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ITEM 1.   FINANCIAL STATEMENTS 
  

FIBERTOWER CORPORATION 
Condensed Consolidated Balance Sheets 

(unaudited) 
(In thousands, except par value) 

  

  
See accompanying notes. 
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June 30, 2008 
 

December 31, 2007
 

Assets: 
       

Current assets: 
       

Cash and cash equivalents 
 

$ 172,401 
  $ 223,330

 

Certificates of deposit 5,000 
  5,000

Restricted cash and investments, current portion 
 

18,194 
  35,757

 

Accounts receivable, net of allowances of $148 at June 30, 2008 and $151 at 
December 31, 2007  

 

4,528 
  3,684 

 

Prepaid expenses and other current assets 
 

2,166 
  1,840

 

Total current assets 
 

202,289 
  269,611

 

Restricted cash and investments 
 

1,233 
  1,222

 

Property and equipment, net 
 

242,194 
  240,799

 

FCC licenses 342,000 
  342,000

Goodwill 
 

— 
  86,093

 

Debt issuance costs, net 
 

10,740 
  11,855

 

Intangible and other long-term assets, net 4,103 
  3,975

Total assets 
 

$ 802,559 
  $ 955,555

 

     
Liabilities and Stockholders’ Equity: 

       

Current liabilities: 
    

Accounts payable 
 

$ 6,135 
  $ 13,672

 

Accrued compensation and related benefits 
 

3,446 
  3,369

 

Accrued interest payable 
 

4,528 
  4,629

 

Other accrued liabilities 
 

2,072 
  3,555

 

Current portion of accrued restructuring costs 2,164 
  —

Total current liabilities 18,345 
  25,225

Other liabilities 
 

797 
  487

 

Deferred rent 5,395 
  4,223

Asset retirement obligations 
 

3,710 
  3,311

 

Long-term accrued restructuring costs, net of current portion
 

2,829 
  —

 

Convertible senior secured notes 
 

422,891 
  415,778

 

Deferred tax liability 
 

93,561 
  93,561

 

Total liabilities 
 

547,528 
  542,585

 

Commitments and contingencies 
    

Stockholders’ equity: 
       

Common stock, $0.001 par value; 400,000 shares authorized, 150,499 and 146,242 shares 
issued and outstanding at June 30, 2008 and December 31, 2007, respectively

 

151 
  146

 

Additional paid-in capital 
 

790,891 
  787,371

 

Accumulated deficit 
 

(536,011 ) (374,547 )
Total stockholders’ equity 

 

255,031 
  412,970

 

Total liabilities and stockholders’ equity $ 802,559 
  $ 955,555
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FIBERTOWER CORPORATION 
Condensed Consolidated Statements of Operations 

(unaudited) 
(In thousands, except per share data) 

  

  
See accompanying notes. 
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Three Months Ended 

  Six Months Ended
 

   

June 30,
  June 30,

 

   

2008
 

2007 
  2008

 

2007
 

Service revenues 
 

$ 11,868
 

$ 6,191 
  $ 21,574

 

$ 11,611
 

Operating expenses: 
           

Cost of service revenues (excluding depreciation and amortization)
 

16,180
 

13,982 
  32,401

 

25,256
 

Cost of service revenues - impairment of long-lived assets and other 
charges 

 

8,617
 

75 
  13,433

 

224
 

Sales and marketing 1,656 1,908 
  3,581 3,930

General and administrative 
 

4,691
 

5,669 
  10,963

 

12,866
 

Depreciation and amortization 
 

6,698
 

4,385 
  11,818

 

8,223
 

Restructuring charge 
 

5,524
 

— 
  5,524

 

—
 

Impairment of goodwill 
 

—
 

— 
  86,093

 

—
 

Total operating expenses 
 

43,366
 

26,019 
  163,813

 

50,499
 

Loss from operations 
 

(31,498 ) (19,828 ) (142,239 ) (38,888 )
Other income (expense): 

           

Interest income 1,333 4,691 
  3,674 10,049

Interest expense 
 

(11,336 ) (11,689 ) (22,909 ) (23,946 )
Miscellaneous income, net 

 

37
 

225 
  10

 

346
 

Total other income (expense), net 
 

(9,966 ) (6,773 ) (19,225 ) (13,551 )
Net loss $ (41,464 ) $ (26,601 ) $ (161,464 ) $ (52,439 )
      
Basic and diluted net loss per share 

 

$ (0.29 ) $ (0.19 ) $ (1.12 ) $ (0.37 )
      
Weighted average number of shares used in per share amounts:

           

Basic and diluted 
 

144,286
 

142,808 
  144,165

 

142,534
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FIBERTOWER CORPORATION 
Condensed Consolidated Statements of Cash Flows 

(unaudited) 
(In thousands) 

  

  
See accompanying notes. 
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    Six Months Ended June 30,
 

    2008 
 

2007
 

    
Operating activities 

  
Net loss 

  $ (161,464 ) $ (52,439 )
Adjustments to reconcile net loss to net cash used in operating activities:

      

Depreciation and amortization 
  11,818

 

8,223
 

Decline in value of embedded derivative 
  —

 

(538 )
Accretion of convertible notes 

  7,113 6,124
Accretion of investments in debt securities 

  (655 ) (1,059 )
Accretion of asset retirement obligations 

  209 152
Amortization of debt issuance costs 

  1,115
 

1,052
 

Stock-based compensation 
  3,136

 

4,334
 

Loss on disposal of equipment 
  170

 

160
 

Impairment of long-lived assets and other charges
  13,433

 

224
 

Restructuring charge 
  4,993 —

Impairment of goodwill 
  86,093

 

—
 

Net changes in operating assets and liabilities: 
  

Accounts receivable, net 
  (844 ) (1,181 )

Prepaid expenses and other current assets 
  (326 ) 300

 

Other long-term assets 
  (277 ) 30

 

Accounts payable 
  (7,537 ) (5,007 )

Accrued compensation and related benefits 
  77 (1,244 )

Accrued interest payable 
  (101 ) (88 )

Other accrued liabilities and deferred rent 
  188

 

2,776
 

Net cash used in operating activities 
  (42,859 ) (38,181 )

    
Investing activities 

      

Purchases of short-term investments 
  — (76,945 )

Maturities of short-term investments 
  —

 

72,405
 

Maturities of restricted cash and investments 
  18,207 17,776

Purchase of property and equipment 
  (26,523 ) (47,919 )

Net cash used in investing activities 
  (8,316 ) (34,683 )

    
Financing activities 

      

Proceeds from exercise of stock options 
  246 1,461

Cash provided by financing activities 
  246 1,461

    
Net decrease in cash and cash equivalents 

  (50,929 ) (71,403 )
    
Cash and cash equivalents at beginning of period 

  223,330
 

345,174
 

    
Cash and cash equivalents at end of period 

  $ 172,401 $ 273,771
    
Supplemental Disclosures 

      

Cash paid for interest 
  $ 18,124 $ 18,723
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FIBERTOWER CORPORATION 
Notes to Condensed Consolidated Financial Statements 

(Unaudited) 
  

Note 1—Organization and Business 
  

Organization and operations — FiberTower Corporation (collectively with its subsidiaries, the “Company”) was 
incorporated in 1993 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 is a leading provider of facilities-based backhaul services to wireless carriers. Backhaul is the transport of 

voice, video and data traffic from a wireless carrier’s mobile base station, or cell site, to its mobile switching center or other exchange 
point where the traffic is then switched onto a fixed wireline telecommunications network. The Company utilizes its comprehensive 
wireless spectrum assets to provide backhaul services through a hybrid radio/fiber network architecture. The Company’s services 
allow wireless carriers to optimize their networks, enabling significant improvements in their availability, reliability, scalability and 
cost, while providing a long-term solution for the increasing demand for backhaul capacity. As of June 30, 2008, the Company had 
master service agreements with six of the eight largest U.S. wireless carriers. Through these master service agreements and other 
customer agreements, the Company provided services to 2,584 billing sites in 13 markets throughout the U.S. as of June 30, 2008. 

  
The Company has incurred losses and negative cash flows from operating and investing activities since its inception, and it 

had an accumulated deficit of $536.0 million as of June 30, 2008. Through June 30, 2008, the Company has relied primarily on equity 
and debt financings to fund its operating and investing activities. Management expects operating losses and negative cash flows to 
continue for the foreseeable future.  Failure to generate sufficient revenue could have a material adverse effect on the Company’s 
results of operations, financial condition and cash flows.  The recoverability of assets is highly dependent on the ability of 
management to execute its business plan. 

  
First Avenue/FiberTower merger transaction—On August 29, 2006, FiberTower Network Services Corp. (formerly known as 

“FiberTower Corporation” and referred to hereinafter as “Old FiberTower”) and First Avenue completed a merger pursuant to a 
merger agreement (the “Merger Agreement”) dated May 14, 2006. Under the terms of the Merger Agreement, First Avenue issued 
73.9 million shares of common stock in exchange for all of the issued and outstanding common shares of Old FiberTower. In addition, 
First Avenue issued options for 4.2 million shares of its common stock in exchange for all of the outstanding stock options of Old 
FiberTower. 

  
The merger of First Avenue and Old FiberTower has been accounted for as a reverse acquisition of First Avenue by Old 

FiberTower under the purchase method of accounting because Old FiberTower’s stockholders owned a majority of the shares, on a 
fully diluted basis, of the combined company following the merger. 

  
Note 2—Summary of Significant Accounting Policies 
  

Basis of Presentation — The accompanying unaudited condensed consolidated financial statements have been prepared in 
accordance with generally accepted accounting principles for interim financial information and in accordance with the instructions to 
Form 10-Q and Article 10 of Regulation S-X.  Accordingly, they do not include all of the information and footnotes required by 
generally accepted accounting principles for complete financial statements.  In the opinion of management, all adjustments (consisting 
of normal recurring accruals) considered necessary for a fair presentation have been included.  Operating results for the six month 
period ended June 30, 2008 are not necessarily indicative of the results that may be expected for the year ended December 31, 2008. 

  
Certain amounts in the condensed consolidated statements of operations and statements of cash flows have been reclassified 

to conform to the 2008 presentation. 
  
For further information, refer to the consolidated financial statements and footnotes thereto included in FiberTower’s Annual 

Report on Form 10-K for the year ended December 31, 2007. 
  
There have been no significant changes in our significant accounting policies as of June 30, 2008 as compared to the 

significant accounting policies described in FiberTower’s Annual Report on Form 10-K for the year ended December 31, 2007 except 
for the adoption of SFAS No. 157, Fair Value Measurements (“SFAS 157”) and SFAS No. 159, The Fair Value Option for Financial 
Assets and Financial Liabilities—Including an amendment of SFAS 115 (“SFAS 159”). 

  
6 
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In September 2006, the FASB issued SFAS 157 which establishes specific criteria for the fair value measurements of financial 

and non-financial assets and liabilities under current accounting rules.  The new fair value criteria are primarily applied prospectively 
upon adoption of SFAS 157.  SFAS 157 is effective for fiscal years beginning after November 15, 2007.  In February 2008, the FASB 
amended SFAS 157 to exclude SFAS No. 13, Accounting for Leases, from its scope and approved, through its issuance of FASB Staff 
Position No. FAS 157-2 (“FSP 157-2”), a one-year delay in applying SFAS 157 to certain fair value measurements, primarily related 
to non-financial instruments such as business combinations, acquired goodwill and intangibles, long-lived assets held for disposal and 
liabilities related to exit or disposal activities.  The Company adopted the provisions of SFAS 157 on January 1, 2008.  The adoption 
of SFAS 157 did not have an impact on the consolidated financial condition, results of operations or cash flows of the Company.  See 
Note 8 for information and related disclosures regarding the Company’s fair value measurements. 

  
In February, 2007, the FASB issued SFAS 159 which permits a company to voluntarily elect to use fair value, instead of 

historic or original cost, to account for certain financial assets and liabilities.  The fair value option is designated on an item-by-item 
basis, is irrevocable and requires that changes in fair value in subsequent periods be recognized in earnings in the period of change.  
On the date of adoption, if the fair value option is elected for any existing financial assets or liabilities, all previously unrealized gains 
or losses, if any, will be charged directly to retained earnings as a cumulative-effect adjustment.  Items eligible for the fair value 
option include available-for-sale securities and loans payable.    SFAS 159 is effective for fiscal years beginning after November 15, 
2007.  Effective January 1, 2008, the Company elected not to apply the optional provisions of SFAS 159 to any of its assets and 
liabilities.  Therefore, SFAS 159 did not impact the consolidated financial condition, results of operations or cash flows of the 
Company.  Subsequent to the adoption of SFAS 159, the election to use the fair value method for future eligible transactions will be 
made on a case-by-case and instrument-by-instrument basis. 

  
Recent accounting pronouncements — In March 2008, the FASB issued Statement of Financial Accounting Standard No. 161 

(“SFAS 161”), Disclosures about Derivative Instruments and Hedging Activities.  SFAS 161 requires enhanced disclosures about 
(a) how and why an entity uses derivative instruments, (b) how derivative instruments and related hedged items are accounted for 
under SFAS No. 133 and its related interpretations, and (c) how derivative instruments and related hedged items affect an entity’s 
financial position, financial performance and cash flows.  SFAS 161 is effective for fiscal years and interim periods beginning after 
November 15, 2008.  The Company is currently evaluating the potential impact of this pronouncement on its consolidated financial 
statements. 

  
Note 3—Property and Equipment 
  

Property and equipment consisted of the following (in thousands): 
  

  
As of June 30, 2008 and December 31, 2007, network equipment and construction-in-progress included capitalized internal 

labor costs of $18.7 million and $17.1 million, respectively.  During the three and six months ended June 30, 2008, $0.6 million and 
$1.6 million, respectively, was capitalized.  During the three and six months ended June 30, 2007, $1.6 million and $3.2 million, 
respectively, was capitalized. 

  
As of June 30, 2008 and December 31, 2007, network equipment and construction-in-progress included capitalized interest of 

$10.0 million and $6.4 million, respectively.  During the three and six months ended June 30, 2008, $1.8 million and $3.6 million, 
respectively, was capitalized.  During the three and six months ended June 30, 2007, $1.7 million and $2.0 million, respectively, was 
capitalized. 

  
Assets classified as construction-in-progress are not being depreciated as they have not yet been placed in service. 
  
See discussion in Note 5 of impairment charges related to Property and Equipment recorded in 2008. 
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June 30, 2008 
  December 31, 2007

 

Network equipment 
 

$ 227,077 
  $ 183,179

 

Internal-use computer software 2,827 
  2,731

Office equipment and other 
 

2,822 
  2,753

 

   

232,726 
  188,663

 

Less: accumulated depreciation and amortization
 

43,365 
  31,894

 

Property and equipment in-service, net 
 

189,361 
  156,769

 

Construction-in-progress 52,833 
  84,030

Property and equipment, net 
 

$ 242,194 
  $ 240,799
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Note 4—Restructuring Charge 
  
During the quarter ended June 30, 2008, the Company recorded a restructuring charge of $5.5 million as a result of the 

Company’s decision to restructure its operations to reflect changes in its strategic plans designed to reduce costs.  The resultant 
restructuring charge reflects i) the Company’s decision to cease market development activities in the Carolina’s market resulting in an 
exit plan for its site operating leases, ii) termination benefits under a workforce reduction of 59 employees consistent with the 
Company’s current network deployment plan and iii) the consequent termination or renegotiation of excess office space including the 
former headquarters in New Jersey. 

  
The Company accounted for its exit plan for operating leases in accordance with SFAS No. 146, Accounting for Costs 

Associated with Exit or Disposal Activities, which requires that a liability for costs associated with an exit or disposal activity be 
recognized when the liability is incurred.  The Company accounted for the termination benefits under the workforce reduction in 
accordance with SFAS No. 112, Employer’s Accounting for Post-employment Benefits discounted using  an estimated credit-adjusted 
risk-free interest rate.  The restructuring charge is included in operating expenses on the condensed consolidated statements of 
operations and is summarized as follows (in thousands): 

  

  
The accrued restructuring costs associated with the contract terminations of the operating leases are expected to be paid over 

the remaining lease term, which generally approximates four years, or shorter as payoff arrangements are concluded.  The accrued 
restructuring costs associated with the workforce reduction are expected to be paid before the end of fiscal year 2008. 

  
Note 5—Impairment of Long-Lived Assets and Other Charges 
  

Construction of the Company’s network operations is a complex process involving the interaction and assembly of multiple 
components including internal labor, third party costs and equipment costs. The Company regularly assesses the realizability of costs 
accumulated in construction-in-progress as it executes its network build plans.  During the three months ended June 30, 2008 and 
2007, the Company recorded an impairment charge of $8.6 million and $0.1 million, respectively, relating to this process which is 
included in cost of service revenues.  During the six months ended June 30, 2008 and 2007, this impairment charge was $13.4 million 
and $0.2 million, respectively. 

  
Note 6—Impairment of Goodwill 
  

At December 31, 2007, the carrying value of the Company’s goodwill, related to the First Avenue/FiberTower merger, 
totaled $86.1 million.  The carrying value of goodwill was reduced by $147.9 million in impairment charges recorded in the third and 
fourth quarters of 2007. 

  
As a result of a further decline in the Company’s market equity value during the quarter ended March 31, 2008, the Company 

believed an indicator of further impairment existed and, accordingly, performed an interim review of the value of its goodwill.  In the 
quarter ended March 31, 2008, the Company concluded that the carrying value of goodwill was fully impaired and recorded an 
impairment charge of $86.1 million, reducing the fair value of goodwill to zero. 

  
In performing its impairment tests, the Company compared the fair value of the Company’s single reporting unit to its 

carrying value.  The Company estimated the fair value of the reporting unit using both observed market equity values based on the 
Company’s publicly-traded stock price and the income approach, which requires estimates of future operating results and cash flows 
discounted using an appropriate discount rate.  As a result of these tests, the Company concluded that the carrying amount of its 
reporting unit exceeded its fair value. 

  
The goodwill impairment charge is included in operating expenses on the condensed consolidated statements of operations. 
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Operating Leases
 

Workforce 
Reduction

  Total 
 

Balance at March 31, 2008 
 

$ —
 

— 
  $ —

 

Restructuring charge 
 

4,071
 

1,453 
  5,524

 

Cash payments (86 ) (445 ) (531 )
      
Balance at June 30, 2008 

 

$ 3,985
 

$ 1,008 
  $ 4,993
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Note 7—Convertible Senior Secured Notes 

  
On November 9, 2006, the Company completed the sale of $402.5 million of 9.00% Convertible Senior Secured Notes 

(“Notes”) that mature on November 15, 2012. The Notes were sold to the initial purchasers in a private placement exempt from the 
registration requirements of the Securities Act of 1933, as amended. The Notes are fully guaranteed, jointly and severally 
(“Guarantees”), by the Company and each of its subsidiaries (“Guarantors”). 

  
The Notes bear interest at a coupon rate of 9% per annum, payable semi-annually in arrears in cash on May 15 and 

November 15 each year. As required by the indenture governing the Notes, the Company used $68.5 million of the net proceeds to 
acquire U. S. Treasury securities to provide for the payment, in full, of the first four semi-annual interest payments. These securities 
may only be used to pay the interest or other payments required by the indenture and are reflected as restricted investments in the 
condensed consolidated balance sheet.  In May 2008, November 2007, and May 2007, the Company made its first three interest 
payments of $18.1 million, $18.1 million and $18.7 million, respectively. 

  
Subject to certain conditions, commencing May 15, 2009, the Company has the option of making any or all of the four semi-

annual interest payments due in 2009 and 2010 with additional notes in lieu of cash. Such additional notes would bear interest at an 
annual rate of 11%. 

  
If not redeemed or converted prior to maturity, the Company will be required to repay the Notes for 125.411% of their initial 

principal amount, or $504.8 million. The Company is accreting the principal premium ratably over the six-year period until the Notes 
mature and is recognizing such accretion as additional interest expense. The effect of this accretion is to increase the effective yield to 
the holders to 12% per annum based on the par value of the Notes. 

  
The Notes and Guarantees are secured by a first priority pledge of substantially all of the assets of the Company and its 

subsidiaries and by a first priority pledge of the stock of all of its subsidiaries, subject, in each case, to a prior lien to secure a working 
capital facility, if any, of up to $50.0 million. The Notes rank senior to all of the Company’s and the Guarantors’ existing and future 
subordinated indebtedness. 

  
The Notes are not redeemable by the Company before November 15, 2010. If the Company’s common stock exceeds 

specified trading values, the Company may redeem any of the Notes, in whole or in part at any time on or after November 15, 2010, at 
100% of the aggregate accreted principal amount, together with accrued and unpaid interest and liquidated damages, if any. 

  
The Notes may be converted into the Company’s common shares at an effective conversion price of $8.29 per share which is 

subject to adjustment under certain circumstances. Holders who convert their Notes prior to November 15, 2009 or convert their Notes 
prior to November 15, 2010 in connection with certain designated events related to consolidations and mergers, will receive a make-
whole premium. 

  
The Notes contain certain anti-dilution provisions that will cause the conversion price of the Notes to be reduced (i) upon the 

Company issuing or selling common stock or other securities convertible into common stock with aggregate proceeds of $25.0 million 
or more prior to November 15, 2008; and (ii) if the Company has not consummated common stock issuances or sales for aggregate 
proceeds of at least $50.0 million by November 15, 2008.  Because of the reduction in the Company’s market price of its common 
stock, the Company currently does not expect to consummate stock issuances or sales for aggregate proceeds of at least $50.0 million 
by November 15, 2008.  Consequently, management expects that such anti-dilution provisions will be triggered resulting in a 
reduction to the conversion price of the Notes. 

  
A majority of the Company’s shareholders executed written consents approving the issuance of shares of common stock in 

connection with the possible conversion of the convertible notes. The number of common shares that could be issued would increase if 
the anti-dilution provisions of the Notes are triggered before conversion. This increase is capped at a 33% increase in the total number 
of shares.  Therefore, if no common stock issuances or sales occur by November 15, 2008, the conversion price of the Notes will be 
reduced to $6.22 per share. 

  
The Notes contain covenants, including, but not limited to, restrictions on the Company’s future indebtedness and the 

payment of dividends. As of June 30, 2008, the Company is in compliance with all of the covenants. 
  
If certain designated events occur prior to maturity, the holders may require the Company to repurchase all or part of their 

Notes for cash at a repurchase price equal to 101% of their aggregate accreted principal amount, plus accrued and unpaid interest and 
liquidated damages, if any. 

  
The Company and the Guarantors filed a shelf registration statement with the Securities and Exchange Commission, covering 

the resale of the Notes, Guarantees and the shares of common stock issuable upon conversion of the Notes, that was declared effective 
on April 26, 2007. The Company and the Guarantors will be required to pay liquidated damages if they fail to keep the shelf 
registration statement effective during specified time periods. 
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The Company concluded that the embedded feature related to the make-whole premium, designated event make-whole 

premium and holder put option upon the occurrence of certain designated events, qualify as derivatives and should be bundled as a 
compound embedded derivative (“Derivative’’) under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. 

  
The carrying value of the Notes is comprised of the following (in thousands): 
  

  
See Note 8 for disclosure of the fair value of the Company’s Notes and Derivative.  Debt issuance costs incurred in 

connection with the sale of the Notes totaled $14.3 million and are being amortized as additional interest expense over the six-year 
term of the Notes using the effective interest method.  Accumulated amortization totaled $3.6 million at June 30, 2008 and $2.5 
million at December 31, 2007. 

  
Note 8—Fair Value Disclosures 
  

As discussed in Note 2, the Company adopted SFAS 157 on January 1, 2008.  The following table presents information about 
the Company’s assets measured at fair value on a recurring basis as of June 30, 2008, and indicates the fair value hierarchy of the 
valuation techniques utilized by the Company to determine such fair value (in thousands): 

  

(1)           Includes $164.7 million of money market funds which invest in U.S. Government securities. 
(2)           Consists of U.S. Treasury securities. 
  

The aggregate fair value of the Company’s Convertible Senior Secured Notes, determined based on quoted prices, was 
approximately $295.8 million as of June 30, 2008, compared to the aggregate carrying value of the Notes at such date of $422.9 
million.  The fair value of the Derivative as of June 30, 2008 was zero. The Company monitors the fair value of the Derivative each 
reporting period and records changes in fair value through charges to miscellaneous income, net with an offsetting adjustment to the 
carrying value of the Notes on the balance sheet. The value of the Derivative fluctuates based on changes in several factors including 
the trading price of the Company’s common stock, passage of time and other events described in the Notes. These value changes 
could be significant. 

  
Note 9—Stockholders’ Equity and Stock-Based Compensation 
  

Old FiberTower Stock Plan —In May 2001, Old FiberTower adopted a stock option plan (the “Old FiberTower Stock Plan”) 
pursuant to which the Board of Directors was authorized to grant options to purchase common stock, or issue shares of common stock, 
to employees, officers, directors, advisors or consultants of Old FiberTower. Incentive stock options (“ISOs”) and nonqualified stock 
options (“NSOs”) were granted with an exercise price equal to the estimated fair value of the common stock at the date of grant. All 
options issued under the Old FiberTower Stock Plan have a ten-year term, become fully exercisable upon vesting, and generally vest 
over one to four years. 

  
As a result of the First Avenue/FiberTower merger discussed in Note 1, all outstanding options and restricted stock awards 

under this plan were legally assumed by First Avenue and this plan was discontinued effective August 29, 2006. All existing 
outstanding options and restricted stock awards continued under the same terms of the original grant agreements (including the ten-
year contractual life of options) as adjusted for the merger exchange ratio with respect to the number of shares and per share price. 
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  June 30, 2008 December 31, 2007
Convertible senior secured notes $ 401,383 $ 401,383
Accretion 

 

21,508
 

14,395
 

Derivative 
 

—
 

—
 

   

$ 422,891
 

$ 415,778
 

    Fair Value Measurements at June 30, 2008 Using 
 

    

Quoted Prices in 
Active Markets for 
Identical Assets or 

Liabilities
 

Significant Other 
Observable Inputs

 

Significant 
Unobservable 

Inputs 
   

    Level 1
 

Level 2
 

Level 3 
 

Total
 

     
Cash and cash equivalents 

  $ 177,401 (1)
  

—
 

$ 177,401
 

Restricted cash 
  —

 

19,427 (2) —
 

19,427
 

     
Total 

  $ 177,401
 

$ 19,427
 

$ —
 

$ 196,828
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FiberTower Corporation Stock Incentive Plan (formerly First Avenue Stock Incentive Plan) —As a result of the First 

Avenue/FiberTower merger discussed in Note 1, Old FiberTower, as the acquirer of First Avenue, assumed options for the purchase of 
4.2 million common shares that had been granted by First Avenue under its Stock Incentive Plan (the “Stock Incentive Plan”) prior to 
the merger. 

  
First Avenue amended the Stock Incentive Plan, effective as of August 29, 2006 as follows: (1) provided for the issuance of 

restricted shares as well as ISOs and NSOs; (2) increased the number of shares reserved for issuance under the plan from 7.6 million 
shares to 23.3 million shares; (3) provided for annual awards of restricted shares with an aggregate value of $85,000 to each non-
employee director, and (4) allowed for an annual increase in the aggregate authorized shares to 1.5% of the then outstanding common 
shares. In addition, options granted under the Stock Incentive Plan have a maximum term of up to five years. 

  
Unless otherwise stipulated by the Board of Directors, restricted stock awards to employees under the Stock Incentive Plan 

vest over a four-year period from the grant date.  During the quarters ended March 31, 2008 and March 31, 2007, restricted stock 
awards to certain non-employee directors vested immediately. 

  
During the three months ended June 30, 2008 and March 31, 2008, the Company awarded 0.9 million and 4.5 million 

restricted shares, respectively, to employees under the Stock Incentive Plan.  The awards for the three months ended June 30, 2008 
include 0.9 million restricted shares to Kurt J. Van Wagenen, the Company’s President and Chief Executive Officer, who was 
appointed by the Board of Directors on April 9, 2008.  Prior to vesting, the restricted share awards have voting rights and are entitled 
to dividends.  Therefore, such shares are considered outstanding for financial reporting purposes, but are included in the net loss per 
share computations only to the extent vested.  As of June 30, 2008, the number of restricted stock award shares outstanding was 5.9 
million. 

  
During the three months ended June 30, 2008, the Company awarded options to employees to acquire 1.1 million shares of 

the Company’s common stock under the Stock Incentive Plan.  These included an option for Mr. Van Wagenen to acquire 1.1 million 
shares.  As of June 30, 2008, the number of shares issuable under outstanding stock options was 5.1 million.  During the three and six 
months ended June 30, 2008, the number of options exercised were 0.4 million and 0.5 million, respectively.  The aggregate intrinsic 
value of options exercised during the three and six months ended June 30, 2008 was $0.4 million and $0.5 million, respectively. The 
intrinsic value is calculated as the difference between the market value on the date of exercise and the exercise price of the options. 

  
The Company uses the Black-Scholes-Merton option pricing model to determine the estimated fair value of stock options on 

the date of grant.  The fair value of the options granted was determined using the assumptions set forth below: 
  

  
The weighted-average grant-date fair value of stock options granted during both the three and six months ended June 30, 

2008 was $0.73 per share.  During the three and six months ended June 30, 2007, these amounts were $2.69 per share and $2.70 per 
share, respectively. 

  
As of June 30, 2008, there was approximately $4.3 million of unrecognized compensation cost related to stock options. This 

compensation cost is expected to be recognized over a weighted-average period of approximately 1.25 years. 
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    Three Months Ended June 30,
 

Six Months Ended June 30,
 

    2008
 

2007
 

2008
  2007 

 

Expected life of options 
  3.58 years

 

3.75 years
 

3.58 years 
  3.75 years

 

Volatility 
  70 % 70 % 67%-70 % 70 %

Risk-free interest rate 
  2.27%-2.98 % 4.52 % 2.27%-2.98 % 4.52% - 4.78 %

Expected dividend yield 
  0.00 % 0.00 % 0.00 % 0.00 %
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The Company determines the fair value of each restricted common stock award based on the fair value of the Company’s 

common stock at the date of award. 
  
As of June 30, 2008, there was approximately $11.0 million of unrecognized compensation cost related to the restricted stock 

awards. This compensation cost is expected to be recognized over a weighted-average period of approximately 1.5 years. 
  
The employee and non-employee stock-based compensation expense was recorded in the condensed consolidated statements 

of operations as follows (in thousands): 
  

  
During the three months ended June 30, 2008, the Company reversed $0.9 million of previously recognized compensation 

cost related to the cancellation of unvested restricted stock and stock options for employees who were part of the workforce reduction 
discussed at Note 4. 

  
Warrants — As of June 30, 2008, there were 2.9 million warrants outstanding at exercise prices ranging from $1.84 to $7.25 

per share.  Such warrants expire between January 2009 and December 2014. 
  

Common Stock Reserved for Future Issuance 
  

Shares of common stock reserved for future issuance at June 30, 2008 were as follows (in thousands): 
  

  
Note 10—Net Loss Per Share 
  

Basic and diluted net loss per share for the three and six months ended June 30, 2008 and June 30, 2007 has been calculated 
by dividing net loss by the weighted average number of the Company’s common shares outstanding, less the weighted average 
unvested restricted common shares outstanding, and excludes any dilutive effects of stock options, warrants and convertible notes. 
Diluted net loss per share was the same as basic net loss per share in each period presented because the Company had net losses in 
each of these periods and inclusion of potentially issuable shares would be anti-dilutive. 

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

(in thousands): 
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Three Months Ended June 30,
 

Six Months Ended June 30,
 

  2008 2007 2008
  2007

       
Cost of service revenues 

  $ 353
 

$ 572
 

$ 1,242 
  $ 1,122

 

Sales and marketing 
  220 435 555 

  894
General and administrative 

  338
 

991
 

1,339 
  2,318

 

Total 
  $ 911

 

$ 1,998
 

$ 3,136 
  $ 4,334

 

Convertible senior secured notes 
 

60,148
 

Warrants 2,880
Stock options and restricted shares 19,088
Total shares reserved 

 

82,116
 

   
Three Months Ended

 
Six Months Ended

 

   

June 30,
 

June 30, 
 

   

2008
 

2007
 

2008 
  2007

 

Numerator for basic and diluted net loss per share:
           

Net loss for period $ (41,464 ) $ (26,601 ) $ (161,464 ) $ (52,439 )
      
Denominator for basic and diluted net loss per share:

           

Weighted average common shares outstanding
 

150,823
 

145,858
 

149,609 
  145,625

 

Weighted average unvested restricted common shares 
outstanding 

 

(6,537 ) (3,050 ) (5,444 ) (3,091 )
      
Denominator for basic and diluted net loss per share

 

144,286
 

142,808
 

144,165 
  142,534
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As of June 30, 2008, the Company had stock options outstanding to purchase 5.1 million shares, of which 2.8 million shares 
were exercisable. In addition, at June 30, 2008, there are 5.9 million unvested restricted shares. The Company’s Convertible Senior 
Secured Notes became convertible on February 15, 2007.  As of June 30, 2008, 48.6 million shares were potentially issuable if all 
currently outstanding Notes were converted and 11.6 million additional shares could be potentially issuable upon conversion of 
additional notes that could be issued as payment for interest on the Notes.  There are also warrants outstanding at June 30, 2008 to 
acquire 2.9 million common shares.  These potentially issuable shares would further dilute investors when the options and warrants 
are exercised, the restricted share awards vest and the Notes are converted to common shares. 

  
Note 11—Related Party Transactions 
  

During the six months ended June 30, 2008 and 2007, the Company leased colocation 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 periods. The aggregate operating expenses included in the accompanying condensed consolidated statements of 
operations for the six months ended June 30, 2008 and 2007, pertaining to these lease and service arrangements, were approximately 
$1.3 million and $0.9 million, respectively. 

  
Representatives from two entities holding approximately 27% of the outstanding common stock serve on the Company’s 

Board of Directors.  A company controlled by a member of the Board of Directors periodically serves as a consultant to a holder of 
approximately 15% of the Company’s common stock regarding its investments, including its holdings in the Company. 

  
The executive chairman of the Company’s Board of Directors serves as a director of Tessco Technologies Incorporated.  

During the six months ended June 30, 2008 and 2007, the Company paid Tessco approximately $0.1 million and $0.2 million, 
respectively, for the purchase of materials used in its business operations. 

  
Note 12—Guarantees and Other Contingencies 
  

Regulatory Matters—The Company is subject to significant FCC regulation, some of which is in a state of flux due to 
challenges to existing rules and proposals to create new rules.  Such regulation is subject to different interpretations, inconsistent 
application and has historically given rise to disputes with other carriers and municipalities regarding the classification of traffic, rates, 
rights-of-way and zoning matters.  Management believes that resolution of any such disputes will not have a material adverse impact 
on the Company’s consolidated financial position. 

  
License Renewal—Like other FCC licenses, the licenses which the Company holds were granted for an initial ten-year term 

with renewal dates ranging from 2007 to 2014. Renewal applications for the Company’s wide-area 39 GHz licenses that expired in 
2007 remain pending at the FCC. To obtain renewal of a license, the licensee must demonstrate that, at the time of renewal, it either 
met a “safe harbor” build-out requirement or that it has provided “substantial service” as determined by the FCC. What level of 
service is considered “substantial” will vary depending upon the type of offering by the licensee. The FCC has provided specific safe 
harbor guidance only for point-to-point offerings, where it has indicated the licensee should have constructed four links per channel 
per million persons in the licensed area. Licensees may show that they have met the substantial service test in other ways, such as 
providing niche services, offering service to underserved consumers and investing in the market in a credible manner to develop 
equipment and systems to serve the license. 

  
Licensees are required, prior to the expiration date of their licenses, to file renewal applications with an exhibit demonstrating 

compliance with the substantial service criteria. If an entity is deemed not to have provided substantial service through meeting the 
safe harbor build-out requirement, or through other means, with respect to a license for which renewal is sought, the renewal will not 
be granted and the license will expire. The Company does not currently meet the safe harbor guidance provided by the FCC for the 
substantial majority of its 24 and 39 GHz licenses which expire in the 2010 and 2011 time frames. Since the Company is required to 
demonstrate substantial service at the time the license is renewed, the FCC could choose to not renew licenses that do not meet the 
substantial service safe harbor. 

  
FCC precedent for substantial service showings, especially those made outside the safe harbor structure, still remains thin, 

subject to FCC discretion and thus lacking a guarantee for renewal.  However, the Company has been meeting regularly with the FCC 
presenting data on the Company’s significant network investment and expanding geographic coverage to make the spectrum bands 
viable and able to provide substantial service at renewal and in the long term.  The Company continues to believe that it has met the 
substantial service requirements necessary for renewal and will continue to engage the FCC on this subject. 

  
Other guarantees—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  
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which the Company may be required to indemnify property owners for environmental and other liabilities and for 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 condensed consolidated balance sheets. 

  
Legal proceedings—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. 

  
ITEM 2.   MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 
  
FORWARD LOOKING STATEMENTS 
  

This report includes “forward-looking” information, as that term is defined in the Private Securities Litigation Reform Act of 
1995 or by the Securities and Exchange Commission, or SEC, in its rules, regulations and releases, regarding, among other things, our 
financial and business prospects, the deployment of our services, capital requirements and financing prospects. We caution investors 
that any such statements are based on currently available operational, financial and competitive information, and are subject to various 
risks and uncertainties. Actual future results and trends may differ materially depending on a variety of factors. Those factors include, 
among others, those matters disclosed as Risk Factors contained in Item 1A of our Annual Report on Form 10-K for the year ended 
December 31, 2007 (“Risk Factors”). 

  
The following discussion of our financial condition and results of operations should be read in conjunction with the 

condensed consolidated financial statements and related notes thereto included elsewhere in this Quarterly Report on Form 10-Q, and 
other financial information appearing in our Annual Report on Form 10-K for the year ended December 31, 2007. Some of the 
statements in the following discussion are forward-looking statements that are based on our current expectations, estimates and 
projections about our business and operations. For a variety of reasons, including those described above and in Risk Factors, our 
actual results may differ materially from these estimates and projections. 

  
Company Overview 
  

We provide backhaul services to wireless carriers and began generating service revenues in 2003 by deploying our first 
network in Dallas, Texas. Backhaul is the transport of voice, video and data traffic from a wireless carrier’s mobile base station, or cell 
site, to its mobile switching center or other exchange point where the traffic is then switched onto a fixed wireline telecommunications 
network. We compete with a range of diversified telecommunications services providers, primarily Incumbent Local Exchange 
Carriers, (“ILECs”), including AT&T, Verizon, Embarq, and Qwest. 

  
On May 8, 2008, management announced staffing reductions throughout the Company consistent with our current network 

deployment plan.  As of June 30, 2008, we had 157 employees, six of whom are part of the announced staffing reductions and are 
being retained subsequent to June 30, 2008.  See Note 4, Restructuring Charge, in the Notes to Condensed Consolidated Financial 
Statements for further information. 

  
We have master service agreements with six of the eight largest U.S. wireless carriers and market our services in 13 markets 

solely in the U.S. through our direct sales force. 
  
As an important part of our business strategy, we seek to: 
  
(1)          leverage our existing network and customer relationships by increasing utilization of existing assets; 
  
(2)          continue to improve the efficiencies of our network and reduce network expenses; 
  
(3)          sell additional bandwidth to our customers; 
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(4)          expand our markets based on identified demand; 
  
(5)          continue to develop innovative solutions that meet the needs of our customers, and 
  
(6)          allocate capital efficiently by balancing new site and market growth. 
  
The growth of our business depends substantially on the condition of the wireless communications industry.  The willingness 

of customers to purchase our services is affected by numerous factors, including: 
  
(1)          market demand for wireless services; 
  
(2)          availability of alternative services at better prices; 
  
(3)          predictable deployment schedules, and 
  
(4)          quality of our services. 
  
In order to provide backhaul services to our customers, we have constructed networks in 13 markets.  As we continue to 

expand our markets, we incur significant upfront costs for pre-development site evaluation, site leases, cost of new capital equipment 
and construction costs.  These expenses are incurred well in advance of receiving revenues from customers.  Beginning in late 2005, in 
order to shorten the time a customer had to wait between commitment and initial service delivery, we implemented a strategy to 
deploy networks where not all sites had committed customer orders at the start of deployment. We altered this strategy in early 2007 
to only construct networks where the substantial majority of sites had a committed customer.  However, as a consequence of our 
previous strategy, we have an inventory of sites where T-1 equivalents are available following completion of a deployment project, 
including some sites where no T-1 equivalents are being used to deliver services or generate revenues. 

  
During the second quarter of 2008, we achieved the following significant financial and operational milestones: 
  
•                  Billing sites grew 10% to 2,584 in the second quarter of 2008 from 2,347 at the end of the first quarter of 2008.  Billing 

sites grew by 40% year-over-year; 
  
•                  Billing customer locations grew 17% to 5,279 in the second quarter of 2008 from 4,500 at the end of the first quarter of 

2008.  Billing customer locations grew by 87% year-over-year; 
  
•                  Billing T-1 equivalents grew by 17% to 20,127 in the second quarter of 2008 from 17,153 at the end of the first quarter 

of 2008.  Billing T-1 equivalents grew by 97% year-over-year; 
  
•                  Average monthly revenue per billing site grew 11% to $1,605 in the second quarter of 2008 from $1,440 in the first 

quarter of 2008. 
  
As of June 30, 2008, we had deployed 3,009 sites, of which 2,584 had billing customers. A deployed site may not yet be 

billing for various reasons including: 
  

•       We have sold service at that site, but have not yet commenced providing service to the customer; or 
  
•       We have not yet sold any service at that site, but the site is located in a market in which wireless carriers who are our 

customers operate but with whom we may not have yet secured a commitment for this specific market. 
  

Sites where we have sold service but not yet commenced providing service may be subject to factors including: 
  

•       The customer is not yet able to take delivery of the T-1 equivalent; 
  
•       Other elements of the network between the site and the drop-off location are not yet constructed, so service cannot yet be 

delivered; or 
  
•       During certain periods in certain markets, we may complete construction of sites at a faster rate than the services associated 

with those sites can be provisioned to the customer, resulting in a temporary increase in the number of sites not yet billing. 
  

Our business plan depends on the fact that most, if not all, sites will generate revenue at some future date sufficient to fully 
recover our investment in property and equipment. If we are unable to generate sufficient revenues from these sites in the future, our  

  
15 

 

Doc 1  Page 15 EDGAR :Redline:OFF
  10-Q                       FiberTower Corporation
  105541          c:\jms\105541\08-19203-1\task3073690\19203-1-BE.pdf

Chksum: 57456   Cycle 3.0  Merrill Corporation 08-19203-1  Thu Aug 07 15:26:56 2008 (V 2.247w--P66111CHE)



Table of Contents 
  

business, financial condition and results of operations would be adversely affected. We have recognized relatively limited amounts of 
revenues to date, have generated operating and net losses and negative cash flows and expect to generate operating and net losses and 
negative cash flows for the foreseeable future. (See “Liquidity and Capital Resources” below). 

  
Service Revenues 
  

We generate revenue by charging a monthly recurring charge per T-1 equivalent. The duration of our customer contracts are 
generally three or five years. 

  
We have derived a significant portion of our historic revenues from the following customers as shown below: 
  

  
  
Accounts receivable from these customers comprised the following percentages of our total accounts receivable balances at 

June 30, 2008 and December 31, 2007: 
  

  
Costs and Expenses 
  

The major components of our cost of service revenues are: 
  
•                  Leasing. We incur charges for site lease expense for space leased at our sites.  For lease arrangements that have rent 

escalation provisions, we account for lease expense on a straight-line basis over the lease term. 
  
•                  Fiber Service Providers. We pay charges to our fiber service providers for the purchase and lease of fiber. 
  
•                  Field Technicians.  These are charges primarily of engineering and maintenance personnel expenses including stock-

based compensation. 
  
•                  Other.  This includes costs for site evaluation, site maintenance, power, program and project management, costs related 

to unsuccessful site acquisitions that are incurred during deployment and personnel costs to monitor the network. 
  
We expect cost of service revenues to increase significantly in future periods as we execute our business plan to grow our 

network operations. 
  
Construction of our network operations is a complex process involving the interaction and assembly of multiple components 

including internal labor, third party costs and equipment costs. We regularly assess the realizability of costs accumulated in 
construction-in-progress as we execute our network build plans.  During the three months ended June 30, 2008 and 2007, we recorded 
an impairment charge of $8.6 million and $0.1 million, respectively, relating to this process which is included in cost of service 
revenues.  During the six months ended June 30, 2008 and 2007, this impairment charge was $13.4 million and $0.2 million, 
respectively. 

  
Sales and marketing expenses are comprised primarily of compensation and related benefits, including stock-based 

compensation and travel expenses. We expect sales and marketing expenses to increase in future periods as a result of expanding our 
operations. 

  
General and administrative expenses primarily consist of compensation and related benefits including stock-based 

compensation, recruiting fees, travel expenses, professional fees and insurance.  We do not expect general and administrative expenses 
to grow during 2008.  This is due to our cost control efforts and in 2007, our integration of public-company related costs following the 
First Avenue/FiberTower merger. 
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Three Months Ended

 
Six Months Ended 

 

   

June 30,
 

June 30, 
 

   

2008
 

2007
 

2008
  2007 

 

      
AT&T Mobility 

 

41 % 61 % 44 % 62 %
Sprint Nextel 

 

32 % 15 % 30 % 15 %
T-Mobile 

 

15 % 13 % 14 % 12 %

  June 30, 2008 December 31, 2007 
  

      
AT&T Mobility 

 

34 % 45 %
Sprint Nextel 37 % 23 %
T-Mobile 

 

20 % 21 %
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Depreciation and amortization expenses primarily consist of depreciation related to the deployment of network sites and the 
amortization of certain intangible assets. We expect depreciation expense to increase in future periods as a result of deploying and 
commencing depreciation on additional sites. 

  
During the quarter ended June 30, 2008, we recorded a restructuring charge of $5.5 million as a result of management’s 

decision to restructure its operations to reflect changes in its strategic plan designed to reduce costs.  The resultant restructuring charge 
reflects i) management’s decision to cease market development activities in the Carolina’s market resulting in an exit plan for its site 
operating leases, ii) termination benefits under a workforce reduction of 59 employees consistent with the Company’s current network 
deployment plan and iii) the consequent termination or renegotiation of excess office space including the former headquarters in New 
Jersey.  See Note 4, Restructuring Charge, in the Notes to Condensed Consolidated Financial Statements for further information. 

  
As a result of a further decline in our market equity value during the quarter ended March 31, 2008, we believed an indicator 

of further impairment of goodwill existed and, accordingly, performed an interim review of the value of our goodwill.  In the quarter 
ended March 31, 2008, we concluded that the carrying value of goodwill was fully impaired and recorded an impairment charge of 
$86.1 million, reducing the fair value of goodwill to zero at March 31, 2008.  During the third and fourth quarters of 2007, we 
recorded goodwill impairment charges totaling $147.9 million.  See Note 6, Impairment of Goodwill, in the Notes to Condensed 
Consolidated Financial Statements for further information. 

  
Interest income and interest expense is primarily the result of interest earned on investment of cash proceeds and interest cost 

incurred as a result of the $402.5 million of gross proceeds from the convertible senior secured notes issued in November 2006.  See 
Note 7, Convertible Senior Secured Notes, in the Notes to Condensed Consolidated Financial Statements for further information. 

  
Management had previously disclosed in the prior quarter its expectation that a non-cash tax expense of approximately $3 

million to $4 million would be incurred annually as a result of a tax accounting method change expected to be completed in the second 
quarter of 2008.  Based upon further analysis completed during the quarter, the Company has concluded that no such tax accounting 
method change is necessary.  Accordingly, a non-cash tax charge is no longer expected to be incurred annually. 

  
Challenges Facing Our Business 
  

In addition to the risks described in the section entitled Risk Factors in Item 1A of our Annual Report on Form 10-K for the 
year ended December 31, 2007, there are various challenges facing our business including deploying in a predictable manner, scaling 
our business and managing growth, acquiring new customers on existing sites, the concentrated nature of our customers and the 
emerging nature of our market. 

  
Deploying in a predictable manner can be challenging given the numerous landlords that we must deal with in order to lease 

space on sites, complying with the various zoning and permitting laws of different cities or districts, and managing the contractors 
involved with construction, program and project management. We have taken steps to reduce deployment unpredictability by 
engaging with large, well-established, turnkey vendors that are experienced in this area. Additionally, we concentrate on selecting 
sites owned by major tower operators with whom we already have agreements, which we believe will help minimize the risk of failing 
to negotiate a definitive lease for a site. 

  
We are a rapidly growing company, and hiring qualified personnel and developing processes and systems rapidly are 

necessary in order to grow successfully. If we cannot hire qualified employees, manage our growth and develop these systems and 
processes successfully, our business would be adversely affected. 

  
As described above, acquiring customers on existing sites in a timely fashion is important for appropriate return on the capital 

that we invest, particularly since we incur significant costs in preparing sites to become operational. In many cases, these costs are 
incurred well in advance of having committed revenue from a customer. Our business, financial condition and results of operations 
will be negatively affected if we do not obtain sufficient revenues from constructed sites. 

  
We are a relatively new entrant into a highly concentrated market with few potential customers in any particular market. 

Maintaining and growing our existing relationships with the leading wireless carriers and developing new relationships with other 
carriers are critical to our success. 

  
We operate in an emerging market. Our future success depends on an increased demand for wireless services for voice and 

other mobile broadband services such as transmissions of photos or videos and internet communication. 
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Results of Operations 
  

Presented below are selected statements of operations data for the three and six months ended June 30, 2008 and 2007 that 
have been derived from our unaudited condensed consolidated financial statements. You should read this information together with 
the unaudited condensed consolidated financial statements and related notes that are included elsewhere in this document. Our 
historical results are not necessarily indicative of the results that are expected in future periods. 
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Statements of Operations Data: 
(In thousands) 

  

  
The following table sets forth selected statements of operations data as a percentage of our service revenues for each of the 

periods indicated. 
  

  
  

Non-GAAP Financial Measures 
  

We use the total adjusted EBITDA, which is a Non-GAAP (Generally Accepted Accounting Principles) financial measure to 
monitor the financial performance of our operations.  This measurement, together with GAAP measures such as revenue and loss from 
operations, assists management in its decision-making processes relating to the operation of our business.  Adjusted EBITDA is 
defined as net income (loss) from operations before interest, taxes, depreciation and amortization, impairment and restructuring 
charges, stock-based compensation and other income (expense).  Adjusted EBITDA is not a substitute for operating income, net 
income (loss), or cash flow used in operating activities as determined in accordance with GAAP, as a measure of performance or 
liquidity. In addition, our presentation of adjusted EBITDA may not be comparable to similarly titled measures reported by other 
companies.  This non-GAAP financial measure should be viewed in addition to, and not as an alternative for, our reported financial 
results as determined in accordance with GAAP. 

  
The following table shows the calculation of our total adjusted EBITDA reconciled to net loss. 
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Three Months Ended

 
Six Months Ended

 

  June 30, June 30,
   

2008
 

2007 2008 
  2007

 

Service revenues $ 11,868 $ 6,191 $ 21,574 
  $ 11,611

Cost of service revenues (excluding depreciation 
and amortization) 

 

(16,180 ) (13,982 ) (32,401 ) (25,256 )
Cost of service revenues - impairment of long-lived 

assets and other charges 
 

(8,617 ) (75 ) (13,433 ) (224 )
Sales and marketing (1,656 ) (1,908 ) (3,581 ) (3,930 )
General and administrative 

 

(4,691 ) (5,669 ) (10,963 ) (12,866 )
Depreciation and amortization (6,698 ) (4,385 ) (11,818 ) (8,223 )
Restructuring charge 

 

(5,524 ) —
 

(5,524 ) —
 

Impairment of goodwill 
 

—
 

—
 

(86,093 ) —
 

Interest income 
 

1,333
 

4,691
 

3,674 
  10,049

 

Interest expense 
 

(11,336 ) (11,689 ) (22,909 ) (23,946 )
Miscellaneous income, net 

 

37
 

225
 

10 
  346

 

Net loss 
 

$ (41,464 ) $ (26,601 ) $ (161,464 ) $ (52,439 )

   
Three Months Ended

 
Six Months Ended

 

   

June 30,
 

June 30,
 

   

2008
 

2007
 

2008 
 

2007
 

Service revenues 
 

100 % 100 % 100 % 100 %
Cost of service revenues (excluding depreciation and 

amortization) 
 

(136 )% (226 )% (150 )% (218 )%
Cost of service revenues - impairment of long-lived 

assets and other charges 
 

(73 )% (1 )% (62 )% (2 )%
Sales and marketing 

 

(14 )% (31 )% (17 )% (34 )%
General and administrative 

 

(40 )% (92 )% (51 )% (111 )%
Depreciation and amortization 

 

(56 )% (71 )% (55 )% (71 )%
Restructuring charge (47 )% — (26 )% —
Impairment of goodwill 

 

—
 

—
 

(399 )% —
 

Interest income 11 % 76 % 17 % 87 %
Interest expense 

 

(96 )% (189 )% (106 )% (206 )%
Miscellaneous income, net 

 

0 % 4 % 0 % 3 %
Net loss (349 )% (430 )% (748 )% (452 )%

Doc 1  Page 19 EDGAR :Redline:OFF
  10-Q                       FiberTower Corporation
  sriosa          c:\jms\srios\08-19203-1\task3075762\19203-1-BG.pdf

Chksum: 37082   Cycle 3.0  Merrill Corporation 08-19203-1  Thu Aug 07 19:31:45 2008 (V 2.247w--H10730)



Table of Contents 
  

  
Three months ended June 30, 2008 compared to three months ended June 30, 2007 
  

Service revenues for the three months ended June 30, 2008 increased 92% to $11.9 million from $6.2 million for the three 
months ended June 30, 2007. This increase was primarily driven by the addition of 544 new deployed sites and greater penetration in 
existing markets, leading to a 97% increase in the number of billing T-1 equivalent lines during the previous 12 months.  Service 
revenues in the second quarter of 2008 also include revenue from the delivery of Ethernet-based links to Sprint Nextel under our 4G 
backhaul contract.  The increase in service revenues was partially offset by lower average selling prices reflecting a different customer 
and geographic mix and volume discount targets achieved by certain customers. The average monthly recurring revenue per T-1 
equivalent was $203 during the three months ended June 30, 2008 compared to $229 for the same period of 2007.  However, the 
average monthly revenue generated per billing site increased to $1,605 during the three months ended June 30, 2008 from $1,203 for 
the same period of 2007. 

  
Cost of service revenues (excluding depreciation and amortization) increased 16% to $16.2 million for the three months 

ended June 30, 2008, compared to $14.0 million for the three months ended June 30, 2007.  This increase was primarily due to higher 
site lease expense and fiber service provider charges incurred to support the billing sites that were added to the network during the past 
year.  Partially offsetting this increase were the effects of the workforce reduction in the second quarter of 2008 and a $0.3 million 
reduction for early termination fees received.  Also, for the three months ended June 30, 2008, stock-based compensation expense 
recorded to cost of service revenues was $0.4 million compared to $0.6 million for the same period in 2007.  The second quarter of 
2008 included a $0.3 million reversal of previously recognized compensation cost related to the cancellation of unvested restricted 
stock and stock options for employees who were part of the workforce reduction discussed at Note 4, Restructuring Charge, in the 
Notes to Condensed Consolidated Financial Statements. 

  
Cost of service revenues also includes $8.6 million in the three months ended June 30, 2008 and $0.1 million for the same 

period of 2007, of long-lived asset impairment charges related to our assessment of the realizability of costs accumulated in 
construction-in-progress.  See Note 5, Impairment of Long-Lived Assets and Other Charges, in the Notes to Condensed Consolidated 
Financial Statements for further information. 

  
Service revenues tend to lag cost of service revenues initially for new sites, especially in new markets, because there are 

certain upfront costs that are generally incurred for a period of time before a site generates revenue. These costs include site evaluation 
expenses, lease payments that are incurred before the site generates revenues, payments to fiber service providers in order to ensure 
sufficient capacity is available to carry new traffic, as well as costs related to unsuccessful site acquisitions that are incurred during 
deployment. Due to the fact that most of our sites are relatively new, cost of service revenues (excluding depreciation and 
amortization) have historically exceeded service revenues. 

  
Sales and marketing expenses decreased 13% to $1.7 million for the three months ended June 30, 2008, compared to $1.9 

million for the three months ended June 30, 2007.  The decrease reflects a lower commission accrual in the second quarter of 2008 
over the comparable period of 2007 due to changes to our 2008 commission plan and the effects of the workforce reduction.   Also, for 
the three months ended June 30, 2008, stock-based compensation expense recorded to sales and marketing was $0.2 million compared 
to $0.4 million for the same period in 2007.  The second quarter of 2008 included a $0.1 million reversal of previously recognized 
compensation cost related to the cancellation of unvested restricted stock and stock options for employees who were part of the 
workforce reduction. 
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Three Months Ended

 
Six Months Ended

 

   

June 30,
 

June 30,
 

   

2008
 

2007
 

2008 
 

2007
 

Net loss 
 

$ (41,464 ) $ (26,601 ) $ (161,464 ) $ (52,439 )
Adjustments: 

  
Depreciation and amortization 

 

6,698
 

4,385
 

11,818 
 

8,223
 

Stock-based compensation 911 1,998 3,136 4,334
Impairment of long-lived assets and other charges

 

8,617
 

75
 

13,433 
 

224
 

Restructuring charge 
 

5,524
 

—
 

5,524 
 

—
 

Impairment of goodwill 
 

—
 

—
 

86,093 
 

—
 

Interest income 
 

(1,333 ) (4,691 ) (3,674 ) (10,049 )
Interest expense 11,336 11,689 22,909 23,946
Miscellaneous (income), net (37 ) (225 ) (10 ) (346 )

Adjusted EBITDA 
 

$ (9,748 ) $ (13,370 ) $ (22,235 ) $ (26,107 )
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General and administrative expenses decreased 17% to $4.7 million for the three months ended June 30, 2008, from $5.7 
million for the three months ended June 30, 2007. This decrease is primarily due to lower professional and consulting fees relating to 
public company-related costs and the effects of the workforce reduction.   Also, for the three months ended June 30, 2008, stock-based 
compensation expense recorded to general and administrative was $0.3 million compared to $1.0 million for the same period in 2007.  
The second quarter of 2008 included a $0.5 million reversal of previously recognized compensation cost related to the cancellation of 
unvested restricted stock and stock options for employees who were part of the workforce reduction 

  
Depreciation and amortization expense increased 53% to $6.7 million for the three months ended June 30, 2008 from $4.4 

million for the three months ended June 30, 2007. This increase reflects $83.9 million in capital additions year over year driven by the 
addition of 544 new deployed sites during the past 12 months. 

  
During the quarter ended June 30, 2008, we recorded a restructuring charge of $5.5 million as a result of management’s 

decision to restructure its operations to reflect changes in its strategic plan designed to reduce costs.  The resultant restructuring charge 
reflects i) management’s decision to cease market development activities in the Carolina’s market resulting in an exit plan for its site 
operating leases, ii) termination benefits under a workforce reduction of 59 employees consistent with the Company’s current network 
deployment plan and iii) the consequent termination or renegotiation of excess office space including the former headquarters in New 
Jersey.  See Note 4, Restructuring Charge, in the Notes to Condensed Consolidated Financial Statements for further information. 

  
Interest income decreased 72% to $1.3 million for the three months ended June 30, 2008 from $4.7 million for the three 

months ended June 30, 2007. The reduction was due to lower cash balances available for investment and lower interest rates. 
Miscellaneous income for the three months ended June 30, 2007 included $0.2 million for the change in the fair value of the 
embedded derivative associated with the convertible notes. 

  
Interest expense decreased 3% to $11.3 million for the three months ended June 30, 2008 from $11.7 million for the three 

months ended June 30, 2007. The reduction was primarily due to an increase in the amount of interest expense which was capitalized. 
  

Six months ended June 30, 2008 compared to six months ended June 30, 2007 
  

Service revenues for the six months ended June 30, 2008 increased 86% to $21.6 million from $11.6 million for the six 
months ended June 30, 2007. This increase was primarily driven by the addition of 544 new deployed sites and greater penetration in 
existing markets, leading to a 97% increase in the number of billing T-1 equivalent lines during the previous 12 months.  Service 
revenues in the first half of 2008 also include revenue from the delivery of Ethernet-based links to Sprint Nextel under our 4G 
backhaul contract.  The increase in service revenues was partially offset by lower average selling prices reflecting a different customer 
and geographic mix and volume discount targets achieved by certain customers. The average monthly recurring revenue per T-1 
equivalent was $205 during the six months ended June 30, 2008 compared to $232 for the same period of 2007.  However, the average 
monthly revenue generated per billing site increased to $1,523 during the six months ended June 30, 2008 from $1,222 for the same 
period of 2007. 

  
Cost of service revenues (excluding depreciation and amortization) increased 28% to $32.4 million for the six months ended 

June 30, 2008, compared to $25.3 million for the six months ended June 30, 2007.  This increase was primarily due to higher site lease 
expense and fiber service provider charges incurred to support the billing sites that were added to the network during the past year.  
Partially offsetting this increase were the workforce reduction in the second quarter of 2008 and a $0.3 million reduction for early 
termination fees received.  Also, for the six months ended June 30, 2008, stock-based compensation expense recorded to cost of 
service revenues was $1.2 million compared to $1.1 million for the same period in 2007.  The six months ended June 30, 2008 
included a $0.3 million reversal of previously recognized compensation cost related to the cancellation of unvested restricted stock 
and stock options for employees who were part of the workforce reduction discussed at Note 4, Restructuring Charge, in the Notes to 
Condensed Consolidated Financial Statements. 

  
Cost of service revenues also includes $13.4 million in the six months ended June 30, 2008 and $0.2 million for the same 

period of 2007, of long-lived asset impairment charges related to our assessment of the realizability of costs accumulated in 
construction-in-progress.  See Note 5, Impairment of Long-Lived Assets and Other Charges, in the Notes to Condensed Consolidated 
Financial Statements for further information. 

  
Sales and marketing expenses decreased 9% to $3.6 million for the six months ended June 30, 2008, compared to $3.9 

million for the six months ended June 30, 2007.  The decrease reflects a lower commission accrual in the second half of 2008 over the 
comparable period of 2007 due to changes to our 2008 commission plan and the effects of the workforce reduction.    Also, for the six 
months ended June 30, 2008, stock-based compensation expense recorded to sales and marketing was $0.6 million compared to 
$0.9 million for the same period in 2007.  The six months ended June 30, 2008 included a $0.1 million reversal of previously  
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recognized compensation cost related to the cancellation of unvested restricted stock and stock options for employees who were part 
of the workforce reduction. 

  
General and administrative expenses decreased 15% to $11.0 million for the six months ended June 30, 2008, from $12.9 

million for the six months ended June 30, 2007. This decrease is primarily due to lower professional and consulting fees relating to 
public company-related costs and the effects of the workforce reduction.  Also, for the six months ended June 30, 2008, stock-based 
compensation expense recorded to general and administrative was $1.3 million compared to $2.3 million for the same period in 2007.  
The six months ended June 30, 2008 included a $0.5 million reversal of previously recognized compensation cost related to the 
cancellation of unvested restricted stock and stock options for employees who were part of the workforce reduction. 

  
Depreciation and amortization expense increased 44% to $11.8 million for the six months ended June 30, 2008 from $8.2 

million for the six months ended June 30, 2007. This increase reflects $83.9 million in capital additions year over year driven by the 
addition of 544 new deployed sites during the past 12 months. 

  
During the quarter ended June 30, 2008, we recorded a restructuring charge of $5.5 million as a result of management’s 

decision to restructure its operations to reflect changes in its strategic plan designed to reduce costs.  The resultant restructuring charge 
reflects i) management’s decision to cease market development activities in the Carolina’s market resulting in an exit plan for its site 
operating leases, ii) termination benefits under a workforce reduction of 59 employees consistent with the Company’s current network 
deployment plan and iii) the consequent termination or renegotiation of excess office space including the former headquarters in New 
Jersey.  See Note 4, Restructuring Charge, in the Notes to Condensed Consolidated Financial Statements for further information. 

  
As a result of the impairment evaluation of the fair value of the carrying amount of goodwill performed during the quarter 

ended March 31, 2008, we recorded a goodwill impairment charge of $86.1 million during the three months ended March 31, 2008 
reducing the fair value of goodwill to zero at March 31, 2008. See Note 6, Impairment of Goodwill, in the Notes to Condensed 
Consolidated Financial Statements for additional information. 

  
Interest income decreased 63% to $3.7 million for the six months ended June 30, 2008 from $10.0 million for the six months 

ended June 30, 2007. The reduction was due to lower cash balances available for investment and lower interest rates. Miscellaneous 
income for the six months ended June 30, 2007 included $0.5 million for the change in the fair value of the embedded derivative 
associated with the convertible notes. 

  
Interest expense decreased 4% to $22.9 million for the six months ended June 30, 2008 from $23.9 million for the six months 

ended June 30, 2007. The reduction was primarily due to an increase in the amount of interest expense which was capitalized. 
  

Performance Measures 
  

In managing our business and assessing our financial performance, we supplement the information provided by financial 
statement measures with several customer-focused performance metrics to assess the growth and evaluate the performance of our 
operations. In addition to traditional financial evaluations, including performance against budget, we also consider non-financial 
measurements, the most important of which are the number of sites deployed, number of sites billing, the number of customer 
locations billing and total T-1 equivalents billing. The number of sites deployed represents sites from which we could deliver our 
services in a particular market. Customer locations billing are carrier locations, at which we currently provide T-1 equivalents. A 
deployed site could have multiple customer (carrier) locations. The number of sites billing represents the number of deployed sites on 
which we currently have sold at least one T-1 equivalent to a customer. A T-1 equivalent is an increment of bandwidth that the 
Company sells of approximately 1.54 megabits per second. This can be for either TDM or Ethernet-based backhaul. 

  
We consider these to be key metrics because the number of sites constructed is a key factor in determining the amount of 

additional capital expenditures required to grow the network and the number of field personnel required to support our operations and 
sales growth. Sites billing, the number of customer locations billing and the number of T-1 equivalents per sites billing are all 
indicators of the productivity of the network. 

  
The following table shows quarterly key operating metric information. 
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Billing Sites are installed sites from which we provide revenue producing service(s) to customer(s). 
  
Average Monthly Revenue / Site is the average monthly revenue per billing site. 
  
Billing Customer Locations are carrier locations at which we currently provide revenue producing service(s). Our sites could have 
multiple customer locations. 
  
Colo rate is the number of customer locations per billing site. 
  
Billing T-1 Equivalent is either a T-1 or another increment of bandwidth of approximately 1.54 megabits per second. 
  
Average MRC per T-1 is the average monthly recurring revenue per T-1. 
  
Sites Deployed represents installed sites that are ready for the provision of services. Our sites can be located on cell towers, rooftops, 
or other points of bandwidth aggregation. 
  
Liquidity and Capital Resources 
  

Our business does not currently generate sufficient cash flow from operations to fund our short-term or long-term liquidity 
needs, and we may not be able to generate cash flow from operations sufficient to meet our liquidity needs in the future, which would 
require us to continue to raise funds through external sources. We have relied on the proceeds from equity and debt financings to 
provide cash for our operations. 

  
On November 9, 2006, we completed the sale of $402.5 million of 9.00% Convertible Senior Secured Notes due on 

November 15, 2012 (“Notes”). The Notes were sold in a private placement exempt from the registration requirements of the Securities 
Act of 1933, as amended. The Notes are fully guaranteed, jointly and severally, by us and each of our subsidiaries.  The Notes contain 
certain anti-dilution provisions that will cause the conversion price of the Notes to be reduced under certain circumstances.  We 
currently expect that such anti-dilution provisions will be triggered resulting in a reduction to the conversion price.  See Note 7, 
Convertible Senior Secured Notes, in the Notes to Condensed Consolidated Financial Statements for further information. 

  
Our primary liquidity needs arise from capital requirements necessary to expand our network and fund operating losses. We 

had unrestricted cash and cash equivalents and certificates of deposit of $177.4 million at June 30, 2008. 
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    Three Months Ended 
 

    
June 30, 

2008
 

Mar. 31, 2008
 

Dec. 31, 2007
 

Sept. 30, 2007 
  June 30, 2007

 

Mar. 31, 2007
 

Billing Sites: 
      

Billing sites added 
  237

 

199
 

157
 

143 
  265

 

254
 

Ending billing sites 
  2,584

 

2,347
 

2,148
 

1,991 
  1,848

 

1,583
 

Billing sites / sites deployed 
  86 % 81 % 76 % 75 % 75 % 70 %

Average monthly revenue / site 
  $ 1,605

 

$ 1,440
 

$ 1,337
 

$ 1,261 
  $ 1,203

 

$ 1,241
 

        
Billing Customer Locations: 

                

Billing customer locations added 
  779 649 599 433 

  613 402
Ending billing customer locations 

  5,279
 

4,500
 

3,851
 

3,252 
  2,819

 

2,206
 

Colo rate 
  2.04

 

1.92
 

1.79
 

1.63 
  1.53

 

1.39
 

        
Billing T-1 Equivalents: 

                

Billing T-1 equivalents added 
  2,974 2,952 2,171 1,823 

  1,884 1,454
Ending billing T-1 equivalents 

  20,127
 

17,153
 

14,201
 

12,030 
  10,207

 

8,323
 

T-1’s per customer location 
  3.81 3.81 3.69 3.70 

  3.62 3.77
T-1’s / billing site 

  7.79
 

7.31
 

6.61
 

6.04 
  5.52

 

5.26
 

Average MRC per T-1 
  $ 203

 

$ 207
 

$ 215
 

$ 218 
  $ 229

 

$ 234
 

                  
Sites Deployed: 

                

FiberTower sites constructed 
  98

 

98
 

158
 

190 
  193

 

276
 

Ending sites deployed 
  3,009 2,911 2,813 2,655 

  2,465 2,272
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We also require cash to service the interest on the Notes described above. Upon closing the sale of the Notes to the initial 
purchasers, we deposited into an escrow account $68.5 million of the net proceeds from the Notes offering, which, together with the 
proceeds from the investment thereof, will be sufficient to make the first four semi-annual interest payments on the Notes. Thereafter, 
we have the option to pay interest on any or all of the next four semi-annual interest payment dates in additional notes.  In May 2008, 
November 2007 and May 2007, the Company made its first three interest payments of $18.1 million, $18.1 million and $18.7 million, 
respectively. Our ability to pay our expenses and make payments due on the Notes depends on our future performance, which will be 
affected by financial, business, economic, legislative and other factors, many of which are beyond our control. 

  
We anticipate that we will continue to invest significantly in deploying our network over the next several years. The size of 

our capital requirements will depend on numerous factors, including our ability to grow revenues, control costs, and deploy our 
network on a timely basis according to plan and customer requirements. We will require significant cash expenditures related to 
capital construction costs and operating losses. We anticipate that we will use no more than $60 million of cash for capital 
expenditures during 2008 to expand our network. However, if market conditions warrant, we are able to slow the amount of capital 
expenditures to a level consistent with the business needs at that time. 

  
In the future, we intend to obtain financing through the issuance of additional equity or debt securities, or both. There can be 

no assurance that this additional financing will be available on terms acceptable to us or at all. If we are unable to raise sufficient 
funds, we may need to reduce our operations or delay our expansion. In addition, we may be required to sell assets or incur additional 
debt, or we may need to refinance all or a portion of our indebtedness at or before maturity. We may not be able to accomplish any of 
these alternatives on terms acceptable to us, or at all. In addition, the terms of existing or future debt agreements may restrict us from 
adopting any of these alternatives. 

  
Cash Flow Analysis 
  

Our principal liquidity requirements are primarily for working capital purposes and the expansion of our network through our 
investment in network equipment and site acquisition and construction costs. 

  
Operating Activities 
  

In the six months ended June 30, 2008, net cash used in operating activities increased by $4.7 million to $42.9 million 
compared to cash used in operating activities of $38.2 million for the six months ended June 30, 2007. The negative cash flow from 
operations in the six months ended June 30, 2008 was primarily caused by a net loss of $161.5 million and a reduction of accounts 
payable of $7.5 million due to the payment of vendors, partially offset by non-cash charges of $127.4 million. 

  
The following table shows non-cash charges included in net cash used in operating activities: 
  

  
Investing Activities 
  

Net cash used in investing activities consisted primarily of our investment in network equipment and site construction costs 
as well as the back-office systems to support the network.  As of June 30, 2008, we provided services to 2,584 billing sites in 13 
markets throughout the U.S., an increase of 436 billing sites during the first six months of 2008. 

  
In the six months ended June 30, 2008, there were $26.5 million in capital additions as compared to $47.9 million in the first 

six months of 2007.  During the first six months of 2008 and 2007, we completed deployment of 196 and 469 new sites,  
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Six Months Ended June 30, 
 

   

2008
  2007 

 

Non-cash charges: 
Depreciation and amortization 

 

$ 11,818
 

$ 8,223
 

Accretion of convertible notes 7,113 6,124
Stock-based compensation 

 

3,136
 

4,334
 

Impairment of long-lived assets and other charges
 

13,433
 

224
 

Restructuring charge 
 

4,993
 

—
 

Impairment of goodwill
 

86,093
 

—
 

Other, net 
 

839
 

(233 )
Total non-cash charges 

 

$ 127,425
 

$ 18,672
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respectively.  In the first six months of 2008, additional capital spending went into deploying incremental customers at existing sites 
relative to the first six months of 2007. In addition, the Company incurred capital expenditures to support site builds beyond the 
second quarter of 2008.  We anticipate that we will use no more than $60 million of cash for capital expenditures during 2008 to 
expand our network. However, if market conditions warrant, we are able to slow the amount of capital expenditures to a level 
consistent with the business needs at that time. 

  
In the six months ended June 30, 2008 and 2007, our restricted cash and investments were reduced by $17.6 million and 

$16.7 million, respectively, reflecting our interest payments in May of 2008 and 2007 of $18.1 million and $18.7 million, respectively, 
on the Convertible Senior Secured Notes, not all of which was paid out of restricted cash.  During the first six months of 2007, there 
were $4.5 million in net purchases and maturities of short-term investments utilized in current operations. 

  
Financing Activities 
  

Net cash of $0.2 million was provided by the exercise of stock options during the six months ended June 30, 2008, as 
compared to $1.5 million for the same period of 2007. 

  
Debt Obligations and Restricted Cash and Investments 
  

At June 30, 2008, we had unrestricted cash and cash equivalents of $177.4 million that were held in bank accounts, money 
market mutual funds, short-term obligations and commercial paper issued by major U.S. and foreign corporations and financial 
institutions. 

  
In addition, at June 30, 2008, we had total restricted cash and investments of $19.4 million, comprised of $17.9 million of 

principal and interest invested in restricted U.S. Treasury securities under the terms of the Notes noted above. At June 30, 2008, we 
had an additional $1.5 million of restricted cash and cash equivalents, $1.1 million of which is related to a service supplier agreement 
(the restriction on which was released in July 2008)  and letters of credit in connection with other obligations totaling $0.4 million at 
June 30, 2008, with their final expiration in January 2009. Of these, $0.3 million were collateralized by cash equivalents at June 30, 
2008. 

  
We believe we have limited exposure to financial market risk including changes in interest rates. We believe the fair value of 

the investment portfolio or related income would not be significantly impacted by changes in interest rates due mainly to the short 
term nature of the investment portfolio. 

  
Off-Balance Sheet Arrangements 
  

We have no off-balance sheet arrangements. 
  

Future Liquidity and Capital Resource Requirements 
  

Based upon our current plans, we believe that our existing cash and cash equivalents and certificates of deposit of 
$177.4 million, will be sufficient to cover our estimated liquidity needs for at least the next twelve months. We anticipate that we will 
use no more than $60 million of cash for capital expenditures during 2008 to expand our network. However, if market conditions 
warrant, we are able to slow the amount of capital expenditures to a level consistent with the business needs at that time. Our long-
term economic model is designed to allow replicable, scalable individual market builds so that we can increase or decrease our market 
deployment schedule based on available cash. As a result, the amount and timing of our long-term capital needs will depend on the 
extent of our network deployment. As our business is in its early stages, we regularly evaluate our plans and strategy, and these 
evaluations often result in changes, some of which may be material and significantly modify our cash requirements. 

  
Critical Accounting Policies and Estimates 
  

Our discussion and analysis of our financial condition and results of operations is based upon our consolidated financial 
statements, which have been prepared in accordance with U.S. generally accepted accounting principles. The application of these 
policies requires us to make estimates that affect the reported amount of assets, liabilities, revenues and expenses, and related 
disclosures of contingent assets and liabilities. We base our accounting estimates on historical experience and other factors which we 
believe to be reasonable under the circumstances. However, actual results may vary from these estimates under different assumptions 
or conditions. Management has discussed the development and selection of critical accounting policies and estimates with our Audit 
Committee. 
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Our critical accounting policies include revenue and expense recognition, useful life assignments and impairment evaluations 
associated with long-lived assets, including intangible assets, FCC licenses, goodwill, asset retirement obligations, deferred taxes, 
leases and stock-based compensation, which are discussed in detail under the caption “Critical Accounting Policies and Estimates” in 
our Annual Report on Form 10-K for the year ended December 31, 2007. 

  
There were no significant changes in our critical accounting policies or estimates since December 31, 2007. 
  

Related Party Transactions 
  

See Note 11, Related Party Transactions in the Notes to Condensed Consolidated Financial Statements. 
  

ITEM 3.     QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 
  

We believe that there have been no significant changes in our market risk exposures for the six months ended June 30, 2008 
from those disclosed in our Annual Report on Form 10-K for the year ended December 31, 2007. 

  
ITEM 4.     CONTROLS AND PROCEDURES 
  

(a) Evaluation of Disclosure Controls and Procedures 
  

As of June 30, 2008, our management carried out an evaluation under the supervision and with the participation of our Chief 
Executive Officer (“CEO”) and Chief Financial Officer (“CFO”), of the effectiveness of the design and operation of our disclosure 
controls and procedures pursuant to Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934 (“Exchange Act”).  
Disclosure controls are controls and procedures that are designed to ensure that information required to be disclosed in our reports 
filed under the Exchange Act, such as this Form 10-Q, is recorded, processed, summarized and reported, within the time periods 
specified in the SEC’s rules and forms.  Disclosure controls and procedures include, without limitation, controls and procedures 
designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange 
Act is accumulated and communicated to the company’s management, including its principal executive and principal financial 
officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure. 

  
Based on the evaluation described above, our CEO and CFO have concluded that, as of June 30, 2008, our disclosure controls 

and procedures were not effective. 
  

(b) Changes in Internal Control over Financial Reporting 
  

In our Annual Report on Form 10-K for the year ended December 31, 2007, management identified as a material weakness in 
both the design and operating effectiveness of internal control over financial reporting, its ineffective controls over the accounting for 
property and equipment.  During the quarter ended June 30, 2008, we continued to make substantial progress on the implementation of 
the re-design of our internal controls associated with property and equipment. We intend to further develop the re-designed controls 
over property and equipment throughout the third quarter and beyond in 2008 including assigning responsibility for execution of the 
controls throughout various levels of our organization and focusing on increasing the precision, speed and efficiency of the controls. 
During the quarter ended June 30, 2008, there were no other changes in our internal control over financial reporting which have 
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting. 

  
PART II — OTHER INFORMATION 
  
Item 1.                 Legal Proceedings 
  

We are not currently a party to any material legal proceedings. From time to time, we could become involved in various legal 
proceedings arising from the normal course of business activities. Depending on the amount and timing, an unfavorable resolution of a 
matter could materially affect our future results of operations, cash flows or financial position in a particular period. 

  
Item 1A.        Risk Factors 
  

There have been no material changes to the risk factors described in our Annual Report on Form 10-K for the year ended 
December 31, 2007. 
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Item 2.                 Unregistered Sales of Equity Securities and Use of Proceeds 
  
The following table provides information about the repurchase of our common stock during the three months ended June 30, 

2008: 
  

(1)                                  Shares shown were withheld to satisfy tax obligations arising upon the vesting of restricted stock. In April 2007, our Board 
of Directors authorized the repurchase of common stock at current market prices, limited to amounts necessary to fund 
income tax withholding obligations of employees with respect to such vesting. 

  
(2)                                  We do not have a securities repurchase program. 
  
Item 3.      Defaults Upon Senior Securities 
  
                  None. 
  
Item 4.      Submission of Matters to a Vote of Security Holders 
  

We held our Annual Meeting of Stockholders on June 3, 2008 (the “Annual Meeting”), to elect two Class II directors to 
serve three-year terms until our annual meeting of stockholders in 2011 and to ratify the appointment of Ernst & Young LLP as our 
independent auditors for 2008.  The Board of Directors nominated John Muleta and Darryl Schall for re-election as Class II directors 
at the Annual Meeting.  The Board of Directors solicited proxies for the Annual Meeting pursuant to Regulation 14 under the 
Securities Act, there was no solicitation in opposition to these nominees and each of the nominees was re-elected. The number of 
votes for and withheld with respect to the nominees were as follows: 

  

  
Stockholders ratified the appointment of Ernst & Young LLP as our independent auditors for 2008 at the Annual Meeting 

based on the following vote tabulation: 
  

  
Item 5.      Other Information 
  
                  None. 
  
Item 6.      Exhibits 
  
31.1           Certification of Kurt J. Van Wagenen under Section 302 of the Sarbanes-Oxley Act. 
  
31.2           Certification of Thomas A. Scott under Section 302 of the Sarbanes-Oxley Act. 
  
32.1           Certification of Kurt J. Van Wagenen under Section 906 of the Sarbanes-Oxley Act. 
  
32.2           Certification of Thomas A. Scott under Section 906 of the Sarbanes-Oxley Act. 
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Period 
  

Total number of shares
purchased (1)

 

Average price paid 
per share

 

Total number of 
shares purchased as 

part of publicly 
announced program (2) 

  

Maximum value of 
shares that may yet 
be purchased under 

the program (2)
 

April 1 to April 30, 2008 
  914

 

$ 1.54
 

— 
  —

 

May 1 to May 31, 2008 
  — — — 

  —
June 1 to June 30, 2008 

  —
 

—
 

— 
  —

 

Total 
  914 $ 1.54 — 

  —

   

For
 

Withheld 
 

John Muleta 
 

113,970,223
 

968,224 
 

Darryl Schall 
 

113,717,140
 

1,221,307 
 

For 
  Against Abstentions 

  
114,617,709 

  278,187
 

42,551 
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SIGNATURES 
  

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be 
signed on its behalf by the undersigned thereunto duly authorized. 
  

  
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be 

signed on its behalf by the undersigned thereunto duly authorized. 
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FIBERTOWER CORPORATION 

  
  
  

By: /s/ KURT J. VAN WAGENEN 
August 8, 2008 

   

Kurt J. Van Wagenen
Date 

   

President, Chief Executive Officer and Director

Signature 
  Title

  Date
        

/s/ KURT J. VAN WAGENEN 
  President, Chief Executive Officer and Director

  August 8, 2008
Kurt J. Van Wagenen 

  (Principal Executive Officer)
  

 

        
/s/ THOMAS A. SCOTT 

  Chief Financial Officer
  August 8, 2008

Thomas A. Scott 
  (Principal Financial and Accounting Officer)
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EXHIBIT INDEX 
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Exhibit No. 
  Title

      
31.1 

  
Certification of Kurt J. Van Wagenen under Section 302 of the Sarbanes-Oxley Act. 

      
31.2 

  
Certification of Thomas A. Scott under Section 302 of the Sarbanes-Oxley Act.

      
32.1 

  
Certification of Kurt J. Van Wagenen under Section 906 of the Sarbanes-Oxley Act. 

      
32.2 

  
Certification of Thomas A. Scott under Section 906 of the Sarbanes-Oxley Act.

Doc 1  Page 29 EDGAR :Redline:OFF
  10-Q                       FiberTower Corporation
  105542          c:\jms\105542\08-19203-1\task3073524\19203-1-BI.pdf

Chksum: 454355   Cycle 3.0  Merrill Corporation 08-19203-1  Thu Aug 07 14:29:52 2008 (V 2.247w--P66491CHE)



  
  

Exhibit 31.1
 

CERTIFICATION PURSUANT TO 
RULE 13A-14 OF THE SECURITIES EXCHANGE ACT OF 1934, 

AS ADOPTED PURSUANT TO 
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

  
I, Kurt J. Van Wagenen, President, Chief Executive Officer and Director of the Company, certify that: 
  

1.             I have reviewed this quarterly report on Form 10-Q of FiberTower Corporation (the “Registrant”); 
  
2.             Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 

material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

  
3.             Based on my knowledge, the financial statements, and other financial information included in this report, fairly 

present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods 
presented in this report; 

  
4.             The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 

and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined 
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have: 

  
                                                (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made 
known to us by others within those entities, particularly during the period in which this report is being prepared; 

  
                                                (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

  
                                                (c) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and, 

  
                                                (d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the 

Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and, 
  
5.             The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 

control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons 
performing the equivalent functions): 

  
                                                (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial 
information; and 

  
                                                (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

Registrant’s internal control over financial reporting. 
  

Date: August 8, 2008 
  
  

  
  
  
  
  

  
/s/ KURT J. VAN WAGENEN 

  
Kurt J. Van Wagenen

  
President, Chief Executive Officer and Director
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Exhibit 31.2
 

CERTIFICATION PURSUANT TO 
RULE 13A-14 OF THE SECURITIES EXCHANGE ACT OF 1934, 

AS ADOPTED PURSUANT TO 
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

  
I, Thomas A. Scott, Senior Vice President and Chief Financial Officer of the Company, certify that: 
  

1.                                       I have reviewed this quarterly report on Form 10-Q of FiberTower Corporation (the “Registrant”); 
  
2.                                       Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a 

material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

  
3.                                       Based on my knowledge, the financial statements, and other financial information included in this report, fairly 

present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods 
presented in this report; 

  
4.                                       The Registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 

and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined 
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have: 

  
                                                                                                (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 

designed under our supervision, to ensure that material information relating to the Registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in 
which this report is being prepared; 

  
                                                                                                (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting 

to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles; 

  
                                                                                                (c) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report, based on such evaluation; and, 

  
                                                                                                (d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred 

during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual 
report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over 
financial reporting; and, 
  

5.                                       The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons 
performing the equivalent functions): 

  
                                                                                                (a) All significant deficiencies and material weaknesses in the design or operation of internal controls over financial 

reporting which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and 
report financial information; and 

  
                                                                                                (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in 

the Registrant’s internal control over financial reporting. 
  

Date: August 8, 2008 
  

  
  
  
  

  
/s/ THOMAS A. SCOTT

  
Thomas A. Scott

  
Senior Vice President and Chief Financial Officer
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Exhibit 32.1

 
CERTIFICATION PURSUANT TO 

SECTION 1350, CHAPTER 63 OF TITLE 18, UNITED STATES CODE, 
AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
  

Pursuant to Section 1350, Chapter 63 of Title 18, United States Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002, the undersigned, as chief executive officer of FiberTower Corporation (the “Company”), does hereby certify that to the 
undersigned’s knowledge: 
  

  
  

  
  
Dated:  August 8, 2008 
  

  
  
  

  
1) 

  
the Company’s Form 10-Q for the quarterly period ended June 30, 2008 fully complies with the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1934; and

        
  

2) 
  

the information contained in the Company’s Form 10-Q for the quarterly period ended June 30, 2008 fairly presents, in all 
material respects, the financial condition and results of operations of the Company.

  
/s/ KURT J. VAN WAGENEN 

  
Kurt J. Van Wagenen

  
Chief Executive Officer
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Exhibit 32.2

 
CERTIFICATION PURSUANT TO 

SECTION 1350, CHAPTER 63 OF TITLE 18, UNITED STATES CODE, 
AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
  

Pursuant to Section 1350, Chapter 63 of Title 18, United States Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002, the undersigned, as chief financial officer of FiberTower Corporation (the “Company”), does hereby certify that to the 
undersigned’s knowledge: 
  

  

  
  
Dated: August 8, 2008 
  

  
  
  

  
1) 

  
the Company’s Form 10-Q for the quarterly period ended June 30, 2008 fully complies with the requirements of 
Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

        

  
2) 

  
the information contained in the Company’s Form 10-Q for the quarterly period ended June 30, 2008 fairly presents, 
in all material respects, the financial condition and results of operations of the Company. 

  
/s/ THOMAS A. SCOTT

  
Thomas A. Scott

  
Chief Financial Officer
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