives who serve on the
Company’s Board of Directors. One of these related parties also provided the Company with certain
services pertaining to its network operations center during such years. The aggregate operating expenses
included in the accompanying statements of operations for the year ended December 31, 2005 and the six
months ended June 30, 2006 and 2005 pertaining to these lease and service arrangements were
approximately $433, $648 and $162, respectively (the Company does not consider the corresponding
amounts for the years ended December 31, 2004 and 2003 to be material to its financial statements).
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During the years ended December 31, 2005, 2004 and 2003, (i) a member of the Company’s Board of
Directors and (ii) an investor in the Company served as consultants to the Company on various aspects of
the Company’s business and strategy. These individuals were compensated for their services with varying
amounts of cash and stock options, which the Company does not consider to be material to the
accompanying financial statements.

11. Subsequent Event (Unaudited)

On October, 25, 2006, the Company agreed to sell $350 million of its 9.00% Convertible Senior Secured
Notes (“Notes”) to a number of nationally recognized investment banks (“Initial Purchasers™) in a private
placement. Subsequently, the Initial Purchasers exercised their option to acquire up to $52.5 million of
additional Notes. The Company will issue the Notes pursuant to an Indenture dated November 9, 2006. The
Notes will be guaranteed by the Company and each of its subsidiaries and will be secured by substantially
all of the Company’s assets (subject to a prior lien to secure a working capital facility of up to $50 million).
The Notes will mature on November 15, 2012 and will bear interest at 9% per annum payable in arrears on
May 15 and November 15 each year. The holders of the Notes may convert the Notes into common shares
at an effective price of $8.29 per share. The conversion price per share may be reduced if certain conditions
by the Company are not met. The Company’s obligation to issue shares upon conversion is capped at
28,767,197 shares unless shareholder approval is obtained for such issuance. Management expects to
complete the sale of the Notes on November 9, 2006.
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UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS

Overview

The following unaudited pro forma condensed combined financial statements give effect to the
Merger of Old FiberTower and First Avenue on August 29, 2006 under the purchase method of accounting.
The following unaudited pro forma condensed combined balance sheet as of June 30, 2006 is based on the
historical balance sheets of Old FiberTower and First Avenue and has been prepared to reflect the Merger as if
it had been consummated on June 30, 2006. Such pro forma information is based upon the historical balance
sheet data of Old FiberTower and the historical consolidated balance sheet data of First Avenue, each at
June 30, 2006. The following unaudited pro forma condensed combined statement of operations for the year
ended December 31, 2005 combines Old FiberTower’s historical statement of operations for the year then
ended with First Avenue’s historical consolidated statement of operations for the year then ended, as if the
Merger was consummated on January 1, 2005. The following unaudited pro forma condensed combined
statement of operations for the six months ended June 30, 2006 combines Old FiberTower’s historical
statement of operations for the six months ended June 30, 2006 with First Avenue’s historical consolidated
statement of operations for the six months ended June 30, 2006, as if the Merger was consummated on
January 1, 2005.

First Avenue adopted the provisions of SFAS No. 123(R), “Share-Based Payment,” on January 1,
2005 using the modified prospective method. Old FiberTower adopted the provisions of SFAS No. 123(R) on
January 1, 2006 using the prospective method. Therefore, the historical statements of operations of First
Avenue and Old FiberTower included in the accompanying unaudited pro forma condensed combined
statements of operations are not comparable with respect to the recognition of stock-based compensation.

The Merger is being accounted for herein using the purchase method of accounting. Under the
purchase method of accounting, the aggregate consideration paid is allocated to the tangible and identifiable
intangible assets acquired and liabilities assumed on the basis of their fair values on the transaction date. Any
excess purchase price is recorded as goodwill. These unaudited pro forma condensed combined financial
statements have been prepared based on preliminary estimates of fair values. The actual amounts and the
allocation between net tangible and intangible assets ultimately recorded may differ materially from the
information presented in these unaudited pro forma condensed combined financial statements. The primary
areas of the purchase price allocation that are not yet finalized relate to the valuation of identifiable intangible
assets, including the FCC licenses, certain fixed assets, certain liabilities assumed, and residual goodwill. A
recent preliminary valuation conducted by a third party in conjunction with this merger was used by
management in determining the estimated fair value of certain of First Avenue’s tangible and intangible
assets. The final allocation is dependent upon the completion of such valuation and other studies. The
preliminary estimates of the fair values of the assets acquired and liabilities assumed




reflected herein is subject to change based on completion of the valuation of the assets acquired and
liabilities assumed as of the closing date.

No account has been taken within the unaudited pro forma condensed combined financial statements
of any future changes in accounting policies or any synergies (including cost savings), all of which may or
may not occur as a result of the Merger. In addition, the impact of ongoing integration activities and other
changes in First Avenue’s assets and liabilities could cause material differences in the information presented.

The unaudited pro forma condensed combined financial statements are not necessarily indicative of
the consolidated results of operations or financial condition of the combined company that would have been
reported had the Merger been completed as of the dates presented, and are not necessarily representative of
future consolidated results of operations or financial condition of the combined company.

The unaudited pro forma condensed combined financial statements should be read in conjunction
with the historical financial statements and accompanying notes of Old FiberTower included elsewhere in this
Form 8-K/A and First Avenue included in its Annual Report on Form 10-K and Quarterly Reports on Form
10-Q.

Accounting Treatment of the Merger

The Merger of First Avenue and Old FiberTower has been accounted for as a reverse acquisition
under the purchase method of accounting, principally because the stockholders of Old FiberTower (i) received
approximately 51% of the common stock of the combined company as a result of the Merger and
(ii) designated the majority of the members of the combined company’s board of directors and committees
thereof. Under this accounting treatment, Old FiberTower is considered the acquiring entity and First Avenue
is considered the acquired entity. The financial statements of the combined company after the Merger will
reflect the financial results of Old FiberTower on a historical basis after applying the exchange ratio to
historical share-related data, and will include the results of operations of First Avenue from the effective date
of the Merger.




FiberTower Corporation
Unaudited Pro Forma Condensed Combined Balance Sheet
June 30, 2006

(in thousands)

Current assets:
Cash and cash equivalents
Certificates of deposit
Restricted cash and cash equivalents
Accounts receivable, net
Prepaid expenses and other current assets
Total current assets
Long-term restricted cash and cash equivalents
Property and equipment, net of accumulated
depreciation and amortization
FCC licenses
Goodwill
Intangible and other assets
Total assets

Current liabilities:
Accounts payable
Accrued compensation and related benefits
Deferred revenue, current portion
Accrued restructuring liabilities, current portion
Other accrued liabilities
Total current liabilities

Deferred revenue, less current portion

Deferred rent

Asset retirement obligations

Long-term accounts payable

Accrued restructuring liabilities, less current portion

Accrued property and use taxes pertaining to a
predecessor entity

Convertible preferred stock

Stockholders’ equity (deficit):
Common stock

Additional paid-in capital

Notes receivable from stockholders

Accumulated deficit

Total stockholders’ equity (deficit)
Total liabilities and stockholders’ equity (deficit)

Historical
old Pro Forma Pro Forma
FiberTower First Avenue Adjustments Combined
$ 42,996 $ 41,021 $ 4,162(a) $ 88,179
— 20,116 — 20,116
1,842 — — 1,842
1,625 562 169(c) 2,356
973 412 — 1,385
47,436 62,111 4,331 113,878
1,701 134 — 1,835
129,253 8,145 16(b) 137,414
— 60,662  281,338(d) 342,000
— 90,727  51,406(e) 142,133
1,447 285 3,000(f) 4,732
$ 179,837 § 222,064 $ 340,091 § 741,992
$ 15,039 $ 515 — $ 15554
3,250 997 — 4,247
4 126 — 130
— 297 447(g) 744
2,980 491 839(h) 4,310
21,273 2,426 1,286 24,985
— 246 — 246
490 — — 490
944 — — 944
291 — — 291
— 251 — 251
— 4,123 — 4,123
220,675 —  (220,675)(i) —
(2)(4)
2 67 73(j) 140
(281,942)(K)
549,545 (j)
1,934 281,942 220,653(i) 772,132
(4,162) — 4,162 (a) —
(61,610) (66,991) 66,991 (k) (61,610)
(63,836) 215,018 559,480 710,662

$ 179,837 ¢ 222,064 $ 340,091 $

741,992

The accompanying notes are an integral part of these unaudited pro forma
condensed combined financial statements.






FiberTower Corporation

Unaudited Pro Forma Condensed Combined Statement of Operations

(in thousands, except per share data)

Service revenues
Operating expenses:

For the Year Ended December 31, 2005

Cost of service revenues (excluding depreciation and

amortization)
Sales and marketing
General and administrative
Depreciation and amortization
Total operating expenses
Loss from operations
Other income (expense):
Interest income
Interest expense
Other
Other income, net
Net loss

Basic and diluted loss per share

Weighted average common shares used in per share

amounts

Basic and diluted

Historical

Oold First Pro Forma Pro Forma
FiberTower  Avenue  Adjustments Combined
$ 6224 $ 1,325 § — § 7549
19,224 3,470 585(p) 23,279
3822 2528 685(p) 7,035
4,444 8373 241(p) 13,058
3,096 105 300(0) 3,501
30,586 14,476 1,811 46,873
(24,362) (13,151)  (1,811)  (39,324)
2,683 1,825 — 4,508
(223) — — (223)
@) — — ()
2,453 1,825 — 4,278
$ (21,909) $(11,326) $  (1,811) $(35,046)
$ (149)$ (0.19) $ (0.29)

(14,660)(1)

(58,860)(I)

67,204 (m)

14,660 58,860

The accompanying notes are an integral part of these unaudited pro forma

condensed combined financial statements.

52,822 (n) 120,026




FiberTower Corporation
Unaudited Pro Forma Condensed Combined Statement of Operations

For the Six Months Ende

(in thousands, except per share data)

Service revenues

Operating expenses (excluding depreciation and
amortization):
Cost of service revenues
Sales and marketing
General and administrative
Depreciation and amortization
Total operating expenses
Loss from operations

Other income (expense):
Interest income
Interest and other expense

d June 30, 2006

Historical

Oold First Pro Forma Pro Forma
FiberTower  Avenue  Adjustments Combined

$ 5616 ¢ 883 ¢

14,733 2,813
2,479 2,631
4,446 5,934
2,318 148

— § 6,499

293(p) 17,839
343(p) 5,453
121(p) 10,501
150(0) 2,616

23,976 11,526

907 36,409

(18,360) (10,643)

(907) ~ (29,910)

Other income, net

1,971 1,411 — 3,382
(99) — — (99)
1,872 1,411 — 3,283

Net loss

$ (16/488) ¢ (9,232) ¢

(907) £ (26,627)

Basic and diluted loss per share

$ (095)¢ (0.15)

Weighted average common shares used in per share
amounts
Basic and diluted

17,403 62,856

$ (0.19)

(17,403)() 140,558
(62,856)(1)
67,204 (m)
73,354(n)

The accompanying notes are an integral part of these unaudited pro forma condensed combined financial

statements.




FIBERTOWER CORPORATION
NOTES TO UNAUDITED PRO FORMA CONDENSED
COMBINED FINANCIAL STATEMENTS

1. Basis of presentation

These unaudited pro forma condensed combined financial statements present the pro forma financial
position and results of operations of the combined company based upon historical financial information after
giving effect to the transaction and adjustments described in these footnotes. These unaudited pro forma
condensed combined financial statements are not necessarily indicative of the results of operations that would
have been achieved had the Merger actually taken place at the dates indicated and do not purport to be
indicative of the results that may be expected to occur in the future.

The unaudited pro forma condensed combined balance sheet is based on the historical balance sheets
of Old FiberTower and First Avenue and has been prepared to reflect the Merger as if it had been
consummated on June 30, 2006. Such pro forma information is based upon the historical balance sheet data of
each of Old FiberTower and First Avenue at June 30, 2006. The unaudited pro forma condensed combined
statement of operations for the year ended December 31, 2005 combines Old FiberTower’s historical
statement of operations for the year then ended with First Avenue’s historical consolidated statement of
operations for the year then ended, as if the Merger had been consummated on January 1, 2005. The unaudited
pro forma condensed combined statement of operations for the six months ended June 30, 2006 combines Old
FiberTower’s historical statement of operations for the six months then ended with First Avenue’s historical
consolidated statement of operations for the six months then ended, as if the Merger had been consummated
on January 1, 2005.

First Avenue adopted the provisions of SFAS No. 123(R), “Share-Based Payment,” on January 1,
2005 using the modified prospective method. Old FiberTower adopted the provisions of SFAS No. 123(R) on
January 1, 2006 using the prospective method. Therefore, the historical statements of operations of First
Avenue and Old FiberTower included in the accompanying unaudited pro forma condensed combined
statements of operations are not comparable with respect to the recognition of stock-based compensation.

The unaudited pro forma condensed combined financial statements should be read in conjunction
with the historical financial statements and accompanying notes of Old FiberTower included elsewhere in this
Form 8-K/A and First Avenue included in its Annual Report on Form 10-K and Quarterly Reports on Form
10-Q.

2. Pro forma transaction
On August 29, 2006, Old FiberTower and First Avenue merged, with First Avenue acquiring all of

the issued and outstanding shares and stock options of Old FiberTower in exchange for the issuance of shares
and stock options of First Avenue.




The Merger of First Avenue and Old FiberTower has been accounted for as a reverse acquisition
under the purchase method of accounting, principally because the stockholders of Old FiberTower (i) received
approximately 51% of the common stock of the combined company and (ii) designated the majority of the
members of the combined company’s board of directors and committees thereof. Under this accounting
treatment, Old FiberTower is considered the acquiring entity and First Avenue is considered the acquired
entity. The financial statements of the combined company after the Merger will reflect the financial results of
Old FiberTower on a historical basis after applying the exchange ratio to historical share-related data, and will
include the results of operations of First Avenue from the effective date of the Merger.

The total purchase consideration is as follows (in thousands):

Shares Estimated
Issued Fair Value

Shares of First Avenue common stock 67,204 $520,160
First Avenue stock options and warrants 6,282 27,501
Estimated acquisition costs incurred by FiberTower 2,000
Merger-related restructuring liability 447

Total Purchase Price $550,108

The fair value per share of First Avenue common stock of $7.74 is based on the closing market price
on August 29, 2006, the effective date of the Merger.

The fair value of the First Avenue stock options and warrants for purposes of the purchase
consideration, has been calculated based on the fair value per share of First Avenue common stock described
above using the Black-Scholes option pricing model with the following assumptions:

Risk-free interest rate 4.72% -
4.85%
Expected dividend yield 0%
Expected life 1-84
years
Volatility 68.1% -
106.8%

The fair value of unvested First Avenue options and restricted stock grants, which was determined
using the Black-Scholes option pricing model with the above assumptions, totaled $2.5 million, and was
deducted from the purchase consideration and will be recognized as compensation expense over the vesting
period. Unvested restricted stock with a fair value of $3.5 million will also be recognized as compensation
expense over the vesting period.

The purchase consideration was preliminarily allocated to the assets acquired and liabilities assumed
based on management’s preliminary analysis and estimates of their fair values, which was based partially on a
draft valuation prepared by a third party with respect to certain of First Avenue’s tangible and intangible
assets. A final allocation is dependent upon the completion of such valuation and other studies. The
preliminary estimates of the fair values of the assets acquired and liabilities assumed reflected herein is subject
to change based on completion of the valuation of the assets acquired and liabilities assumed as of the closing
date.




The preliminary allocation of the purchase price as of June 30, 2006 is as follows:

Estimated
Fair Value
Net tangible assets $ 62,975
FCC Licenses 342,000
Customer relationships 3,000
Goodwill 142,133
$550,108

3. Pro forma adjustments

The unaudited pro forma condensed combined financial statements give effect to the transaction
described in Note 2 as if it had occurred on June 30, 2006 for purposes of the unaudited pro forma condensed
combined balance sheet and on January 1, 2005 for purposes of the unaudited pro forma condensed combined
statements of operations. Adjustments in the unaudited pro forma condensed combined financial statements
are as follows:

@ Adjustment to reflect repayment with cash of notes receivable from stockholders, including
accrued interest.

(b) Adjustment to reflect the preliminary fair value of First Avenue’s property and equipment.
This adjustment was determined through preliminary estimates based on a draft third party valuation
performed in connection with the Merger.

(© Adjustment to reflect previously unrecorded accrued interest receivable.

(d) Adjustment to reflect preliminary estimated fair value of the FCC spectrum. This
adjustment was determined through preliminary estimates based on a draft third party valuation performed in
connection with the Merger. The FCC spectrum asset has been determined to be an indefinite lived intangible
asset based on the following:

e FCC spectrum is a non-depleting asset;

e The licenses are integral to the business and the Company expects them to contribute
to cash flows indefinitely;

e License renewal applications are generally authorized by the FCC subject to certain
conditions, without substantial cost under a stable regulatory, legislative and legal
environment;

e Maintenance expenditures required to obtain future cash flows are not significant;
and,

e The Company intends to use these assets for the foreseeable future.

() Adjustment to eliminate First Avenue’s historical goodwill and record preliminary
estimated goodwill related to the Merger.




() Adjustment to reflect preliminary estimated fair value of First Avenue’s customer
relationships. This adjustment was determined through preliminary estimates based on a draft third party
valuation performed in connection with the Merger. The customer relationship asset has an estimated useful
life of 10 years and will be amortized using the straight line method.

(9) Adjustment for merger-related restructuring liability. These liabilities were incurred for
activities related to employees severed and relocated as a result of the Merger.

(h) Adjustment to accrue for the balance of estimated transaction-related costs.

0] Adjustment to reflect conversion of Old FiberTower convertible preferred stock to
common stock.

()] Adjustment to reflect fair value of common stock issued for First Avenue, net of
adjustments to reflect the elimination of Old FiberTower’s par value common stock and the substitution of
First Avenue’s par value common stock.

(k) Adjustment to eliminate First Avenue’s historical stockholders’ equity.

)] Adjustment to eliminate the weighted average outstanding common shares for Old
FiberTower and First Avenue and replace them in items (1) and (m) below with the weighted average
outstanding common and preferred shares of FiberTower (adjusted for the Merger exchange ratio).

(m) Adjustment to record First Avenue common shares outstanding at the time of the Merger
closing, as if such shares were outstanding at the beginning of the period.

(n) Adjustment to record conversion of Old FiberTower preferred stock to common stock
and the conversion of both common stock and preferred stock pursuant to the exchange ratio.

(o) Adjustment to record amortization of customer relationship intangible asset acquired
over the estimated useful life of 10 years.

(p) Adjustment to record estimated amortization of share-based compensation pursuant to
SFAS 123 (R) associated with unvested stock options and restricted stock grants made to First Avenue
employees.




