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EXCHANGE RATES

Unless otherwise indicated, al referencesto"$' or dallarsin thisannua report refer to United States dollars and all
referencesto "Cdn.$" refer to Canadian dollars. As of May 31, 2000, the noon buying ratein New Y ork City for cable trans-
fersin Canadian dollars was U.S.$1.00 = Cdn.$1.4974.

Thefollowing table setsforth, for each period presented, the high and low exchange rates, the average of the ex
change rates on the last day of each month during the period indicated and the exchange rates et the end of the period indicated
for one United States dollar, expressed in Canadian dollars, based on the noon buying ratein New Y ork City for cable transfer
payable in Canadian dollars as certified for customs purposes by the Federd Reserve Bank of New Y ork.

Year Ended December 31,

1999 1998 1997 1996 1995

ENG Of PETOU.......cocecerererreer e s 14455 15295 14203 13706 1.3641
Average for the PEIOU. ..o s 14945 14940 13875 13560 1.3770
High for the period...........creereerereee e 15470 15845 14413 13865 14267
LOW fOr tEPEIOM.......c.. e 14420 14037 13338 13263 1.3270

FORWARD-LOOKING STATEMENTS

Certain statements included or incorporated by reference in this Form 20-F annud report condtitute "forward-
looking statements' within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, including, without limitation, statements containing the words "anticipates,”
"believes,” "intends,”" "estimates," "expects," "projects' and words of similar import. Such forward-looking statementsin-
volve known and unknown risks, uncertainties and other factors that may cause our actua results, performance or achieve-
ments or industry resultsto be materidly different from any future results, performance or achievements expressed or implied
by such forward-looking statements. Such factorsinclude, among others, the following: genera economic and business condi-
tions, both nationdly and in the markets in which we operate or will operate; demographic change; existing government regula
tionsand changesin, or the failure to comply with, government regulations; competition; the loss of any significant number of
customers; changesin business strategy or development plans, technologica developments; the ability to attract and retain
quaified personnel; our ability to access markets, design effective fiber optic routes, ingtal cable and facilitiesand obtain
rights-of-way, building access rights and any reguired governmental authorizations, franchises and permits, dl in atimely
manner, & reasonable costs and on stisfactory terms and conditions; and other factors referenced in this Form 20-F annud
report. Certain of these factors are discussed in more detail elsawherein this Form 20-F annud report including, without
limitation, under Item 1, Description of Business, and Item 9, Management's Discusson and Analyss of Financial Condition
and Results of Operations. Asaresult of the foregoing and other factors, no assurance can be given asto our future results
and achievements. Neither we nor any other person assumes responsibility for the accuracy and completeness of these
gsatements. We disclaim any obligation to update any such factors or publicly announce the result of any revisonsto any of
the forward-looking statements contained herein to reflect future events or developments.

Concurrent with the closing of our initid public offering, we reorganized our share capital. Pursuant to this reor-
ganization, (1) the Class C Multiple Vating Shares were redesignated as Multiple Voting Shares and (2) the Class B Subordi-
nate Voting Shares were converted into Class A Non-Voting Shares, which were redesignated as Subordinate Voting Shares.
All share and related information (Such as per share information, options and warrants) has been adjusted to give effect, retro-
actively, to such reorganization and atwo-for-one stock split completed on April 14, 2000. We dso had an eight-for-one
stock split effective November 24, 1999 resulting in seven additiond Class A Non-Voting Shares being issued to shareholders
for eech Class A Non-Voting Share held by shareholders of record on November 24, 1999. Asof May 31, 2000, there were
81,840,000 Multiple V oting Shares and 683,990,095 Subordinate Voting Shares outstanding.
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Item 1. Description of Business

We are aleading independent, facilities-based provider of fiber optic communications network products and serv-
ices. By the end of 2001, we expect our current network to consist of gpproximately 56,800 route milesin North America,
Europe and South America, including an undersea cable between North Americaand Europe and an undersea cable between
South Americaand North America. We have rights to acquire colocation facilities or sitesin deven citiesin North America
comprising approximately 2.3 million square feet and agreed with an &ffiliate of iAdvantage to develop network colocation
facilitiesand Internet protocol ("IP") transport servicesin Asia. We intend to expand our network to provide connectivity on
aglobd basis. Our network's design uses sate-of-the-art optica technologies that we believe greatly reduces complexity and
cost while dlowing usto offer increased reiability and awide range of products and services. In addition, we offer network
services to meet our customers demands and enable Internet services and intend to develop products and services that capi-
talize on the convergence of telecommunications and high-bandwidth gpplications and services. Our network is scheduled to
be completed by the end of 2001.

Our network congists of fiber optic assets and capacity that we have ingtalled or acquired from other developers
and carriers through swaps, purchases, leases, indefeasible right of use (“IRUS") or other contractud rights dong diverse
rights-of-way ("ROW"). In North America, our network is expected to cover gpproximately 24,100 route miles, of which
more than 12,200 route miles have been developed as of May 31, 2000, encompassing both long-haul and intra-city route
miles and providing connectivity among approximately 50 mgjor population centers. In Europe, our network is expected to
cover goproximately 11,100 long-haul route miles, of which more than 4,900 route miles have been developed as of May 31,
2000, providing connectivity among gpproximately 35 mgjor population centers. Our 7,600 route mile fully protected under-
sea cable between North America and Europe will have the capacity to be a 1.92 terabits per second (“tbps'), self-heding ring
that will connect landing sitesin Bogton, Haifax, Dublin and Liverpool and to mgor gateway citiesin Europe and North
America, induding London and New Y ork. Our planned 14,000 route mile fully protected undersea cable between South
Americaand North Americawill have the capacity to be a 1.28 thps, self-heding ring that will be able to offer city-to-city
connectivity between 6 mgjor population centersin Brazil, Venezuda, Bermuda and the United States. We intend to expand
our planned network to more population centers through the addition of intercity and city ring capacity in North America,
Europe and South America. We are dso reviewing opportunities to expand the geographic reach of our network, including
trangpacific connectivity to Asa. In addition, we intend to extend our network to Buenos Aires through undersea and/or ta-
restria routes.

We bdlieve that there is growing demand for fiber optic capacity and related network dementsto transmit and serv-
ice high-bandwidth data, voice and video. This growing demand is being accelerated by new applications and services and by
improvementsin "last mile" technology such asdigitd subscriber line ("DSL") and cable modems. In this changing market
environment, we believe that we are in afavorable competitive position to satisfy this demand relaive to other service pro-
viders due to our low-cost, seamless technology and consistent network operating architecture. We have achieved alow-cost
position by:

leveraging our congtruction sKills,
co-developing and swapping fiber optic assets dong some corridors of our network;

using equity as payment for important dements such as bulk rights-of-way; and

using optical design and technologies that eliminate layers of equipment traditionaly required to support legacy
systems.

Our current and targeted customersinclude new and incumbent telecommunications service providers ("TSPs'),
Internet service providers ("1SPs"), application service providers ("ASPs'), storage service providers ("SSPs') and large or-
ganizations ("LORGs") with enterprise network needs. We believe that these customers have alimited choice of independent
service providers capable of offering high-capacity, reliable, secure and cogt-effective services, including enabling Internet



services, between mgjor population centersin North America, Europe and South America. Asaresult, we believe that our
targeted customers will buy services from us rather than purchase them from another source or build these service capatiilities
themselves. To meet our customers requirements, we offer awide range of services on ascdable bas's, including:

network services—optica channds, private line transmission, packet-based data services such as I P transport and
Asynchronous Transfer Mode ("ATM"), and virtud voice trunking; and

network infrastructure—dark fiber and conduit for sale, grant of IRU or lease and construction services supporting
the development of our network.

Through the colocation facilities that we have agreed to acquire or are co-developing and through additiona coloca:
tion facilities that we intend to acquire, we intend to provide additiona network services such as Internet data centers, appli-
caions hogting, € ectronic commerce support and web hosting. We aso intend to expand our businessto include additiona
network services such as video trangport services, independent Internet access for trangport and peering and management
sarvicesto dlow carriersto migrate from circuit-switched technologies to packet-based technologies.

We expect to enable our customersto establish and maintain a strong competitive position in providing servicesto
their end users. We bdieve that our independence, product design, seamless technology, consistent network architecture, sim
ple billing systems and end-to-end international connectivity will enable usto gain astrong market position.

We plan to redlize the vaue of the network through developing a broad range of managed bandwidth and Internet
enabling products and services and the sdle, grant of IRU, lease or swap of dark fiber and conduit. We are adding the necessary
transmission equipment to enable us to provide bandwidth services and other value-added network servicesto carriers and
other service providers along segments of our network. We intend to enhance the connectivity of the network and satisfy
customer demand through purchases, leases and swaps of bandwidth and through joint ventures.

We were incorporated on February 5, 1998, but did not commence operations until May 31, 1998. Prior to that
time, we operated as the tdlecommunications divison of Ledcor Indudtries Limited, an indirect subsidiary of Ledcor Inc. See
Item 13, Interest of Management in Certain Transactions, under the heading " Transactions with Ledcor—Background of Led-
cor." InApril 2000, we continued the corporation under the laws of Nova Scotia, Canada. Also in April 2000, we concluded
asaries of transactions to transfer our Canadian telecommunication transmission facilities and certain related fecilitiesto 360
Urbanlink Ltd. ("Urbanlink™). See ltem 13, Interest of Management in Certain Transactions, under the heading " Transactions
with Ledcor—Canadian Telecommunications Arrangement.”

Market Opportunity

Our network is designed to provide our customers with secure, independent transmission facilities and sufficient
cagpecity onalocd, regiond, nationa or internationa basis to accommodate their increasing demand and plansfor expansion.
According to The Y ankee Group and other industry sources, growth in the high-bandwidth telecommunicationsindustry is
expected to continue due to anumber of factors, which include:

Innovations and advances in transmission technol ogy. Technologica innovations continue to increase the
capacity and speed of advanced fiber optic networks while decreasing the cost of transmission alowing for contin-
ued growth in Internet usage and increases in the number of network users. Thisincreased capacity and speed has
resulted in the development of bandwidth-intensive gpplications. Improvementsin "last mile" technology, such as
DS, cable modems and fixed and third-generation ("3G") wirdess access are contributing to the Significant incresse
in the number of subscribers using such gpplications. In addition, the anticipated proliferation of wireless Internet
and data technologies and devices such as 3G broadband technology are aso expected to contribute to increasesin
demand for bandwidth.

Increasing demand for high-bandwidth applications, largely driven by the increase in Internet traffic.
There has been, and according to The Y ankee Group, there will continue to be a significant growth in demand for
Internet, local loop data, video services and long distance. Theincreasein computer power and usage, aswdl asthe
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continued demand for and development of faster Internet connection speeds, are driving significant increesesin
communications use for Internet and data services.

Deregulation of the telecommunications industry, which has resulted in a proliferation of service pro-
viders. The tdlecommunicationsindustry continues to experience liberdization on aglobd basis. Our high-
bandwidth platform alows both new entrants to compete in this market and existing service providersto expand
into new markets.

Business Strategy

We bdlieve that demand for high-bandwidth data transmisson capecity from TSPs, I1SPs, ASPs, SSPsand LORGs
with enterprise network needs will increase substantialy over the next severd years. The key elements of our business strat-
egy to exploit the growing demand for bandwidth and enhanced network services areto:

Provide high-bandwidth connectivity between, and colocation facilitiesin, major global population
centers. Thefootprint of our network is designed with the input of our customers and, when complete, our combination of
terrestrial and undersea fiber networkswill dlow usto offer our customers seamless and scalable connectivity between major
population centersin North America, Europe and South America, areasin which bandwidth demand is high and is expected to
grow rapidly. Weintend to expand our planned network to more population centers through the addition of intercity and city
ring capacity in North America, Europe and South America. We are also reviewing opportunities to expand the geographic
reach of our network to have trangpacific connectivity to Adia. In addition, we intend to extend our network to Buenos Aires
through underseaand/or tarestria routes.

Develop and operate a technologically advanced, high-capacity, low-cost network. Our network is de-
signed with the most advanced commercidly available technology to provide the highest levels of rdiability, security and
flexibility demanded by our customers. Generally, construction to add to our network is commenced only after we have pre-
sold sufficient strands and conduit to cover gpproximately 50% of our anticipated cost of that segment, thereby reducing
capita risk and creating alow-cogt structure relative to our competitors. In some segments we may seek a co-devel oper to
fund a portion of the project in exchange for receiving fiber or conduit assets. In gppropriate circumstances, the strategic na
ture of asegment may cause usto retain a higher percentage of fiber and conduit, and associated codts, for our own account.
We believe that our network will have alow-cost basis relative to other telecommunications carriers for the following reasons.

Sophidticated network architecture based on dense wave divison multiplexing ("DWDM") optics and packet
switching reduces the complexity and the number of component systems that were previoudy required to ddliver
voice, Internet and data services. This smplified approach reduces our capital expenditures and operating expenses
relaing to billing support, program management and systems support.

Theingalation of multiple fibers per route mile and spare conduits reduces the per fiber mile cost to congtruct, op-
erate and upgrade our network.

Some of our current ROW, licenses, permits and franchises are va uable assets that would be costly and difficult for
othersto procure or replicate in the future.

Where possible, our policy isto retain fiber assetsfor our own use aong routes where we compl ete third-party
congtruction.

Our low-cost structure should dlow usto remain price competitive with other providers of broadband communica
tionsinfrastructure and Internet connectivity services while sustaining margins and providing customers a cost-effective dter-
native to congtructing their own networks.

Extend the reach of our network through development, swaps and acquisitions of fiber and capacity.
We plan to continue to develop our network to extend its connectivity to mgor globa population centers. For example, we
have recently entered into ajoint build agreement with Telewest in the United Kingdom. Further, we intend to continue to
explore strategic opportunities and the use of swaps of fiber and capacity to extend the reach of our network at alow incre-
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mental cost. Our recent agreements with Teliato expand our network footprint in Europe through a fiber swap and with Glo-
beNet Communications Group Limited ("GlobeNet") to expand our connectivity with South Americathrough a cable acquisi-
tion are examples of this strategy.

Expand our marketing capabilities. We are focused on providing our network servicesto TSPs, |SPs, ASPs,
SSPs and LORGs with enterprise network needs. In North America, our customer relationships are cultivated and maintained
by our direct sdesforce and marketing staff. Weintend to expand our European sdes and marketing efforts by hiring addi-
tiond managers and salespeoplein new regiona European sdes offices by the end of the year.

Increase, in collaboration with our customers, the number of products and servicesthat we offer, in-
cluding managed bandwidth and I nternet enabling products and services. We offer our customers managed band-
width and Internet enabling products and services such as colocation facilities. We anticipate offering services such as Internet
data centers, gpplications hogting, € ectronic commerce support and web hogting to meet our customers evolving needs and
capitalize on the expanding demand for new tel ecommunications products and services. We plan to develop an extensve range
of innovative products and services which will use our state-of-the-art | P-based network infrastructure.

Capitalize on management experience and relationships. We have assembled and will continueto build a
strong management team and board of directors with communications expertise and extensive experience in network design,
congtruction, operations and sales. Members of our board of directors and our new Chief Executive Officer, Gregory Méffe,
have extensve experiencein initiating, pursuing and implementing srategic dliancesin communications and technology indus-
tries. In addition, Michad Ddll, Chairman and Chief Executive Officer of Dell Computer Corporation, Terence Matthews,
Chairman and Chief Executive Officer of Newbridge Networks Corporation, Rupert Murdoch, Chairman and Chief Executive
Officer of News Corporation, Dr. Nathan Myhrvold, former Chief Technology Officer of Microsoft Corporation, Anthony
Naughtin, President and Chief Executive Officer of InterNAP Network Services Corporation, and Denis OBrien, J., Chair-
man of Esat Telecom Group, plc, each recently agreed to join our Strategic Advisory Committee, which will adviseuson
network technology directions, help us develop products and services to meet the reguirements of our customers and capitd-
ize on the convergence of telecommunications and high-bandwidth gpplications and services.

Pursue additional strategic alliancesin network services and technology. We will pursue additional strar
tegic aliances with communications providers that have high-bandwidth needs and are willing to offer uslong-term, high &
pacity commitmentsfor traffic on our network. Such strategic dliances could aso dlow usto combine our capabilities with
those of our gtrategic dliance partners and thereby offer our customers additiona products and services. Our investment in
TeraBeam Corporation, an emerging broadband services provider and the investment in us of divineinterVentures, inc. are
examples of this strategy.

The Network

Our current network will cover gpproximately 56,800 route miles when complete and will encompass long-haul and
intra-City routes and an undersea cable between North Americaand Europe and an undersea cable between South Americaand
North America. Our network consists of fiber optic assets and capecity that we have ingtaled or acquired from other devel-
opersand carriers through swaps, purchases, leases, IRUs or other contractud rights dong diverse ROW. Weintend to e«
pand our network including bandwidth and other Internet enhancing servicesto provide connectivity on agloba basisto meet
our customers demands and in response to our needs for connectivity for our telecommunications business.

North America
In North America, our network is expected to cover gpproximately 24,100 route miles, encompassing both long-

haul and intra-city route miles by the end of 2001. We intend to further develop, swap, lease, obtain IRUs in respect of, or
purchase additiond long-haul route miles and intra-city ringsin North America. The footprint will consist of the following:



aNorth American long-haul fiber optic network including: (1) three primary east-west routes and (2) three primary
north-south routes, running along the West Coast, the Mississippi River Vdley and the East Coast. Our network in
North Americawill serve approximately 50 mgjor population centers; and

aseries of intra-city networksin Toronto, Vancouver, Montred, Ottawa and Calgary, in addition to the city ring
currently under construction in Seettle.

Europe

In Europe, our network is currently expected to cover approximately 11,100 long-haul route miles providing con-
nectivity among approximately 35 mgjor population centers by the end of 2001.

The fiber we acquired via the transactions that we describe below with KPNQwest Carrier ServicesB.V.
("KPNQwest"), TdiaAB ("Tdiad"), Tdewest Communications Group Limited ("Telewest") and Carrierl Internationa
GmbH ("Carrier 1") place our assetsin ten European countries. The planned footprint will consist of eight rings connecting
the following cities:

Liverpool, Manchester, Birmingham, Bristol, London, Cambridge and Sheffidd,;
London, Paris, Strashourg, Frankfurt, Dusseldorf, Hamburg and Amsterdam;

Hamburg, Kolding and Copenhegen;

Copenhagen, Stockholm and Odo;

Frankfurt, Stuttgart, Munich, Dresden, Berlin, Hamburg and Cologne;

Stuttgart, Zurich, Milan, Turin, Marsgllles, Lyon, Geneva, Basd and Kehl;
Pearis, Lyon, Toulouse and Bordeaux; and

Lyon, Marsdlles, Barcdlong, Vaencia, Madrid, Bilbao, Bordeaux and Taulouse.
These routes will be acquired through the following agreements:

KPNQwest. In March 2000, we signed an agreement with KPNQwest, under which we will purchase for a twenty-
year period an IRU for approximately 4,500 route miles of multiple fiber strands on KPNQwest's Southern Euro-
pean network covering 25 population centers. The agreement contemplates that KPNQwest will ddliver thefibers
to usin segments and rings starting in the third quarter of 2000, with afind delivery date in the fourth quarter of
2001. In addition, KPNQwest will provide uswith colocation and maintenance sarvices. Also in March 2000, we
signed an agreement with KPNQwest Atlantic Limited under which KPNQwest Atlantic will purchasefor a
twenty-year period an IRU for capacity on our network between New Y ork City and London. We will deliver this
capacity over atwo-year period starting in March 2001.

Telia. In December 1999, we signed a contract with Teliaunder which we will swap for atwenty-year period an
IRU for multiple fiber strands on part of our North American network in exchange for an IRU for approximately
4,000 route miles of multiple fiber strands of Tdlias European network covering Germany, France, the United
Kingdom, the Netherlands, Denmark, Sweden and Norway. The contract contemplates that we will deliver fibersto
Teliaby the end of the first quarter of 2001 and Teliawill deliver the fibersto us by the end of the fourth quarter of
2000. In addition, we will provide each other with colocation services, regeneration sites, points of presencein main
citiesand operations and maintenance services.

Telewest. In December 1999, we signed a co-devel opment agreement with Telewest to provide uswith multiple
conduits on an gpproximate 736 route mile ring network which will connect Liverpoal to London via Manchester,
Birmingham and Bristol and via Sheffield and Cambridge. In addition, we have an option to require Telewest to pro-
vide access to existing dark fiber on two diverse routes connecting Liverpool to London on abackup network with
common regeneration sitesif the co-deve opment assets are not delivered on schedule.
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Carrierl. Inthe second quarter of 2000, we signed contracts with Carrierl enabling us to order wholesde capacity
on their network connecting London to 18 major population centers beginning March 1, 2001. In addition, we
swapped dark fiber on the Telewest ring for dark fiber on Carrierl's German ring. Furthermore, Carrierl hasdso
signed a capacity purchase agreement with us to acquire bandwidth on the 360atl antic cable and additiond terres-
trid backhaul in North America

Undersea Cables

360atlantic. Our 7,600 route mile undersea cable between North America and Europe cable project will have the
capacity to be a1.92 thps, sdf-healing ring that will connect landing sitesin Boston, Halifax, Dublin and Liverpool and to
major gateway citiesin Europe and North America, including London and New York. In June 1999, we entered into aturnkey
supply agreement with Tyco Submarine Systems Ltd. (" Tyco") whereby Tyco will serve asthe primary contractor for
360atlantic, taking responsibility for the design, construction, ingtallation and testing of the cable. Tyco isaleading supplier
of undersea communications systems and servicesto various projects around the world. 360atl antic's sdf-heding ring de-
signwill have acapacity of 1.92 thps on each segment using 4 fiber pair with state-of -the-art, 48-wavelength technology on
each fiber pair. Tycoisrequired to complete and deliver our 360atl antic undersea cable by thefirst quarter of 2001.

360americas. The planned 14,000 route mile undersea cable between South Americaand North Americawe will
acquire with the acquisition of GlobeNet will have the capacity to be a 1.28 thps, self-heding ring that will be ableto offer
city-to-city connectivity between 6 mgjor population centersin Brazil, Venezuela, Bermuda and the United States. Alcatel
Submarine Networks Inc. ("Alcatd") will serve asthe primary contractor for 360americason aturnkey basis, taking re-
sponsihility for the design, construction and instalation of the cable. Alcatdl isagloba leader in the construction and ingtala
tion of underseafiber optic cables. Alcatdl is expected to complete and deliver the undersea portion of the 360americas
cable by the end of the second quarter of 2001.

The acquisition of GlobeNet was approved by GlobeNet shareholders on May 2000, and the transaction is ex-
pected to close in June 2000.

Future Expansion

We bdlieve that there may be opportunitiesin North America, Europe and South Americato further develop our
network. We intend to expand our planned network to more population centers through the addition of intercity and city ring
capacity in North America, Europe and South America. We are dso reviewing opportunities to expand the geographic reach of
our network, incduding transpacific connectivity to Asia
Network Development Plan

We expect to complete the development of our currently planned network in 2001. Although the following table
summarizes our current plans for completing the terrestria network, the segments, actua route miles, scheduled completion
dates, mgjor population centers connected and proposed participants/co-devel opers/swapg/joint ventures listed below may
change due to market and other circumstances, some of which may be beyond our contral:

North America

Completed Route

Miles as of Scheduled
Estimated December 31, Completion Major Population
Segment RouteMiles 1999 Date Centers Connected
L edcor
Build: 5,068 5,068 Complete Vancouver, Edmonton, Calgary,

Winnipeg, Minneapolis, Chicago,
Toronto and Detroit
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Canada

Build: 2,050
West Coast
Build: 4,102
Northeast
Build: 3,314
East Coast
Build: 4,784
Central
Build: 1,120
Mid-
America 3,162
Build:
City Rings: 511
Total Route 24,111
Miles

Europe
Segment
UK:
Germany:

Holland/France:
Scandinavia:
Switzerland:

Spain/France:

Italy:

Total Route Miles

1,243 Fourth Quarter Edmonton, Winnipeg and Toronto
2000
1,286 Fourth Quarter Edmonton, Vancouver, Seattle,
2000 Portland, Sacramento,
Los Angeles, San Diego,
Phoenix and San Antonio
1,611 Fourth Quarter New Y ork, Boston, Buffalo,
2000 Albany, Detroit, Toronto,
Montreal, Quebec City
and Halifax
2,601 First Quarter 2001 New Y ork, Washington DC,
Atlanta, Jacksonville, Memphis,
Miami and New Orleans
— Fourth Quarter Chicago and New Orleans
2000
408 First Quarter 2001 Chicago, Denver, New Orleans,
Omaha, Sacramento and Salt Lake
City
— Fourth Quarter Calgary, Montreal, Ottawa,
2000 Seattle, Toronto, Vancouver
and Edmonton
12,217
Scheduled
Estimated Completion Major Population
Route Miles Date Centers Connected
736 Third Quarter London, Liverpool and Manchester
2000
3,255 Second Quar-  Strasbourg, Frankfurt, Hamburg,
ter 2001 Munich, Dusseldorf
and Stuttgart
3,051 Second Quar-  Amsterdam, Paris, Marseilles
ter 2001 and Lyon
1,628 First Quarter  Copenhagen, Stockholm and Oslo
2001
708 First Quarter ~ Zurich, Geneva and Basel
2001
1,392 Fourth Quar- Barcelona, Vdencia,
ter 2001 Madrid, Bilbao,
Toulouse and Bordeaux
344 Second Quar-  Milan and Turin
ter 2001

11,114



Undersea Cables

Scheduled
Estimated Completion Major Population
Segment Route Miles Date Centers Connected
360atlantic 7,600 First Quarter  Dublin, Liverpool, Boston and Hali-
2001 fax
360americas 14,000 Second Quar-  United States, Brazil, Venezuelaand
ter 2001 Bermuda

Total Route Miles 21,600

Colocation Facilities
North America

We have rights to acquire existing colocation facilities or Stesin eeven cities totaling gpproximately 2.3 million
gquare feet. These facilities are expected to be completed by the end of 2001. Exigting tenants include mgor incumbent local
exchange carriers ("ILECS"), competitive locad exchange carriers ("CLECS") and Internet service providers ("ISPS"). We con-
tinue to explore acquiring additiond existing colocation facilitiesin other mgor North American cities.

Europe

We are exploring opportunities to provide colocation facilities in Europe so that we will have arrangementsin place
in major European cities to develop and provison colocation facilities by the time we activate our network in Europe.

Asia

In May 2000, we agreed with an affiliate of iAdvantage, a SUNe Vision member company, to develop network ao-
location fecilitiesand |P servicesin Asia. In connection with this colocation and bandwidth cooperation arrangement we
agreed to exchange $100 million of our Subordinate Voting Shares at theinitid public offering price for $100 million of iAd-
vantage's common shares. The agreements between us are subject to certain conditions, including execution of find documen-
tation.

Productsand Services

We bdieve that our customers have alimited choice of independent service providers capable of offering high-
capecity, reliable, secure and cogt-effective services on a point-to-point basis between magjor population centersin North
America, Europe and South America. To meet our customers reguirements, we offer awide range of serviceson ascaable
basis, acrass an extensive geographic network, induding:

Network services
The sarvices we offer indude:

Optical Channels. DWDM technology in our network alows usto sl acustomer exclusive long-term use of a
portion of the transmission capacity of afiber optic strand rather than the entire strand. We expect to be able to derive up to
160 individua wavelength channds a either OC-48 or OC-192 per fiber pair. A purchaser of awaveength may ingdl its
own switching and routing eguipment and has the choice of ingaling its own protection equipment or use optical protection
supplied as part of our service. We offer the following services:
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trangparent OC-48 and OC-192 under IRU or lease;
optical ring protection; and
linear routes available, with add/drop aong routes available.

Private linetransmission. We offer fixed amounts of point-to-point connectivity. Our service has an advantage
dueto alow price point and flexible commitment levels with higher rdliability than is currently available on traditiond multi-
plexed services. We will offer these services through the sale or lease of trangparent connectivity up to OC-12.

Packet-based data services (IP Transport and ATM). We offer customers variable capacity across our network
to connect multiple service locationsinto asingle "Virtua Network™ specific for each customer. Specific packet-based serv-
icesinclude ATM and I P transport.

Our ATM sarviceincludes,

DS-3to OC-48 interface rates,

al 5classes of ATM sarvice; and

switched virtud circuits available on customer premises.

Our IP trangport includes:

protocol supportsincluding Private Network to Network Interface ("PNNI"), ATM and packet over synchronous
optica network technology ("SONET");

nodesin dl mgor Internet-network access points; and

IP voice and modem trangport and distribution, including virtua switching and compression.

Virtual voicetrunking. We offer customers voice trunking services that can be configured for sde as minutes of
use. These services enable these customers to originate and terminate long distance telephone cals connecting to loca ex-
change carriers ("LECs") with switched transport through our network. In addition, we will provide our customers service on
an as needed basis with smple hilling. The services we intend to offer include;

DS-1 to OC-3 diructured seyvices,

DS-0 switching and hilling for usage:
trangparent locd interface;

SS7 sgnding transport; and

advanced services, including compression.

Colocation facilities. Weintend to offer customers access and interconnection to our network and services a
various city points of presence aong our network. We will provide them with avariety of term and space configurations
ranging from secure cabinet rentalsto longer term leases of cage space.

Network Infrastructure

Dark fiber and conduit for saleor grant of IRUs. During the pre-development and development stages of the
network, we generaly enter into contracts with participants for the sde, lease or grant of IRUsfor dark fiber or conduit along
one or more segments of the network. A typica contract for sale currently providesfor asae price of $1,500 to $3,000 per
fiber mile (depending on geography and number of strands bundled together in the sal€) and requires a deposit upon execution
of the contract. Upon completion of the build, the participant is usudly entitled to a short period of timeto test the system
specifications and ingpect the shelters and other facilities (generdly 15 to 20 days) prior to paying the baance of the purchase
price. Inthe case of asde, titleto thefiber or conduit passesto the participant. An IRU isalong-term right of use, usudly of
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10 to 20 years, with an option period for the user to renew at lower rates. Atthe end of an IRU title may be passed to the
user. The present vaue of theinitia contract term and extensions of an IRU usualy equates to the comparable sdle price per
fiber mile, which amount is generdly paid in full a commencement of the IRU.

Dark fiber and conduit for lease. We lease dark fiber or conduit for aterm less than the period for which IRUs
aretypicaly granted. Leases are normally structured with monthly payments over the term of the lease. We generdly redize
apremium in lease pricing for bearing the risk that the lease will not be renewed for the balance of thelife of the asset.

Congtruction services supporting the development of our network. We are continuing to congtruct and main-
tain fiber optic networks for third parties on a contract basis. We focus on projects where we can retain fiber or conduit assets
on routes that complement and reduce the costs of completing the network or where our construction services are connected
to asde of network capacity.

Customers

We arefocused on providing our servicesto TSPs, | SPs, ASPs, SSPs and L ORGs with enterprise network needs.
Typicd targeted customersinclude a broad range of companies, such as:

long distance companies;

incumbent local exchange carriers,

competitive locd exchange carriers,
multi-service operators; and

local multipoint distribution service providers.

Customerstypicaly buy or lease fiber optic capacity with which they develop their own communications net-
works or satisfy aneed for redundant capacity. The network provides such customers with alow-cost aternative to building
their own infrastructure or purchasing metered services from communications carriers. Our customers can buy or lease fiber
optic capacity on a segmented basis or dong our entire network.

Salesand Marketing

We are building a highly motivated and experienced direct sales force and customer care organization designed to
capture new customers and to increase our volume of business with existing customers. Because our target customers are
other TSPs, ISPs, ASPs, SSPs and L ORGs with enterprise network needs, our sales and marketing departments are focused
and smal compared to competitors that have abroader retail strategy. Our direct sales organization consigts of senior level
management personnel, experienced sales representatives and saes engineers. Our saesforce is made up of individuaswith
strong communications and technica backgrounds which alows us to meet the needs of our target customers. Direct sales
tacticsinclude direct contacts with targeted | SPs and other potentid corporate accounts by our sales representatives and eng-
neering support. In addition to helping to generate initia saes, the sales engineer is responsible for ongoing technica support
and identifying new revenue opportunities with existing customers. Our sales and marketing organization is segmented geo-
graphicaly between North America, Europe and underseato ensure they are able to meet the specific needs of their target
customers. We believe that the re ationships established by our sales team and management result in interactive exchanges that
help usto design and market our productsin response to the needs of our potentia customers.

We bdlieve that our new Chief Executive Officer brings additiona va uable relationships and contactsin the com-

puter services, Internet, mediaand financia communitiesin addition to traditiona communications carriersthat will alow us
to more eadily gain accessto our target customers.

-10-



North America

Our North American sales and marketing organization is divided into two groups to meet the pecific needs of our
bandwidth customers and network infrastructure customers.

Network Services. Our strategy isto target customers who have aneed for network servicesin areas covered by
those portions of our network on which we initidly will be instaling transmission equipment. We market abroad and techni-
cdly advanced range of network products and services. Consequently, we are developing a dedicated sales and marketing tesm
with the necessary technica expertise.

We commenced marketing our network servicesin the second quarter of 1999 to targeted customers through anunt
ber of focused direct sdes methods. Our experienced sdesteam will qualify potentia customers from their persond contacts
and direct sdes efforts. In addition to our direct sdes efforts, we identify highly qualified prospective network customers
through our network infrastructure saes and marketing efforts. We a so receive referenced introductions from our suppliers
when network requirements are identified while they are making customer contacts in the process of doing their business. We
recently granted affiliates of PSINet Inc. ("PSINet") an indefeasible right of use for bandwidth capacity between Vancouver
and Chicago, and have agreed to provide multiple dark fiber strands in eastern Canada and the northeast corridor of the United
States. We recently signed a contract with Shaw Communications Inc. (“Shaw™) under which Shaw will lease bandwidth on
designated segments of our network between Edmonton and Toronto, and either purchase dark fiber or acquire indefeasible
rights of use on other network segments for $153 million.

Network I nfrastructure. Our strategy isto market to cusomerson alocd, regiona and nationa basis. We mar-
ket participation in infrastructure segments of our network through personal contacts and rel ationships with prospective
customers, which consist primerily of large telecommunications companies. We believe that we are known to most of our
target customer group and that we have good relations with them.

Our current targeted customer base is comprised of gpproximately 200 companies. Most of our marketing and sales
team have prior industry experience with these companies, including MCl WorldCom, Inc. (*"MCI WorldCom™), Sprint Cor-
poration ("Sprint"), AT&T Corp. ("AT&T"), Qwest Communications Internationa Inc. ("Qwest") and US Wed. In addition,
asaresult of our more than ten years of experience in congtructing fiber optic networks, our management aso haslong-
standing relationships in the telecommunications industry. We are a so able to identify potentia participant and co-
development customers that initialy approach us because of our reputation and experience in the design, construction and
devdopment of fiber optic facilities.

Europe

Network Services. Our strategy in Europeisto target customers by specific geographic regions who have aneed
for network servicesin areas covered by those portions of our network. In Europe, we intend to build out separate sales and
marketing organizations by region to enable us to address the specific market, product and regulatory needs of our customers.
Initidly, weintend to have regiond officesin England, France, Germany and Scandinaviaand will add additiona offices aswe
expand our European network. Each sales and marketing managing director will report directly to our head of Europesn sdles
and marketing who will be responsible for coordinating our European efforts with our North American and oversess teams.
Thisstructure will alow usto provide our customers seamless service from anywhere in Europe to anywherein North
America We recently signed a contract with an affiliate of PSINet to ddliver high-peed bandwidth services from New York
to London.

Undersea Cables. Our cable projects have been designed to be responsive to potential customers concerns, in-
cluding the offer of diverse routes and landing sites, protected capacity on two separate cables, seamless city-to-city avail-
ability using our extensive backhaul terrestrid network and afirm, near-term delivery date. In North Americawe have teams
segregated by service provison type and in Europe geographically by country. We are currently developing our saes organi-
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zation in the United States, Europe and South Americato market and distribute capacity on our cable. In addition to our di-
rect sdes efforts, we have received referenced introductions from our suppliers.

Our pricing strategy isto offer capacity a the lowest cost in the market to our initia customers and reflects our be-
lief that large buyers of capacity will seek significant discounts and flexible payment termsin order to contract for purchases
prior to the ready-for-service date. We are offering a program which givesinitia buyers of capacity the option to make addi-
tiona purchases on system upgrades, at a cost which isasignificant discount to current market prices. Similarly, our pro-
posed pricing of ongoing operations and maintenance services reflects significant volume discounts and lower pricesfor up-
grade capacity versusthe flat unit pricing traditionaly offered in the marketplace.

Network Design and Infrastructure

Our network utilizes sate-of-the-art technologies based on DWDM optics and packet-switched routing. This go-
proach greetly reduces the complexity and number of component systems that previoudy were required to deliver voice and
data services. Our network has the following characterigtics:

Advanced Fiber Optic Cable. Our network benefits from technol ogically advanced fiber optic cable, including
Corning E-leaf and single mode fiber that dlows usto expand our DWDM system to maximize the potentiad of DWDM tech-
nologies.

Dense Wave Divison Multiplexing. DWDM alowsfor increased network capacity through the transmission of
multiple waves of light over asinglefiber optic strand. Our DWDM optica system eectronics areingtalled in sheltersand
points-of-presence ("POPS") in carrier interconnect locations along the route. Each route includes severd spansthat are cont
prised of optica terminds at the ends of the span and a combination of optica line amplifiers, dectrica signa regeneration
and optica add/drop terminals to complete the path. Each system operates on asingle fiber providing bi-directiond transport
of up to 160 channds of OC-192 (10 ghps) waveengths. The current network plan cals for aminimum of four OC-48 chan-
nels per route, with four OC-192 channdsinstalled in routes where we bdlieve that there will be sufficient market demand.

Optical Technology. Our network's optical design will enable us to upgrade installed equipment or to add new
equipment to any segment of the network. Our initid optica platform will have a capacity of 32 wavedlengthsat 2.5 gbpsor
10 ghps expandable to 160 wavelengths. We will use optical ring protection devices where a customer requires redundant
srvices.

ATM Core Switching and Protection. In place of the SONET equipment used by older network architectures,
we have chosen to use ATM as both the protection and the switching layersto deliver servicesin addition to optica channels
derived on the DWDM equipment. ATM core switching is a packet-based switching and transmission technology which
sends various types of information, including voice, dataand video, in fixed-sze cdlls. We utilize advanced equipment by
Marconi plc which enables packet-based networksto carry voice and data more efficiently and at alower cost than traditiona
voice and data networks. Theinitia core switches have athroughput capacity of 40 gbps and network link speed of 2.5 ghps.

The ATM packet e ements use multiple optical channels connecting directly to the DWDM equipment providing
meshed topology, amethod of circuit protection that is more reliable than asimple ring topology. The use of the PNNI hier-
archica routing protocol collects circuitsinto virtua paths and grestly reduces the number of channelsthat the ATM switch
isrequired to restore in the event of an optica failure. This gpproach dlowsfor the scaability and the restoration timeframes
that are as good as, or better than, those of atraditiona SONET-based architecture. Due to the nature of the ATM configura:
tion, al of the circuits are fully protected and there are no single points of failure other than the customer connection port.
Thisenables usto offer traditional aswell as dedicated |P services with guaranteed availability in excess of 99.9% compared
to the market standard of 99.7%.

Multi-service Platform. Our multi-service operating systems alow voice, dataand Internet servicesto be pro-
vided using asingle ATM operating system. Most communications service providersin North America, South Americaand
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Europe use multiple platforms for the provision of different services, which cregte distinct networks and increased operating
and capita cogts for each service provided.

Network Operations Center

The Network Operations Center ("NOC") is the human service connection between our customers and the technol-
ogy that ultimately deliverstheir services. Pursuant to an agreement with Urbanlink, we have the services of aNOC in Van-
couver 24 hours aday, seven days aweek. We will have redundant network services through Nortel Networks Corp. until
June 30, 2000. As aresult of the GlobleNet acquisition, we will have an additiond NOC in Bermuda that we intend to use to
support the 360americascaie

Wearein the process of building our NOC in Dublin, Ireland. Our Dublin NOC will be primarily responsible for
European operations and is expected to be on line in October 2000. Each NOC will serve asaback up to the other.

In addition to the two main NOCsin Vancouver and Dublin, we are aso designing support centersin Denver to
maintain North American cable operations and the 360atlantic cable. The NOCs alow usto provide the following services:

directing the repair efforts of cable restoration, optica and ATM system repairs and maintenance;
providing network management for the optical and ATM elements;

providing POP and customer record management; and

providing circuitry for customer and interna circuits.

We are using adesign based on | P technology that integrates dl of the darm and monitoring of the network dements
into an adaptive fabric to satisfy our service level agreements. With this technology, access to the network management layer
is not restricted to the physicad NOC as full operations capabilities may be located at multiple locations. Thisalows usto
extend particular management servicesto our customersin asecure and reliable way.

Network Construction

The portions of our network constructed by us are designed to maximize expandability and flexibility. Generaly, a
least 144 fiber optic srandswill be ingtaled on mgor builds throughout the network. In high demand aress, 264 fibers or
more may beinstaled in order to meet anticipated demand aswell asto enable usto swap fiber for fiber in other geographic
areas both in the North American market and internationdly.

Our network instalation process dong railroad ROW combines traditiond railroad activities and modern engineering
and building techniques. Conduit and fiber on railroad ROW is generdly ingtdled with our patented railplow. The railplow
reduces the time necessary to ingtal network infrastructure on railroad ROW because it dlows movement of congtruction
crews on and off the tracks on short notice to dlow trainsto pass. Asaresult, we can congtruct networks on railroad ROW
much more quickly and efficiently than our competitors who use traditiona plow trains, which are not able to move on and
off ralroad tracks on short notice. Each of Ledcor and us currently owns 50% of the common shares of a holding company
that ownsthe patent to the railplow and we have received a commitment that aroyaty-free, exclusive worldwide license to
usetherailplow will be granted to us. In some circumstances, our ownership of this company would be subject to change and
our license would become non-exdusive.

For routes not using railroad ROW, we use tractor plows. Tractor plows are tractor-pulled plow vehicles equipped
to plow trenches and ingtall conduit. Tractor plows aso may be used in some places dong railroad ROW, depending on
space, availability of track time and other factors. These tractor plows generaly perform the same functions asrailplows.
Many of the skills developed in connection with the installation of fiber optic cable dong railways are transferable to non-rail
ingtallations.
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If fiber or conduit must be laid across abridge or through atunnel, we typicaly place the conduit in a galvanized
stedl pipethat is atached to the Sde of the bridge or dong the tunnd floor or wall. When necessary to ingtall fiber or conduit
under rivers or other obstructions, we use directiona boring techniques to bore smal tunnels underneath the river or obstruc-
tion and feed the conduit through the tunnel.

After the conduit has been buried (or atached to abridge or tunnel) and as a segment nears completion, the fiber op-
tic cableisingtalled or "jetted" through the conduit. Thisis accomplished through the use of access boxesthat areingtaled
dong the network at gpproximately four to five mileintervals. The access boxes dso dlow for the making of repairs, replace:
ment of fiber and ingtallation of additiona fiber. The access boxestypically contain an additiona loop of fiber optic cableto
provide dack in the system to accommodate displacement, disruption or movement of the conduit as aresult of digging or
excavation activities, floods, earthquakes or other events. The presence of additiond fiber optic cable reduces therisk that the
cablewill be cut or broken.

We design and manufacture regeneration shdltersthat are installed along our network at an average of 45 mileinte-
vas. These shelters are secure, climate- controlled structures with an individua compartment for each participant to ingtall its
optica transmission equipment and related eectronics.

The optica system electronics areingdled in the shelter compartments described in the preceding paragraph. Each
route includes severa spansthat use Optica Terminas at each end of the span and Opticd Line Amplifiers, regeneration
sheltersand Optica Add/Drop between Optica Terminas. Each linear route includes aredundant system for reliability and
maintenance. In the case of diverse pardlel routes, one of the pardle routes will include aredundant system for additiona
religbility and system maintenance.

Rights-of-Way and Permits

To implement our business plan successfully, we must obtain licenses and permits from third-party landowners
and governmenta authorities and complete particular regulatory filings to permit usto ingtal conduit and fiber. ROW are
generdly non-excusive. Where possible, we lease them under multi-year agreements with renewd options. ROW agreements
and permits provide a contractua interest and do not creste an interest in land. In the ordinary course of business each build
requires usto either obtain, lease, cure (or condemn) ROW or design re-routes, on adaily basis. For example, to complete the
Serttle-Portland segment of the West Coast Build we obtained ROW agreements and permits from more than 700 individua
landowners and loca authorities. Alternative ROW for some route miles must be identified, negotiated and obtained in the
event that the original route cannot be secured.

It isaso possible to obtain ROW in bulk. The mgjority of the ROW for the Ledcor Industries congtruction project
was obtained from two Canadian railways. In June 1999, we announced agreements with Canadian Nationd Railway Com-
pany ("CN") and lllinois Central Railroad Company ("1C") which provide access to over 950 track milesin the United States
and 2,900 track milesin Canadawhich we believe will substantidly satisfy the ROW and permit requirements for the Centra
and Northeast Builds. We believe that these ROW will be vauable to us, particularly with the advantages of the railplow and
the ROW's geographic location. The ROW obtained from railways may be subject to lega challenge

In Europe, dl of our current and planned network assets have been acquired through purchases or swaps of North
American fiber optic cable, so there has been no need thus far to obtain ROW in Europe. For 360atl antic we have gpplied
for licenses with the governing authorities in each of Ireland, Canada, the United Kingdom and the United States. The licenses
have been granted in the United States, Ireland and the United Kingdom. One license for which we gpplied in Canada has been
gpproved and asecond license gpplication in Canadais pending. We dso gpplied for various permits and consents for
360atlantic in Irdand, Canada, the United Kingdom and the United States. As of May 31, 2000, approximately 80% of
these permits and consents have been granted and the remaining 20% are pending. While there can be no assurance that the
remaining licenses, permits and consents will be granted, we do not anticipate any problems at thistime.
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Suppliers

The principal components of our network are fiber optic cable and conduit. For those portions of our network that
we congtruct oursalves, we purchase such fiber optic cable and conduit from third-party suppliers. Fiber optic cable suppliers
generdly require three to six monthslead time for large orders, while conduit is generdly available on aspot basisfrom nu-
merous suppliers. Although in the past we have purchased cable from asingle supplier, there are anumber of dternative sup-
pliers from whom we regularly obtain quotes which are competitive on price, ddivery and specifications.

We currently purchase the optical components from asingle vendor. A number of aternative suppliers have been
identified from which it would be possible to purchase the optics required to complete anew system with only minor changes
to the design of the NOC. With respect to the provision of ATM switches, we have adopted a dud supplier approach.

Competition

The telecommunicationsindustry is extremely competitive particularly concerning price and service. It isreaively
common for TSPsto be both customers and competitors. Thisisaconcept referred to as co-opetition. Therefore, we face
competition and co-opetition from existing and planned TSPs and customers on each of our planned routes. \We compete pri-
marily on the basis of price, availahility, transmisson quality and reliability, customer service and the location of our sys-
tems.

We bdlieve that our competitive advantagesin North America, Europe and South Americawill be our ghility to e+
able our customersto establish and maintain astrong competitive position in providing servicesto their end users. We believe
that independence, services designed for the wholesale market and smple billing systems will enable usto gain asgnificant
position in this market niche. We believe that our competitive advantagesin providing our undersea cable include our ability
to provide end-to-end connectivity between mgjor North American, European and South American cities and attractive pric-

ing of capacity by initia purchasers of capecity.

There are currently several communications companies with long distance and city ring fiber optic networks and
colocation facilitiesin North America, Europe, South Americaand Asia In North America, these include companies such as
Level 3 Communications, Inc. ("Leve 3"), Qwest and Williams Communications Group, Inc. ("Williams'). In Europe, these
include companies such as MCl WorldCom, Globa Crossing Ltd. (“Globa Crossing”), Globa TeeSystems Europe B.V.,
Viad Inc., KPNQwest N.V., Colt Telecom Group plc, Energis plc and Carrier 1 Internationd S.A. In South America, these
companiesinclude IMPSAT Corporation and Tdemar.

We bdlieve that other companies are planning networks that, if constructed, could employ advanced technology
similar to that of our network. These competitors, aswell astraditiond carriers, including AT& T, MCl WorldCom, Sprint
(MCI WorldCom and Sprint have recently entered into an agreement to merge) Deutsche Telekom AG, France Tdecom SA.,
British Telecommunications plc, Mannesmann AG and Cable & Wirdess plc, may compete directly with usfor customers.

Undersea Cables

360atlantic. The route addressed by 360atlantic is currently served by several undersea cables. We anticipate
that we will face competition primarily from new transatlantic cable systems, including:

@) AC-2, atransatlantic cable system which is being developed by Globa Crossing;

(i)  FLAG Atlantic, a50/50 joint venture between Globa Telesystems Inc. and Hag Tdecom Holdings Ltd.;
(i)  Leved 3slinear Ydlow cable project; and

(iv)  Tyco International Ltd.'s proposed transatlantic cable project.
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Three of these systems, including 360atlantic, will have fully protected ring designs. 360atlantic will be thefirst
of the new systemsto be ready for commercia service, and will be competing for clients directly with the other two new ring
systems.

360americas. We anticipate that we will face competition from the following cable systems, dl of which are cur-
rently under construction:

Americas-2, anew carriers consortium cable system with a scheduled ready for service date in the first haf of 2000
thet will connect Breazil, Venezuela, Horida and the Caribbean;

South American Crossing, anew saf-hedling ring cable system being developed by Globa Crossing that will link
coadta countriesin South Americato Globa Crossing's planned Mid-Atlantic Crossingin &. Croix, U.SV.I. and
Globd Crossing's planned Pan American Crossing in Ft. Amador, Panama; and

The SAm+ cable system, a sdlf-hedling ring cable system being developed by Tdefonica Internaciond SA. and
Tyco Internationa Ltd. that will connect the United States, Guatemaa, Brazil, Argentina, Chile, Peru and Colom+
bia

Employees

Asof May 31, 2000, we had gpproximately 1,600 full-time and seasona employees. Depending upon the leve of
development or congtruction activity, wewill increase or decrease our work force. Generally, non-management employees
from Canada are covered by a collective bargaining agreement with the Christian Labor Association of Contractors, which
expires on February 28, 2001 and is automaticaly renewable unless either party gives prior notice. We believe that our work
forceis highly capable and motivated and that our relations with our employees are good. In connection with the construction
and maintenance of our fiber optic networks, we may use third-party contractors to meet excess demand and harnessloca
congtruction knowledge, some of whose employees may be represented by other unions or covered by collective bargaining
agreements.

Patents

The patent for the railplow is owned by a company which is 50% owned by Ledcor and 50% owned by us. We
have anon-exdusive licensein North Americafor the use of therailplow. Ledcor has committed to cause aworldwide exclu-
sivelicense to be granted to asubsidiary of ours. Thislicense would cease to be exclusive after a change of contral of
360networksinc. Seeltem 13, Interest of Management in Certain Transactions, under the heading " Transactions with Led-
cor—Description of reorganization and related agreements—Railplow." Aswe deve op va ue-added data servicesweintend,
when appropriate, to seek patents and other intellectual property protection on an on-going basis. We currently do not have
patentable rights with respect to any vaue-added data services, and we cannot assure shareholders that we will in the future
develop any suchrights.

Regulation

We do not believe our dark fiber offering is currently subject to extensive regulation that would have a materid ad-
verse effect on our business, financia condition, or operations. However, we are part of an industry that is highly regulated
by federd, sate and local governments whose actions are often subject to regulaory, judicid, or legidative modification. In
addition, to the extent that any bandwidth capacity and lit fiber offerings are treated as private carriage, telecommunications
sarvices or CLEC offeringsin the United States, additiona federd and state regulation would apply to those offerings. Ac-
cordingly, there can be no assurance that regulaions, current or future, will not have amateria adverse effect on us.
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United States
Federal

U.S. Federd regulaion has asignificant impact on the telecommunicationsindustry. Federa regulations have under-
gone mgor changesin the last four years asthe result of the enactment of the Telecommunications Act of 1996 (the "1996
Act") on February 8, 1996. The 1996 Act isthe most comprehensive reform of the U.S. tdlecommunications law since the
Communications Act was enacted in 1934. For example, the 1996 Act imposes anumber of interconnection and accessre-
quirements on telecommunications carriers and on dl local exchange carriers ("LECs"), induding ILECsand CLECs.

The different ways we intend to offer fiber optic supported services could trigger four aternative types of regula
tory requirements: (1) non-communications services, (2) private carrier services, (3) tdlecommunications services or common
cariage and (4) CLEC offerings. The law establishing these dternative regulatory requirementsis often unclear, so it isimpcs-
sibleto predict in many instances how the Federal Communications Commission ("FCC") will classfy our services. Regula
tions associated with each type of offering are described beow.

Non-communications Services

The provision of dark fiber can be viewed as a non-communications service in that it isnot aservice, but rather the
provison of aphysical facility that isindistinguishable from other non-communications offerings such as constructing an
office building. Many providers of dark fiber are currently operating on the assumption that they are providing unregul ated
facilities. Although the FCC atempted to regulate dark fiber as acommon carrier service, this position was vacated by the
U.S. Court of Appedsfor the Digtrict of Columbia Circuit in 1994. The FCC has not addressed the issue since that time and,
thus, we believe that dark fiber is not regulated as a common carrier service a thistime. However, there is no assurance that
the FCC, on remand, may not take the position again that dark fiber offerings are subject to common carrier regulation.

Private Carrier Services

Even if some of our offerings are treeted as a communications service, they could be viewed as aprivete carrier of-
fering. Private carrier offeringstypicdly entail the offering of tedlecommunications, but are provided to alimited class of users
on the basis of individualy negotiated terms and conditions that do not meet the definition of a telecommunications service
under the 1996 Act. If our services are tregted as private carriage, they are generdly unregulated by the FCC, but would be
subject to universal service payments based on the gross revenues from end users. See "Regulation—United States—Fed-
erd—Tdecommunications Services—Universd Service." Private carriers may aso be subject to access chargesif intercon-
nected to LECs.

Telecommunications Services

Some of our services, such asthe provision of bandwidith capacity and lit fiber, may be treated as telecommunica
tions services by the FCC. If some of our services are treated as tel ecommunications services asignificant number of federal
regulatory requirements will be gpplicableto those services.

Thelaw essentialy defines telecommunications carriers to include entities offering telecommunications services for
afeedirectly to the public or to classes of users so asto be effectively available directly to the public, regardless of the facili-
ties used. "Telecommunicetions' is defined as the transmission, between or among points specified by the user, of informe:
tion of the user's choosing, without change in the form or content of the information as sent and received. For the reasons
sated above regarding our belief thet we are not acommon carrier, we o believe that we are not a tel ecommunications car-
rier concerning our derk fiber offerings. The FCC has ruled that the term "telecommunications carrier™” is the same as the defi-
nition of common carrier and, therefore, a company providing fiber facilities on an individuaized and sdective besis, aswe
proposg, is probably not atelecommunications carrier. A decision to this effect has been appedaled to federa court. A decision
on this apped reversing or remanding the FCC's conclusion could requiire thet our services be trested as common carriage.
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Some railroad, power and telecommunications associations—none of which are &ffiliated with us—have petitioned the FCC
to dlaify the satus of fiber providersin this regard. The FCC's pending court remand, described above, might aso addressthe
goplication of these requirementsto us. If the FCC decides that these companies are tdlecommunications carriers, we would
be subject to some regulatory requirements which may impose substantia administrative and other burdens on us.

If the FCC finds some of our servicesto be atdecommunications service, we may be regulated as a non-dominant
common carier. The FCC impases regulaions on common carriers such asthe Regiond Bell Operating Companies
("RBOCs") that have some degree of market power ("dominant carriers'). The FCC imposes less regulation on common carri-
erswithout market power (“'non-dominant carriers'). Under the FCC's rules, we would be anon-dominant carrier and as such
do not need authorization to provide domestic services and can file tariffs on one day's notice. The FCC requires common
carriersto obtain an authorization to construct and operate telecommunication facilities and to provide or resell telecommuni-
cations services, between the United States and internationa points.

General Obligations of All Telecommunications Carriers. To the extent that any of our offeringsare
trested as telecommunications services, we would be subject to anumber of generd regulations at the federd level that apply
to dl tdecommunications carriers, including the obligation not to charge unreasonable rates or engage in unreasonable prac-
tices, the obligation to not unreasonably discriminate in our service offerings, the need to tariff our services, the potentid obli-
gation to alow resde of our servicesin certain circumstances and the fact that third parties may file complaints againgt us a
the FCC for viadlations of the Communications Act of 1934 or the FCC's regulations. Certain tatistical reporting requirements
may aso apply. In addition, FCC rules require that tedlecommunications carriers contribute to universal service support
mechanisms, the Telecommunications Relay Service fund, the number portability fund and the North American Number Plan
Administrator fund.

I nterconnection Obligations of All Telecommunications Carriers. All tdecommunicaions carriers have
the basic duty to interconnect, either directly or indirectly, with the facilities of other telecommunications carriers. Thisisthe
minimum level of interconnection required and is generally viewed to impose only minimal requirements as compared with the
interconnection obligationsimposed on ILECs and CLECs described in the next section. All telecommunications carriers must
aso ensure that they do not install network features, functions or capabilities that do not comply with guiddlines and stan-
dards established by the FCC to implement requirements to ensure accessibility for individuals with disabilities and to regula
tions designed to promote interconnectivity of networks. These regulations could be burdensome or expensive and could ad-
versdly affect us. The FCC adopted regulations recently that clarify these statutory requirements.

If the FCC takes the position that some or all of our fiber offerings are subject to common carrier regulation, we
nonetheless believe that we could provide facilities in the United States. To do so we would be obligated to obtain Section 214
authorization to provide fiber between Canada and the United States and to disclose, among other things, the extent to which
we are owned or controlled by non-U.S. entities. However, FCC policy permits 100 percent direct or indirect non-U.S. in-
vestment in common carriers that do not hold radio licenses. Thus, we believe that we could obtain Section 214 authority to
provide international common carrier services despite our foreign ownership. Nevertheess, compliance with these regulatory
requirements may impose additional administrative and other burdens on usthat could have a materia adverse effect on our
business, financia condition or operations.

Tariffsand Pricing Requirements. In October 1996, the FCC adopted an order in which it diminated the re-
quirements that non-dominant interstate interexchange carriers ("IXCs') maintain tariffs on file with the FCC for domestic
interstate services. The order does not apply to the switched and specia access services of the RBOCs or other LECs. The
FCC order wasissued pursuant to authority granted to the FCC in the 1996 Act to "forbear” from regulating any telecommu-
nications services provider under particular circumstances. After a nine-month transition period, relationships between inter-
date carriers and their customers would be set by contract. At that point, long distance companies would be prohibited from
filing tariffs with the FCC for interdate, domestic, interexchange services. Carriers have the option to immediately ceasefiling
tariffs. Severd partiesfiled notices for reconsderation of the FCC order and other parties have appeded the decision. The
United States Court of Appeasfor the Digtrict of Columbia Circuit has recently upheld that decision, but further appedls
chdlenging the FCC's order may befiled. A requirement to file tariffs could lead to regulation of our offerings a the federd
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level, dthough the FCC's regulation of non-dominant carriers tariff filings has been minima as of May 31, 2000. Competitive
access providers do not have to file tariffs for their exchange access services, but may if they choose to do so.

Asaresult of the FCC order, telecommunications carriers are no longer ableto rdy on thefiling of tariffswith the
FCC asameans of providing notice to customers of prices, terms and conditions on which they offer their interstate services.
The FCC has required that by January 31, 2001 non-dominant IXCs post their rates, terms and conditions for al their inta-
state, domestic services on their Internet web sitesif they have one. The obligation to provide non-discriminatory, just and
reasonable prices remains unchanged under the Communications Act of 1934. Tariffsaso alowed acarier to limit itsligbility
toits customers, including in connection with service interruptions. With the dimination of tariffs, we may become subject to
lighility risks that we would have been able to limit through tariff filings, and there can be no assurance that potentid liabilities
will not have amaterid adverse effect on our results of operations and financia condition and ability to meet our obligations
under the notes. In addition, we must obtain prior FCC authorization for installation and operation of internationa facilities
and the provison (including resde) of internationd long distance sarvices. We are considering whether to file tariffs for these
services and would have to file tariffs to the extent our international services are treeted as telecommunications services. There
has been no proposal to detariff international services.

With limited exceptions, the current policy of the FCC for most interstate access services dictatesthat ILECs
charge dl customers the same price for the same sarvice. Thus, the ILECs generdly cannot lower pricesto some customers
without aso lowering charges for the same service to dl smilarly situated customersin the same geographic areg, including
those whose telecommunications requirements would not justify the use of the lower prices. The FCC in 1999, however,
modified this congtraint on the ILECs when they face specified levels of competition, which permits them to offer specid rate
packages to some customers, asit has donein few cases, and other forms of rate flexibility. The rules contemplate an increes-
ing levd of flexibility on acity-by-city basis as competitors have facilities in place to compete for local exchange sarvicesin
those markets. Once such facilities attain 50% coverage the rules contemplate only minimal regulation of carrier access offer-
Ings

Customer Proprietary Network | nformation. In February 1998, the FCC adopted rulesimplementing Sec-
tion 222 of the Communications Act of 1934, which governsthe use of customer proprietary network information by tele-
communications carriers. Customer proprietary network information generaly includes any information regarding asub-
scriber's use of atdecommunications service, whereit is obtained by acarrier solely by virtue of the carrier- customer rda
tionship. Customer proprietary network information does not include a subscriber's name, telephone number and address, if
that information is published or accepted for publication in any directory format. Under the FCC'srules, acarrier may only
use acustomer's proprietary network information to market aservicethat is " necessary to, or used in,”" the provision of a
sarvice that the carrier dready provides to the customer, unlessit receives the customer's prior ora or written consent to use
that information to market other services. The Court of Appedlsfor the Tenth Circuit recently invaidated the FCC'srules
with respect to how acarrier must obtain customer authorization for the use of customer proprietary network information.
The FCC is expected to further chalenge this court decision. In addition, the FCC recently relaxed anumber of the require-
mentsit originaly adopted, which gives some flexihility to carriers on how to comply with these rules. Theserules, either as
adopted or as modified, may impede our ability to effectively market integrated packages of services and to expand existing
customers use of our services.

Universal Service. OnMay 8, 1997, the FCC released an order establishing asignificantly expanded federa uni-
versa service subsidy regime. For example, the FCC established new subsidies for telecommunications and certain informe:
tion services provided to quaifying schools and libraries and for services provided to rurd hedth care providers. The FCC
aso expanded or revised the federd subsidiesfor local exchange telephony services provided to low-income consumers and
consumersin high-cost areas. Providers of interstate telecommunications services, aswell as certain other entities, such as
private carriers offering excess capacity to end user customers, must pay for these programs. Our share of these federal sub-
sidy funds would be calculated based on end-user revenues. The schools and libraries and rura health care support mecha
nisms are assessed againgt interstate, internationa and intrastate end-user revenues. Currently, the FCC is calculaing assess-
ments based on the prior year's revenues and has recently increased the size of the schools and libraries fund by 50 percent.
Assuming that the FCC continues to cal culate contributions based on the prior year's revenues, we believe that we will not be
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liable for subsidy paymentsin any materiad amount during 2000 becauise we had no significant end-user revenuesin 1999.
With respect to subsequent years, however, we are currently unable to quantify the amount of subsidy payments that we will
be required to make or the effect that these required payments will have on our financia condition. In the May 8th order, the
FCC aso announced that it would reviseits rules for subsidizing service provided to consumersin high-cost areas. The FCC
has recently adopted the cost model which it will use to determine the subsidies needed for high-cost areas. The FCC dso
egtablished the mechanism effective January 1, 2000 to determine the level of high cost support non-rural carrierswill receive.
This decision is expected to increase the fund by only amodest amount. In addition, the Court of Appedsfor the Fifth Cir-
cuit recently affirmed the FCC's universa service program in large part, except that contributions must be based entirely on
interstate and internationa services of interstate carriers (except for carriers providing predominately internationa services).
This decison could substantidly affect the level of contributions depending on the jurisdictional nature of the services pro-
vided by acarrier. Severd petitionsfor adminigtrative reconsideration of the origind FCC order are pending.

CALEA. We might incur significant expenses to assure that our networks comply with the requirements of the
Communications Assstance for Law Enforcement Act ("CALEA"). Under CALEA, tdlecommunications carriers are required
to: (1) provide law enforcement officidswith cal content and call identifying information pursuant to avalid eectronic sur-
veillance warrant ("assistance capability requirements”) and (2) reserve a sufficient number of circuits for use by law enforce-
ment officiadsin executing court authorized eectronic surveillance (" capability requirements’). To the extent that we provide
facilities-based services, we may incur costs in meeting both of these requirements. In particular, regarding the assistance ca
pability requirements, the government is only required to compensate carriersfor the costs of making equipment installed or
deployed before January 1, 1995 CALEA complaint. While the telecommunications industry is attempting to negotiate legi s-
lative and adminigtrative changesto this reimbursement cut-off date, asit sandstoday, we will be financialy responsible for
ensuring that our post-1995 equipment isin compliance. Regarding the capacity requirements, the government will finance
any necessary increasesin capacity for equipment installed or deployed prior to September 8, 1998, and we are responsible
for paying for any necessary increasesin capacity for equipment installed or deployed after that date.

Wiring in Multi-tenant Buildings. The FCC recently ingtituted a proceeding that could impose obligations on
telecommunication carriers obligation to provide access to competitors or customersto their wiring located in multi-tenant
residentia and business buildings. It is unknown at this time how the FCC will rulein this proceeding so it isimpossible to
evauate itsimpact on our operations.

Compstitive Local Exchange Carriers Offerings

It is unclear whether we would be viewed as a CLEC with respect to the provision of some of our sarvices. A
CLEC isdéfined as aprovider of telephone exchange service, which is an interconnected service of the character ordinarily
furnished by asingle exchange, covered by theloca exchange charge, or comparable sarvice provided through a system of
switches, tranamission equipment, or other facilities, or combination thereof, by which a subscriber can originate and termi-
nate a telecommunications service. The full parameters of what carriers are classified as a CLEC have never been fully defined
by the FCC. We do not intend to operate as a CLEC. However, the FCC may disagree with this position. If we are classified
asaCLEC, obligations described below that are applicable to CLECswould apply.

I nterconnection Obligations. The 1996 Act isintended to increase competition. The act opensthelocal serv-
ices market by requiring ILECs and CLECs, including usto the extent we are trested as a common carrier providing locd ex-
change sarvice, to permit interconnection to their networks and establishing obligations with respect to:

Reciprocal Compensation. Requiresdl ILECsand CLECsto complete cdls originated by competing carriers
under reciproca arrangements. The prices charged by ILECs for terminating cals originated on a CLEC's network must be
based on a reasonable approximation of additional cost or through mutual exchange of traffic without explicit payment.

Resale. Reguiresdl ILECsand CLECsto permit resdle of their telecommunications services without unressonable
redtrictions or conditions. In addition, ILECs are required to offer dl retail telecommunications servicesto other carriersfor
resdle at discounted rates, basad on the costs avoided by the ILEC in the offering.
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Interconnection. Requiresal ILECsand CLECsto permit their competitors to interconnect with their facilities.
Requires al ILECsto permit interconnection at any technically feasible point within their networks, on nondiscriminatory
terms, at prices based on cost (which may include areasonable profit). At the option of the carrier seeking interconnection,
collocation of the requesting carrier's equipment on the ILEC's premises must be offered, except where an ILEC can demon-
strate space limitations or other technical impediments to collocation.

Unbundled Access. Requiresdl ILECsto provide nondiscriminatory accessto unbundled network eements (in-
cluding network facilities, festures, functions and capabilities) at any technically feasible point within their networks, on non-
discriminatory terms, a prices based on cost (which may include a reasonable profit). In response to the Supreme Court's
decisonin AT& T v. lowa Utilities Board that required the FCC to reconsider which eements should be unbundled, the
FCC has adopted an order on remand that affirmsits origind decision in al significant respects.

Number Portability. Requiresdl ILECsand CLECsto permit users of telecommunications servicesto retain ex-
iging telephone numbers without impairment of qudlity, reliability or convenience when switching from one LEC to another.

Dialing Parity. Requiresal ILECsand CLECsto provide nondiscriminatory access to telephone numbers, opera:
tor services, directory assistance and directory listing with no unressonable diding delays. They must aso provide diding
parity for inter-local access and transport area ("LATA™) services and for intrarLATA toll services. LECs are required to
implement dialing parity for intraLATA toll services during 1999.

Access to ROW. Requiresdl ILECsand CLECsto permit competing carriers access to poles, ducts, conduits and
ROW at reasonable and nondiscriminatory rates, terms and conditions.

ILECsare required to negotiate in good faith with carriers requesting any or al of the above arrangements. If the ne-
gotiating carriers cannot reach agreement within a prescribed time, either carrier may request binding arbitration of the dis-
puted issues by the state regulatory commission. Where an agreement has not been reached, ILECs remain subject to inter-
connection obligations established by the FCC and state telecommunication regulatory commissions.

In August 1996, the FCC released adecison (the "Interconnection Decision”) establishing rulesimplementing the
1996 Act requirements thet IL ECs negotiate interconnection agreements and providing guiddinesfor review of these agree-
ments by state public utilities commissions. On July 18, 1997, the Eighth Circuit vacated particular portions of the Intercon-
nection Decision, including provisions establishing a pricing methodology and a procedure permitting new entrantsto "pick
and choose" among various provisons of exigting interconnection agreements between ILECs and their competitors. On Oc-
tober 14, 1997, the Eighth Circuit issued a decison vacating additiona FCC rules. The Supreme Court has reversed the Eighth
Circuit's decision on the pricing and "pick and choose" rules. The Eighth Circuit recently issued its mandate to implement the
Supreme Court's decison and established procedures for deciding the remaining issues on gppedl that were not addressed by
the Eighth Circuit or the Supreme Court. These regulations impose added obligations on potential competitors of the com-
pany that we would not have to comply with if we were not classified asa CLEC. To the extent that the FCC changes these
regulations to be |ess burdensome, we could face added competition from these companiesin the provision of our own serv-
icesthat could adversdly affect us. To the extent that carriers may obtain low-priced accessto CLEC and ILEC networks, this
could reduce the demand for our fiber services. Changesto these interconnection obligetions that reduce the interconnection
obligations of our competitors could aso adversdly affect our business.

In addition, the FCC has the respongbility under the 1996 Act to determine what e ements of an ILEC's network
must be provided to competitors on an unbundled basis. In August 1999, the FCC required fiber to be offered as an unbun-
died eement. In addition, the FCC had previoudy alowed state commissions to establish additional unbundling requirements,
and some dtates have required that 1L ECs unbundle fiber. These decisions to unbundle fiber may decrease the demand for our
offerings.

Other Federal Communications Requirements. CLECsare dso subject to other FCC filing requirements.
Compliance with these obligations, individualy and in the aggregate, may cause usto incur substantia expenses. There can be
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no assurance that these expenses will not have amateria adverse effect upon our results of operations and financia condition
and our ability to meet our obligations under the notes. CLECs may, but are not required to, file tariffs for their interstate
access sarvices and these rates are regul ated as previoudy described for non-dominant carriers. See "Regulation—United
States—Federd—Td ecommunications Services—Taiffs and Pricing Requirements." However, the FCC recently issued a
Notice of Proposed Rulemaking asking whether it should regul ate the terminating access changes of such providers.

To the extent we provide interexchange tel ecommunications service, we are requiired to pay access chargesto ILECs
when we use the facilities of those companiesto originate or terminate interexchange cals. The interstate access charges of
ILECs are subject to extensive regulation by the FCC, while those of CLECs or non-CLECs are subject to alesser degree of
FCC regulation but remain subject to the requirement that all charges be just, reasonable and not unreasonably discriminatory.
With limited exceptions, the current policy of the FCC for most interstate access services dictates that ILECs charge dl cus-
tomers the same price for the same sarvice. Thus, the ILECs generdly cannot lower prices to some customers without also
lowering charges for the same service to dl similarly stuated customersin the same geographic area. The FCC recently, how-
ever, modified this constraint on the ILECs when specified levels of competition from loca exchange providers occur and
permitted them to offer specid rate packages to some customers, asit has donein afew cases, aswell as permitted other
forms of rate flexihility. The rules contemplate an increasing leve of flexihility on a city-by-city basis as competitors have
facilitiesin place to compete for loca exchange servicesin those markets. Once such facilities attain 50% coverage, the rules
contemplate only minimal regulation of carrier access offerings. In two orders released on December 24, 1996 and May 16,
1997, the FCC made mgjor changes in the interstate access charge structure. The FCC removed restrictions on ILECs ahility
to lower access charges and relaxed the regulation of new switched access servicesin those markets where there are other pro-
viders of access sarvices. The May 16th order increased the costs that price cap LECs recover through monthly, non-traffic
sengtive access charges and decreased reliance on traffic-sengtive charges. In the May 16th order, the FCC aso announced its
plan to bring interstate access rate levels more in line with cost. The plan will include rules that may grant price cap LECs
increased pricing flexibility if the ILEC demonstratesthat it faces increased competition (or potentia competition) in relevant
markets. The manner in which the FCC implements this gpproach to lowering access charge levels could have amaterid ad-
verse effect on our ability to compete in providing interstate access services. On gpped, the court upheld the FCC's
May 16th order in adecision issued on August 19, 1998.

Under the 1996 Act, RBOCs are currently prohibited from providing inter-LATA telecommunication services until
they can demondgtrate that they have opened their loca markets to competition. Bell Atlanticin New Y ork received such gp-
prova in December 1999. RBOCs are reported to have made substantid progressin achieving compliance with the require-
ments for such gpprovas and one or more RBOCs may receiveinter-LATA approval in some states within the next year. In
anticipation of receiving inter-LATA approva, some RBOCs have made investment in fiber providers that compete with us,
eg., Qwest and Williams. If regulators grant widespread inter-LATA approvals, we could be adversdy affected through added
competition because of these regulatory approvals.

Reciprocal Compensation. All ILECsand CLECs must complete cals originated by other carriers under recip-
roca compensation arrangements. That i, the LEC terminating alocd call is entitled to payment from the LEC originating a
cdl. Charges assessad by the ILECsfor terminating calls originated on a CLEC's network must be based on areasonable go-
proximation of additiona cost or through mutual exchange of traffic without explicit payment. The FCC determined that
Internet traffic isinterstate in nature, not local, and hasinitiated a proceeding to determine appropriate carrier-to-carrier com-
pensation. At the same time, the FCC declined to overturn a multitude of state decisions requiring ILECsto pay CLECs
compensation for delivering Internet traffic to |SPs. A federa court has recently remanded that decision to the FCC on the
groundsthat it did not adequately justify its decision.

Regulation of Cable

The FCC has the responsibility under the Act Relaing to the Landing and Operation of Submarine Cablesin the
United States, 47 U.S.C. §834-39 ("Cable Landing Act"), to issue licenses for the landing and operation of submarine cables
inthe United States. The FCC routingly grants cable landing licensesto applicants, smilar to us, from WTO Member coun-
triessubject to U.S. State Department approval. However, gpplicants must disclose the extent to which they are owned or
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controlled by non-U.S. entities. Although the FCC retains the right to restrict foreign ownership of cable landing licenses that
raise nationd security concerns, it has not yet done so. We dreedy hold one submarine cable landing license and believe that
the FCC is unlikely to restrict our ownership of additiona cable landing licenses despite our foreign ownership. Neverthdess,
there can be no assurance that the FCC would not deny, or condition, any gpplication by usto provide common carrier serv-
ices. No later than 90 days prior to construction of the cable, however, applicants for cable landing licenses must aso provide
ownership information with repect to the cable landing station. The FCC may redtrict non-U.S. ownership of cablelanding
stations to protect the nationa security of the United States. The construction of new submarine cable systemsis categori-
caly exduded from environmenta processing rules.

State

The 1996 Act prohibits state and local governments from enforcing any law, rule or legd requirement that prohibits
or hasthe effect of prohibiting any entity from providing any interstate or intrastate telecommunications service. In addition,
under current FCC policies, any dedicated transmission service or facility that is used more than 10% of thetime for inta-
state or foreign communication is generaly subject to FCC jurisdiction rather than state regulation.

Despite these prohibitions and limitations, telecommunications services are subject to various state regulations.
Among other things, the states may:

require the certification of TSPs,

regulate the rates of intrastate offerings and the terms and conditions of both intrastate and certain interstate service
offerings, and

adopt regulations necessary to preserve universd service, ensure the continued quality of communications services,
safeguard the rights of consumers and protect public safety and welfare. Accordingly, state involvement intele-
communications services may be substantidl.

In addition, ate law may not recognize "private carriage” and, therefore, even if certain of our offerings are treated
as"private carriage” at the federd level, they may be regulated as telecommunications or common carrier services at the sate
level. At present, we, through various subsidiaries, have tariffs on file with, and/or have obtained various certificates of ope-
ating authority from, approximately 25 states that were necessary under state laws to gain authorizations needed to operate
asacarrier or to congruct fiber facilities in those states, even though we do not operate as acommon carrier. Those tariffs
provide that prices, terms and conditions of an offering will be set based upon individua determinations for each customer.
These tariffs may be subject to chalenge, but usualy are not challenged. None of our tariffs has been changed as of May 31,
2000. Various state regulators may attempt to regulate our rates or practices, but, generaly, state regulators do not actively
regulate the offerings of non-dominant carriers such as us.

The dtate regulatory environment varies substantially from state to state. For example, our pricing flexibility for
products or services which are intrastate in nature may be limited by regulation in somejurisdictions. In addition, in arbitrat-
ing interconnection agreements under the 1996 Act between ILECs and their potentia competitors, some state commissions
have considered whether fiber should be an unbundled network eement. The New Y ork Public Service Commission dete-
mined that it would not require NYNEX Corporation to provide fiber as an unbundled network element. State commissionsin
Florida, Maryland, North Carolinaand Virginia have either refused to require the ILECsto offer fiber to competitors or have
stated that the issue would be addressed et alater time. On the other hand, state commissionsin Illinois, Massachusetts, Ari-
zona, Georgia, Minnesota, Ohio, Oregon and Tennessee have found fiber to be anetwork eement and required the ILECsto
offer it on an unbundled basisto CLECs. There can be no assurance that these requirements, and the associated pricing meth-
odologies, where gpplicable, will not reduce the demand for our offerings.

Local

In addition to federd and state laws, local governments exercise lega authority that may affect our business. For ex-
ample, somelocal governments retain the ability to license public ROW, subject, however, to the federd limitation that loca
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authorities may not prohibit entities from entering the telecommunications market. Compliance with loca requirements may
dday and increase the costs of our use of public ROW. Accordingly, these requirements could impose substantial burdens on
us.

Canada

We offer bandwidth services to our customersin Canada through resale arrangements. Under these resde arrange-
ments, we obtain the use of transmission facilities on anon-exclusive, contractua basis from Urbanlink and then offer band-
width servicesto our customers through the subsequent sale or lease, on acommercia bas's, of these contracted facilities. As
aredler, we are not generdly subject to the regulatory requirements of the Telecommuni cations Act (Canada). However,
there can be no assurance that the regulation of resellersin Canada may not become more extensivein the future. In addition,
while we bdlieve that our operations as aresdler in Canadafully comply with Canadian law, there can be no assurancethat a
future determination of the Canadian Radio-tdevision and Telecommunications Commisson ("CRTC") or events beyond our
control will not result in achange in our satus or affect our ahility to offer servicesin Canada.

The CRTC is considering reform of the current contribution regime. The CRTC's contribution regime was originally
edtablished in 1992 as ameans of ensuring that rates for loca residentia telephone service remain affordable. Under there-
gime, providers of certain types of long distance voice and data services are required to pay a subsidy or "contribution” on
each minute of traffic that is originated or terminated on local switched telephone networks or on cross-border or overseas
access circuits. These contribution payments are pooled within each ILEC territory and are paid out to ILECs and CLECs
serving residentia loca customers, based on the number of residential network access services they serve and the leve of the
subsidy availablein the rate band being served. On March 1, 1999, the CRTC initiated a proceeding to consider possiblere-
forms to the current contribution mechanism. In the public notice that initiated the proceeding, the CRTC invited interested
parties to submit proposas on other mechanisms which could be used to collect contribution. Although this public notice
proceeding is hot yet closed, some parties in the proceeding have advocated that the current contribution regime should be
converted into a revenue-based regime under which contribution would be paid on a percentage of a TSP's revenues (regardless
of the types of services offered by the service provider), rather than on certain types of telecommunicationstraffic.

Wedo not believe that the mgjority of our activitiesin Canada are subject to the requirement to pay contribution
under the current contribution regime. However, given that the current contribution regimeis under review by the CRTC,
there can be no assurance that we would be exempt from the requirement to pay contribution in the future, particularly if the
CRTC decidesto adopt a revenue-based regime.

Regtrictions on Foreign Owner ship

Under the Canadian ownership provisions of the Tel ecommuni cations Act, a"tdecommunications common car-
rier" isnot digible to operate in Canada unlessit is owned and controlled by Canadians. Furthermore, no more than 20% of
the members of the board of directors of atelecommunications common carrier may be non-Canadian and no more than 20%
of the voting shares of atelecommunications common carrier may be beneficialy owned by non-Canadians. In addition, no
more than 33':% of the voting shares of a non-operating parent corporation of atelecommunications common carrier may be
beneficialy owned or controlled by non-Canadians and neither the telecommunications common carrier nor its parent may be
otherwise controlled in fact by non-Canadians.

Although we bdieve that our activitiesin Canada, including the Canadian tdlecommunications arrangement, comply
with the foreign ownership provisions of the Telecommuni cations Act, there can be no assurance that afuture CRTC de-
termination or events beyond our control will not result in our being required to comply with the ownership provisions of the
Telecommunications Act.



International Traffic

On October 1, 1998, the CRTC issued Telecom Decison CRTC 98-17 ("Decison 98-17") which established a
framework for competition in Canadas internationa telecommunications services market to coincide with the Government of
Canada's decision to terminate the monopoly of Teleglobe Canada Inc. over tdecommunications facilitieslinking Canadato
oversess degtinations. In that decision, the CRTC determined that aparty acquiring an IRU interest in an international submer
rine cable would not necessarily fal within the definition of atelecommunications common carrier. As aresult, acquirers of
IRUsin internationd submarine cables need not be Canadian-owned and controlled. We believe that this determination by the
CRTC will creste greater opportunities for foreign owned TSPs to purchase IRUs and other types of wholesale bandwidth
capacity in the Canadian portion of our network. However, given the fact that the CRTC'sfindingsin Decision 98-17 were
limited to IRU interestsheld in international submarine cables, aswell asthefact that IRU arrangements can involve various
degrees of ownership and control over fiber facilities, there can be no assurance that holders of IRUs acquired in domestic
fiber facilities, including those obtained by us from Urbanlink, would be exempt from the Canadian ownership provisions
contained in the Telecommunications Act.

In addition to determining the status of IRUs under the Telecommunications Act, the CRTC made a determingtion
in Decison 98-17 to diminate Canadas "bypass' rules, which had prohibited the routing of Canada-Canada and Canada:
oversess traffic through the United States. Effective October 1, 1998, TSPs and users in Canadamay route basi ¢ telecommu-
nications traffic which either originates or terminates in Canada through the United States. Given the fact that adecision to
bypass Canadian network facilities may be based on avariety of factors, including, but not limited to, cost, technology, traffic
patterns and the availability of suitable facilities, thereisarisk that prospective customers for our bandwidth servicesin Can-
adamay choose to purchase, lease or obtain IRUs in dark or lit fiber in the United States rather than in Canada. There can be
no assurance that we will be ableto attract and retain a sufficient number of customers for the Canadian portions of our
bandwidth servicesin Canada, which could have amateria adverse effect on our business, financia condition and results of
operations.

On September 18, 1998, the Stentor aliance announced that, while it will continue to coordinate national network
management for the regionally based ILECs, it will cease other joint initiativesin nationa product development, marketing and
other areas. We believe that the restructuring of the Stentor alliance, the launch by Bell Canada of its nationa telecommunica:
tions company, the merger of BC TELECOM Inc. and TELUSto creete BCT.Telus and the merger of ILECsin Atlantic Can-
adato create Aliant will create increased opportunities for usin the Canadian carrier market as the ILECs expand beyond their
traditiona serving territories.

CRTC Proceedings

On March 19, 1999, Urbanlink's predecessor filed an gpplication with the CRTC seeking orders under the Tele-
communications Act which would permit Urbanlink's predecessor to continue to have access to street crossings and other
municipa propertiesin the City of Vancouver for the purpose of congtructing, testing and operating Urbanlink's network
facilitieswithin that city. In an answer to that application, the City of Vancouver took the position that Urbanlink's prede-
cessor was not eligible to gpply to the CRTC for relief under the Tel ecommuni cations Act. On the same day, the City filed
an gpplication with the CRTC requesting orders which would permit some of the carriersthat have obtained indefeasible
rights of use from Urbanlink's predecessor to continue to construct, operate and maintain those facilitieson azerorate, in-
terim basis until the CRTC has made a determination on the appropriate terms, conditions and compensation that should be
payable to the City for the use of municipa property. In aruling issued on October 27, 1999, the CRTC granted the City's
request for an interim order directing each of the carriers that obtained indefeasible rights of use from Urbanlink's predecessor
to pay the City $1.00 for the right to access the City's municipa property during the period of time before the CRTC makes
adetermination for the appropriate terms, conditions and compensation that should be payable to the City for the use of
municipa property. On December 3, 1999, the CRTC issued a public notice which invited interested parties to comment on
what the terms and conditions of access by Canadian carriersto municipa property in Vancouver should be for the purposes
of congtructing, maintaining and operating transmisson lines. We anticipate that the CRTC will render adecison on the
March 19, 1999 gpplication of Urbanlink's predecessor againgt the City a the sametime that it renders a decision on the mat-
tersraised by its public notice proceeding. Failure to obtain the orders requested by Urbanlink's predecessor initsinitid gp-
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plication to the CRTC could result in increased costs to us which could have a materia adverse effect on our business, finan-
cid condition and results of operations.

In arelaed matter, the City of Vancouver has served Telus, aconduit provider to Urbanlink, with notices to termi-
nate, effective December 31, 2000, most existing agreements between Telus and the City for access to street crossings and
other municipa property. The City has stated that thiswill alow an opportunity for meaningful negotiation based on the
terms and conditions that the CRTC ultimately prescribes for accessto municipa property. We currently have IRUsin Ur-
banlink facilities that are placed in the Telus conduit in the City of Vancouver. The results of any such negotiations could lead
to increased maintenance and operation charges to us by Urbanlink. If our continued access to this conduit is jeopardized, our
ability to operate our Vancouver network may beimpaired and our business could be adversdly affected.

European Union

Regulations of telecommunications in the European Union ("EU") (Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Irdand, Italy, Luxembourg, The Netherlands, Portugal, Spain, Sveden and the United Kingdom) is subject
to the requirements of European Union Law. Apart from general antitrust rules, the rdlevant European Union law mainly
consists of directives adopted by the European Council and the European Commission (pursuant to the Treaty of Rome),
which are addressed to, and are binding on, the member states of the European Union, and which require implementation in
the national laws of those sates. These directives are intended to establish harmonized core regulatory requirements across
the European Union. They do not, however, cover every aspect of telecommunications regulation. In addition, in some cases
they give achoice of different optionsto the member countries, or are limited to giving generd principles, the detailed imple-
mentation of which must be established by the rdlevant nationa legidation.

European Union law requires that many of the rules concerning licensing, interconnection, retail service and techni-
ca issues should have subgtantialy the same effect in dl member countries. However, due to the permitted discretion asto
how EU rules are given effect within nationa boundaries, and/or due to ambiguity inthe EU rules giving rise to different in-
terpretations and/or due to failure by member states to properly implement such rules by the required deadline or correctly,
there are often important differencesin the gpplicable rules between member states. Private parties may, in reliance on Euro-
pean Union Directives, be ableto bring actionsin their nationa courts against nationa laws or regulations which fail to prop-
erly implement EU Directives but legd proceedings are costly and take along time. The European Commission may bring
actionsin the European Court of Justice againgt the member states for failure to implement EU legidation properly, but such
action may aso take along time, and the European Commission does not away's take such action or only takes such action
after aconsiderable delay. In consequence, for practical purposes, there may be significant differences between the rules gp-
plying in different member states, even where European Law is intended to introduce rules which are smilar in effect.

A Commission Directive known as the Full Competition Directive required al member states except those with ex-
press derogations (Greece, Irdland, Luxembourg, Portuga and Spain) to permit competition in all telecommunications services
by removing restrictions on the provision of teecommunications services and telecommunications infrastructure by Janu-
ay 1,1998.

A directive known as the Licensing Directive establishes a framework for the granting of nationd authorizations and
licenses "for the purpose of providing telecommunications services, including authorizations for the establishment and/or
operation of telecommunications networks required for the provision of such services" We are advised that there is substan-
tiad support for the view that this directive, and/or other directives only enable member states to require telecommunications
licenses, athorizations, or other forms of permisson, to the extent that a telecommunications service is being provided and
that absent such sarvice, asin the case of the mere congtruction or control of or provision of unlit optica fiber cables, notde-
communications license, authorization or other permisson can be required under European Union law. However we are dso
advised not dl member states may interpret the requirements of European Union law in this manner, and that for practical
purposssit is therefore necessary to anayze nationd law and regulation in each case. When we are operating or in control of
fiber which isfunctioning or "lit" we are advised that we may on the other hand, in any particular member state, be required,
to gpply for anindividud license if we are deemed to be providing a public telecommunications network or publicly available
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voice telephony services, or that we may benefit from applying for such alicenseto gain therightsto numbersand to gain
accessto ROW in respect of land. Alternatively, in some countries, we may simply be required to comply with anctification
or regigtration procedures.

A directive known as the Interconnection Directive requires that in any member state where we eventudly offer
leased linesto user premises, or control accessto network termination points identified by numbersin the nationd numbering
plan, we will have the right to negotiate interconnection with any other operators and the obligation to negotiate such inter-
connection when so requested. In addition, to the extent that we offer "bearer capatiilities” individua member states may give
ustheright (and, if so, the obligation) to negotiate interconnection with other operators.

The Interconnection Directive aso requires that to the extent that we are included by any member statein the class
of operators with aright and obligation to interconnect as just described, then fixed network operators deemed by the member
state regulator, to have "significant market power" (as defined in that directive) must offer usinterconnection on standard,
cogt oriented, non-discriminatory and transparent terms. However, to the extent that we are not granted any interconnection
rightsin any member state, we will not be entitled to cost-oriented charges from such an operator, and may be required to pay
tariffswhich are significantly higher in most member setes.

The European Commission has recommended that cogt-oriented interconnection charges which some fixed network
operators with significant market power are required to apply, should be based on long run incrementa costs, which issimilar
to TELRIC, the cost modd used by the FCC in the US. However, in the absence of appropriate accounts or models of such
rates, the Commission has published benchmark interconnection rates, above which nationa regulators should seek justifica:
tion from the relevant fixed network operator.

Each European Union member state in which we currently conduct our business has a different regulatory regime
and such differences are expected to continue. In addition, in connection with the Telia agreement we will be operating a say
ment of our European network in Norway, which is not amember of the European Union and therefore not subject to the
various rules and regulations governing European Union member states. Norway does however haveits own regulatory regime
to which our operationswill be subject.

360americas

Our planned 360amer i cas underseafiber optic cable facilities and telecommunications services, including backhaul
services, may be subject to regulation in each jurisdiction where the 360amer i cas cable and the BUS-1 undersea fiber optic
cable system that connects Bermuda and the United States ("BUS-1") land. GlobeNet currently hasin place dl of the neces-
sary licensesto land and provide services from the BUS-1 system. In order to implement fully the 360americascable, it
may be necessary for GlobeNet to obtain authority to land the cable and to offer telecommunications services, including back-
haul, to our customersin each jurisdiction in which the cable lands.

United States

In the United States, the laws and regulations pertaining to undersea cable systems and telecommunications services
arewdl developed and an established st of rules and procedures exist. GlobeNet has reviewed with Alcatdl various options
with respect to the most optimal landing locations. On June 2, 1999, GlobeNet submitted a cable landing license gpplication
to the FCC seeking authority to land and operate the 360americas cable in Tuckerton, New Jersay (next to the landing sta
tionsfor the BUS-1 system) and Boca Raton, Florida. On December 10, 1999, the FCC granted TeleBermuda I nternational
Limited ("TBI"), awholly owned subsidiary of GlobeNet, alanding license for the 360americasceble

TBI'sU.S. dfiliate, TdeBermuda Internationa L.L.C. ("TBI L.L.C."), wasformed in May 1996 as alimited liabil-
ity company under the laws of the State of Ddlaware. TBI L.L.C. holdsthe landing license for the BUS-1 system inthe
United States issued by the FCC, aswell as certain ownership and leasehold rights with respect to BUS-1 system assets lo-
cated in the United States. TBI L.L.C. isawhally owned subsidiary of TBI. Previoudy, TBI held a20% ownership interest
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inTBI L.L.C., and Elbac Cable Corporation ("Elbac") held the remaining 80% ownership interest. On October 29, 1999, the
FCC issued aMemorandum Opinion and Order granting authority for TBI to acquire Elbac, including the 80% ownership
interest held by Elbacin TBI L.L.C. Thistransaction was consummated on November 1, 1999, thus providing TBI witha
100% ownership interest in TBI L.L.C.

TBI isauthorized to operate in the United States as a common carrier pursuant to Section 214 of the Communica
tions Act of 1934, asamended. Thisdlows TBI to provide any telecommunications services, including backhaul services, to
or from the United States viaany means, including our current and future underseafiber optic cable systems.

Brazil and Venezuela

In countries such as Brazil and Venezudawith recently privatized telecommunications industries, many of thetde-
communications laws and regulations are rdlaively new and till evolving. 1n both of these countries, there are no current
statutes or regulaions regarding the landing of underseafiber optic cablefacilities. Accordingly, authorities have been con-
sulted with the gppropriate regulatory authoritiesin Brazil (ANATEL) and Venezuda (CONATEL ). Based on these consul-
tations, GlobeNet believesthat it isthe first private underseafiber optic cable operator to request governmenta approva to
land an internationd fiber optic cable system in either jurisdiction. These consultations have indicated to GlobeNet that the
procompetitive effects of deregulation and the desire to attract foreign investment have created flexible regulatory environ-
mentsin Brazil and Venezuelathat are receptiveto projects such asthe 360americascable

The need for new underseafiber optic cable systemsis particularly strong in these countries where former monop-
oly providers previoudy controlled access to and from the country through their ownership of internationa capacity on tradi-
tiond consortium cable systems.  Although competition in the provision of telecommunications services has begun to be in-
troduced in both jurisdictions, the former monopoly carriers continue to control the existing inventory of available undersea
fiber optic capacity that landsin each country. Accordingly, capacity remains scarce and very expensive.

Brazil

On March 2, 1999, GlobeNet submitted arequest to ANATEL seeking authority to construct, land and operate the
360americascablein Brazil. On October 13, 1999, in aresponse to this request, ANATEL indicated that the provision of
submarine cable infrastructure does not congtitute a telecommunications service and therefore no ANATEL licenseis neces-
sary to construct, own and operate the 360americascable

Established regulations and procedures exist for obtaining telecommunications sarvices licensesin Brazil. Glo-
beNet's operating subsidiary in Brazil has recelved the necessary telecommunications services licenses from ANATEL to
provide backhaul servicesin Brazil. 1t is GlobeNet's expectation that we will be ableto sdll or lease submarine cable fiber
optic facilitiesto al entities with authority to provide telecommunication servicesin Brazil. Under the current regulatory
regimein Brazil only Embratel and INTELIG have the appropriate authority to offer long-distance and internationa switched
voicetelephony servicesin Brazil. ANATEL iscurrently providing licenses on aroutine basisfor companies seeking to offer
internationd private network sarvices. It isnot anticipated that regulatory authority will be required for carrier-to-carrier
contracts or the offering of value-added services. Thus, today GlobeNet should be able to sdll itsfacilities to the two public
switched telephony licensess, dl private line licensees and vaue-added sarvice providers. The government of Brazil has an-
nounced that in January 2002, it will lift current restrictions on the number of licenseesin Brazil who may provide switched
voicetelephony. At that time, GlobeNet should aso be ableto offer facilities to new competitive switched voice telephony
providers.

Venezuela

On March 16, 1999, GlobeNet submitted a letter to CONATEL seeking guidance on wheat licenses or permits from
CONATEL may be necessary to land the 360americascablein Venezuda In responseto thisletter, CONATEL informed
GlobeNet in writing that no authorization or permit from CONATEL isrequired to congtruct and land the 360americas
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cablein Venezuda. Based on advice provided by CONATEL, GlobeNet does not believe that any CONATEL permits or
CONCEss ons are necessary to operate the cable or sl capacity on the cable. In order to provide backhaul servicesin Vene-
zudla, GlobeNet must obtain a Private Network Concession, which isrequired under Venezuelan law to ingtall and operate a
telecommunications network for commercia purposes. GlobeNet shortly plansto submit an application to CONATEL for
thislicense. Although thereis no assurance that GlobeNet will be granted this license, GlobeNet does not beieve that it will
not be successful in obtaining it. It is GlobeNet's expectation thet it will be ableto sell or lease submarine cable fiber optic
fecilitiesto dl entities with authority to provide telecommunications and value added network servicesin Venezuda. Under
the exigting regulaory framework in Venezuda, only CANTV can offer internationa public switched telephony servicesin
Venezuda However, the Concession Agreement between the Republic of Venezudaand CANTV providesthat in November
2000 the telecommunications market will be open for additional competition and the appropriate authority will be granted to
anumber of companies seeking to offer switched voice telephony services. Currently, CONATEL isissuing authority ona
routine basis to companies seeking to offer internationd or domestic private network services. Thus, today GlobeNet can sdll
fecilitiesto CANTV and private network and vaue added service providers. Additionaly, in November 2000 GlobeNet will
be ableto sdl facilities to newly licensed switched voice telephony providers.

Item 2. Description of Properties
Our network and interest therein is described in Item 1, Description of Business.

We have executive and administrative officesin Vancouver, British Columbia and Segitle, Washington. We aso have
adminigtrative, sdes, engineering and operations offices located in Vancouver, Denver and Toronto. In addition to the NOC
located in Vancouver, British Columbia, we are building aNOC located in Dublin, Ireland, which is scheduled to be completed
in November 2000.

All of our offices are leased on a short-term basis except for our Toronto office, which we occupy under alesse ex-
piring in 2009. We expect to open additiona officesin multiple jurisdictions globally as required.

In May 2000, we agreed to acquire colocation facilitiesin Los Angeles, Atlantaand Ddlas and site optionsto ac-
quire facilitiesin Denver, Augtin, San Antonio, Los Angeles and Houston.

Item 3. L egal Proceedings

From time to time, we may be aparty to variouslega proceedings arising in the ordinary course of our business.
We are not party to any materia lega proceedings.

In July 1999, after issuing a Certificate of Public Convenience and Necessity ("CPCN") to Worldwide Fiber Net-
works, Inc. ("360-NI"), the Cdifornia Public Utilities Commission ("CPUC") issued a"stop work" order which required usto
submit an environmenta assessment to comply with the California Environmenta Quality Act. We complied with this order
and submitted the required information. On January 6, 2000, the CPUC issued an order modifying the CPCN, authorizing the
recommencement of congruction and adopting a mitigated negative declaration impasing certain conditions on continued proj-
ect congruction. We have since recommenced construction in compliance with the terms of the CPUC order and do not ex-
pect that such compliance will have any materid delaying effect on ongoing congtruction. The CPUC retained jurisdiction in
further proceedings to determine the amount, if any, of civil pendtiesthat may be imposed upon usfor construction that
occurred in Cdiforniaprior to the "stop work™ order. This proceeding is ongoing, with a hearing set for early September 2000,
and we presently have no estimate of any fines or pendties that may be imposed. The maximum allowable penaty permitted
by the Cdifornia Public Utilities Code would be $3.6 million for the period between December 2, 1998 and July 6, 1999.



Item 4. Control of Registrant

(@ Asof May 31, 2000, Ledcor Inc. directly or indirectly owns or controls 72,000,000 Multiple Voting Shares
and 314,370,608 Subordinate Voting Shares, or 88% and 46% of such class of shares, repectively. Ownership or control of
such shares gives Ledcor Inc. the power to cast 69% of the totd votesthat may be cast by dl outstanding shares. David Lede
and Clifford Lede, who are the Chairman and Vice Chairman, respectively, of our board of directors own, in the aggregate,
more than 50% of the outstanding shares of Ledcor Inc.

(b) Thefollowing table describes the ownership of our Multiple Voting Shares and Subordinate Voting Shares as
of May 31, 2000 by (i) each person or company known by usto own more than 10% of our Multiple Voting Shares or Sub-
ordinate Vating Shares, and (ii) al of our directors and officers asagroup.

Multiple Subordinate
Voting Shares Voting Shares
Number of Percentage Number of Percentage
Name of shares of class shares of class
Owner owned owned owned owned
Ten percent holders.
Worldwide Fiber HoldingsLtd. (1) .....covevevereenennne. 72,000,000 88% 56,174,393 82%
Ledcor Limited Partnership (1) ....covevvveeerereeneeerenns Ya Y 258,195,715 37.8%
Gregory B. Maff@i ..o 9,840,000 12% 52,160,000 7.6%
All directors and officersasagroup .......eeeeeeevereeneenne 9,840,000 12% 52,171,650 7.6%

(1) Directly or indirectly owned or controlled by Ledcor Inc.

(¢) There are no arrangements known to us the operation of which may at a subsequent date result in achange of
control of us.

Item 5. Natureof Trading Market

Our Subordinate V oting Shares are traded on the Nasdag Nationd Market under the symbol "TSIX" in the United
States and on the Toronto Stock Exchange in Canada under the symbol "TSX". Our 12 1/2% Senior Notes due 2005 and our
12% Senior Notes due 2009 trade in the over the counter market. We will file with the Commission by mid-July 2000 aregis-
tration statement on Form F-4 to register new notesthat will be offered in exchange for our 13% Senior Notes due 2008,
which are digible for trading in the PORTAL market.

Our Subordinate V oting Sharesfirst began publicly trading on April 20, 2000. The table below sets forth the high
and low sde prices for our Subordinate Voting Shares on the Nasdag Nationad Market and the Toronto Stock Exchange during
the period from April 20, 2000 through May 31, 2000. The reported last sale price of the Subordinate V oting Shares on May
31, 2000 on the Nasdag National Market was $14.0625 and on the Toronto Stock Exchange was Cdn.$21.05.

Nasdag National M ar ket
U.S9)

High...  $2000
Low... $1375

TheToronto Stock Exchange
(Cdn.$)
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High...  Cdn$28.45
Low... Cdn.$20.50

Thefollowing table indicates as of May 31, 2000, the approximate total number of holders of record of Subordinate
Voting Shares, the totd number of Subordinate Voting Shares outstanding, the number of holders of record of Subordinate
Voting Shares with United States addresses, the number of outstanding Subordinate Voting Shares held by holders of record
with United States addresses and the percentage of Subordinate Voting Shares held by holders of record with United States
addresses.

Per centage of Subor-
Total Number of Number of dinate Voting Shares
Total Number Subordinate Number of U.S. Subordinate Voting Hdd by U.S. Holders
of Holdersof Voting Shares Holders SharesHeld by U.S. of Record
Record (1) Outstanding of Record Holdersof Record
243 683,990,095 156 189,327,315 27.67%

(@) The compuitation of the number and percentage of Subordinate Voting Shares held in the United Statesis based
upon the number of holders of record with United States addresses. United States residents may beneficialy own
Subordinate Voting Shares held of record by non-United States residents.

Dividend Policy

We have not paid cash dividends on our Subordinate Voting Shares, and we intend to continue this policy for the
foreseegble future in order to retain earnings for the development and growth of our business. Our dividend policy will be
reviewed periodicaly depending on our financid position, capital requirements, generd business conditions and other factors.

Item 6. Exchange Controlsand Other Limitations Affecting Security Holders

There are currently no limitationsimposed by Canadian federd or provincia laws on the rights of non-resident or
foreign owners of Canadian securitiesto hold or vote the securitiesheld. There are dso no such limitationsimposed by the
our articles and bylaws with respect to our Subordinate Voting Shares.

Investment Canada Act

Under the I nvestment Canada Act, the acquisition of control of a Canadian business by a"non-Canadian” is sub-
ject to review by the Investment Review Division of Industry Canada ("Investment Canadd'), a government agency, and will
not be dlowed unlessthe investment isfound likely to be of "net benefit” to Canada. An acquisition of control will bere-
viewable by Investment Canadaif the value of the assets of the Canadian businessfor which contral isbeing acquired is (1)
Cdn.$5 million or morein the case of a"direct" acquisition; (2) Cdn.$50 million or morein the case of an "indirect” acquisi-
tion, which isatransaction involving the acquisition of the shares of acompany incorporated outsde of Canadawhich owns
subsidiariesin Canada; or (3) between Cdn.$5 million or more but less than Cdn.$50 million where the Canadian asssts ac-
quired condtitute more than 50% of the vaue of dl entities acquired, or if the acquisition is not effected through the acquiisi-
tion of control of aforeign corporation.

These thresholds have been increased for the purposes of acquisition of control of a Canadian business by investors
from members of the World Trade Organization ("WTQ"), including Americans, or WTO member-controlled companies. A
direct acquisition by aWTO investor isreviewable only if it involves the direct acquisition of a Canadian business with assets
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of Cdn.$192 million or more for the year 2000 (thisfigure is adjusted annualy to reflect inflation). Indirect acquisitions by
WTO investors are not reviewable unless the Canadian assets acquired congtitute more than 50% of the asset vaue of al enti-
tiesacquired, in which case the Cdn.$192 million threshold applies.

These increased threshol ds applicable to WTO investors do not gpply to the acquisition of control of a Canadian
businessthat is engaged in certain sensitive areas such as uranium production, financia services, trangportation or culture. In
the case of the acquisition of control of a cultura business, the Minister can elect to review the transaction even where it does
not exceed the lower asset threshold test above. Even if the transaction is not reviewable, anon-Canadian must till give no-
ticeto Investment Canada of the acquisition of control of a Canadian business within 30 days after its completion.

Compstition Act

Under the Competition Act (Canada) (the "Competition Act"), certain transactions are subject to the pre-
natification requirements of the Competition Act whereby natification of the transaction and specific information in connec-
tion therewith must be provided to the Commissioner of Competition (the "Commissoner™). A transaction may not be com+
pleted until the gpplicable statutory waiting periods have expired, namely 14 days or 42 days for a short-form or long-form
filing, respectively. Aswel, where the parties eect to file a short-form notification, the Commissioner may "bump" thefiling
to along-form, thereby restarting the clock once the paties submit their filing.

A proposed transaction is subject to pre-natification if the parties to the transaction together with their affiliates
exceed two thresholds. Firgt, the parties and their affiliates must have totdl assets or total revenues from salesin, from or into
Canadathat exceed Cdn.$400 million in aggregate vaue. Having met thisfirst threshold, the parties must then provide pre-
natification if any one of the following additiond thresholdsis met: (1) for an acquisition of assetsin Canadawhere the a
gregate value of the assets or the gross revenues from salesin or from Canadathat are being acquired exceeds Cdn.$35 miillion
("$35 million threshold"); (2) in the case of an acquisition of shares of acompany in Canada, where as aresult of the pro-
posed acquisition, the person acquiring the shares, together with its affiliates, would own more than 20% (or, if the person
making the acquisition aready owns 20% or more of the voting shares of the target, then 50%) of the voting shares of acor-
poration that are publicly traded, or in the case of acompany of which the shares are not publicly traded, the threshold is
35% of the voting shares (and 50% if the acquirer owns 35% or more of the voting shares of the subject company prior to
meaking the acquisition) and the $35 million threshold is exceeded; or (3) in the case of a proposed amagamation of two or
more corporations where one or more of the amagamating corporations carries on an operating business (either directly or
indirectly) where the aggregate vaue of the assatsin Canadathat would be owned by the continuing corporation resulting
from the amalgamation would exceed Cdn.$70 million or the gross revenues from sdesin or from Canada generated from the
assats of the ama gamated entity would exceed Cdn.$70 million.

Findly, al merger transactions, regardiess of whether they are subject to pre-merger natification, are subject to the
substantive provisions of the Competition Act namely, whether the proposed merger prevents or lessens, or islikely to pre-
vent or lessen, competition substantialy in arelevant market.

Item 7. Taxation

In this section we summarize the materiad U.S. federd and Canadian federa income tax consequences of the owner-
ship and disposition of Subordinate V oting Shares beneficialy owned by individuals, corporations, trusts and estates which:

for purposes of the U.S. Internd Revenue Code of 1986, as amended through the date hereof (the "Codge"), are U.S.
persons and, for purposes of the Income Tax Act (Canada) (the"Income Tax Act") and the Canada-United States
Income Tax Convention (1980), are residents of the United States and not resident in Canada;

hold Subordinate Voting Shares as capital assets for purposes of the Code and capita property for purposes of the
Income Tax Act;

ded a arm'slength with usfor purposes of the Income Tax Act; and
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do not and will not use or hold the Subordinate Voting Sharesin carrying on abusinessin Canada
Wewill refer to persons who satisfy the above conditions as " Unconnected U.S. Shareholders.”

Thetax consequences of an investment in Subordinate V oting Shares by persons who are not Unconnected U.S.
Shareholders may differ materialy from the tax consequences discussed in this section. The Income Tax Act contains rules
relating to securities held by some financia ingtitutions. We do not discuss these rules and holdersthat are financid ingtitu-
tions should consult their own tax advisors.

This discussion is based upon thefollowing, al as currently in effect:

the Income Tax Act and regulations under the Income Tax Act;
the Code and Treasury regulaions under the Code;
the Canada-United States Income Tax Convention (1980);

the adminigtrative policies and practices published by the Canadian Customs and Revenue Agency, formerly
Revenue Canada;

al specific proposasto amend the Income Tax Act and the regulations under the Income Tax Act that have
been publicly announced by or on behaf of the Minister of Finance (Canada) prior to the date of thisregistra:
tion statement;

the adminigtrative policies published by the U.S. Interna Revenue Service; and
judicid decisons
All of theforegoing are subject to change either prospectively or retroactively. We do not take into account the tax

laws of the various provinces or territories of Canada or the tax laws of the various state and local jurisdictions of the United
States or foreign jurisdictions.

Thisdiscusson summarizesthe material U.S. federal and Canadian federal incometax congider ations of
the owner ship and disposition of Subordinate Voting Shares. Thisdiscussion does not addressall possible tax con-
sequencesrelating to an investment in Subor dinate Voting Shares. We have not taken into account any share-
holder'sparticular circumstances and do not addr ess consequences peculiar to any shareholder if such shareholder
issubject to special provisonsof U.S. or Canadian incometax law (including, without limitation, dealersin securi-
tiesor foreign currency, tax-exempt entities, banks, insurance companies or other financial institutions, per sons
that hold SubordinateVoting Sharesaspart of a" straddle" "hedge" or " conversion transaction,” and uncon-
nected U.S. Shareholdersthat havea" functional currency” other than the U.S. dollar or that own Subordinate
Voting Sharesthrough a partner ship or other pass-through entity). Therefore, shareholders should consult their
own tax advisor sregar ding the tax consequences of purchasing Subordinate Voting Shares.

U.S. Federal Income Tax Consider ations

Subject to the discussion below regarding Foreign Personad Holding Company Rules, Passive Foreign [nvestment
Company Rules and Controlled Foreign Corporation Rules, this section summarizes U.S. federa income tax consequences of
the ownership and disposition of Subordinate Voting Shares.

Asan Unconnected U.S. Shareholder, ashareholder generdly will be required to include in income dividend distribu-
tions paid by usto the extent of our current or accumulated earnings and profits attributable to the distribution as computed
based on U.S. incometax principles. The amount of any cash ditribution paid in Canadian dollars will be equa tothe U.S.
dollar vaue of the Canadian dollars on the date of distribution based on the exchange rate on such date, regardiess of whether
the payment isin fact converted to U.S. dollars and without reduction for Canadian withholding tax. (For adiscusson of Ca-
nadian withholding taxes applicable to dividends paid by us, see " Certain Canadian Federd Income Tax Consderations™) A
shareholder will generdly be entitled to aforeign tax credit or deduction in an amount equa to the Canadian tax withheld. To
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the extent distributions paid by us on the Subordinate Voting Shares exceed our current or accumulated earnings and profits,
they will betreated first as areturn of capital up to ashareholder's adjusted tax basisin the shares and then as capitd gain
from the sale or exchange of the shares.

Dividends paid by us generaly will congtitute foreign source dividend income and "passive income" for purposes of
the foreign tax credit, which could reduce the amount of foreign tax credits available to shareholders. The Code gpplies various
limitations on the amount of foreign tax creditsthat may be available to aU.S. taxpayer. Because of the complexity of those
limitations, shareholders should consult their own tax advisors with respect to the availability of foreign tax credits.

Dividends paid by us on the Subordinate V oting Shares generdly will not be digible for the "dividends received” de-
duction.

If ashareholder sdllsthe Subordinate V oting Shares, the shareholder generdly will recognize gain or lossinan
amount equd to the difference between the amount redlized on the sale and the shareholder's adjusted tax basisin the shares.
Any such gain or losswill be long-term or short-term capita gain or loss, depending on whether the shares have been held by
the shareholder for more than one year, and will generaly be U.S. source gain or loss.

Dividends paid by us on the Subordinate V oting Shares generaly will not be subject to U.S. information reporting
or the 31% backup withholding tax unlessthey are paid in the United States through aU.S. or U.S-rdaed paying agent, in-
cluding abroker. If ashareholder furnishes the paying agent with aduly completed and signed FormW-9, such dividends will
not be subject to the backup withholding tax. The shareholder will be dlowed arefund or a credit equal to any amount with-
held under the U.S. backup withholding tax rules againgt the shareholder's U.S. federd income tax ligbility, provided the
shareholder furnishes the required information to the Internal Revenue Sarvice

Foreign Personal Holding Company Rules

Specid U.S. tax rules apply to ashareholder of aforeign persond holding company ("FPHC"). We would be class-
fied asaFPHC in any taxable year if both of the following tests are stisfied:

five or fewer individua's who are U.S. citizens or residents own or are deemed to own more than 50% of the
total voting power of al classes of our stock entitled to vote or the totdl value of our stock; and

a least 60% of our grossincome congsts of "foreign persona holding company income," which generdly in-
cludes passive income such as dividends, interest, gains from the sale or exchange of stock or securities, rents
and roydlties.

We bdlieve that we are not aFPHC. However, we can not assure shareholders that we will not qualify asaFPHC
in the future.

Passive Foreign I nvestment Company Rules

The passive foreign investment company ("PFIC") provisions of the Code can have significant tax effects on Un-
connected U.S. Shareholders. We could be dassified asa PFIC if, after the application of certain "look through' rules, for any
taxable year, ether:

75% or more of our grossincomeis "passive income,” which includes interest, dividends and certain rents and roy-
dties or

the average quarterly percentage, by fair market value of our assetsthat produce or are held for the production of
"passiveincome” is50% or more of the fair market vaue of al our assets.

To the extent we own at least 25% by vaue of the stock of another corporation, we are treated for purposes of the
PFIC tests as owning our proportionate share of the assets of such corporation, and as receiving directly our proportionate
share of theincome of such corporation.
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Digtributions which condtitute "excess distributions’ from a PFIC and dispositions of Subordinate Voting Shares of
aPFIC are subject to the following specid rules: (1) the excess digtributions (generally any distributions received by an Un-
connected U.S. Shareholder on the sharesin any taxable year that are greater than 125% of the average annua digtributions
received by such Unconnected U.S. Shareholder in the three preceding taxable years, or the Unconnected U.S. Shareholder's
holding period for the shares, if shorter) or gain would be alocated ratably over an Unconnected U.S. Shareholder's holding
period for the shares, (2) the amount allocated to the current taxable year and any taxable year prior to the first taxable year in
which we are a PFIC would be tregted as ordinary incomein the current taxable year, and (3) the amount alocated to each of
the other taxable years would be subject to the highest rate of tax on ordinary incomein effect for that year and to aninterest
charge basad on the value of the tax deferred during the period during which the shares are owned.

Subject to pecific limitations, Unconnected U.S. Shareholders who actualy or congtructively own marketable
sharesin aPFIC may make an dection under section 1296 of the Code to mark those shares to market annudly, rather than
being subject to the above-described rules. Amountsincluded in or deducted from income under this mark-to-market eection
and actua gains and losses redlized upon disposition, subject to specific limitations, will be trested as ordinary gains or losses.
For this purpose, we believe that our shares will be treated as "marketable securities' within the meaning of Sec-
tion 1296(€)(1) of the Code.

We bdlieve that we will not be a PFIC for the current fiscal year and we do not expect to become a PFIC in future
years. Whether we are a PFIC in any year and the tax consequences relating to PFIC status will depend on the composition of
our income and assets, including cash. Shareholders should be aware, however, that if we are or become a PFIC we may not be
able or willing to satisfy record-keeping requirements that would enable shareholders to make a"qudified decting fund" dec-
tion. Shareholders should consult their tax advisors with respect to how the PH C rules dfect their tax situation.

Controlled Foreign Corporation Rules

If more than 50% of the voting power or tota value of al classes of our sharesis owned, directly or indirectly, by
U.S. shareholders, each of which owns 10% or more of thetotal combined voting power of al classes of our shares, we could
be treated as a controlled foreign corporation ("CFC") under Subpart F of the Code. This classification would require such
10% or greeter shareholdersto include in income their pro rata shares of our "Subpart F Income," as defined in the Code. In
addition, under Section 1248 of the Code, gain from the sde or exchange of shares by an Unconnected U.S. Shareholder whois
or was a10% or greeter shareholder at any time during the five year period ending with the sale or exchange will be ordinary
dividend income to the extent of our earnings and profits attributable to the shares sold or exchanged.

We believe that we are not a CFC. However, we can not assure shareholders that we will not become a CFC in the
future.

Certain Canadian Federal Income Tax Consider ations

In this section, we summarize the materia anticipated Canadian federal incometax consderationsrevant to a
shareholders purchase of Subordinate Voting Shares.

Under the Income Tax Act, assuming ashareholder is an Unconnected U.S. Shareholder, and provided the Subordi-
nate Voting Shares are listed on a prescribed stock exchange, which includes The Toronto Stock Exchange and Nasdag, the
shareholder will generally be exempt from Canadian tax on acapital gain redized on an actud or deemed disposition of the
Subordinate V oting Shares unless the shareholder done or together with persons with whom the sharehol der did not dedl a
am'slength owned or had rights to acquire 25% or more of our issued shares of any class at any time during the five year
period before the actua or deemed disposition.

Dividends paid, credited or deemed to have been paid or credited on the Subordinate Voting Shares to Unconnected
U.S. Shareholderswill be subject to a Canadian withholding tax at arate of 25% under the Income Tax Act. Under the Canada-
United States Income Tax Convention (1980), the rate of withholding tax on dividends generaly applicable to Unconnected
U.S. Shareholderswho beneficidly own the dividendsiis reduced to 15%. In the case of Unconnected U.S. Shareholdersthat
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are corporations that beneficialy own at least 10% of our voting shares, the rate of withholding tax on dividends generaly is
reduced to 5%.

Canada does not currently impose any federa estate taxes or succession duties. However, if ashareholder dies,
thereis generaly adeemed disposition of the Subordinate Voting Shares held at that time for proceeds of disposition equa to
the fair market vaue of the Subordinate V oting Shares immediately before the death. Capital gains redized on the deemed
disposition, if any, will have theincome tax consequences described above.

Item 8. Sdlected Consolidated Financial Data

The income statement data for 360networks inc for the period ended December 31, 1998 and the year ended
December 31, 1999 and the actud baance sheet datafor 360networks inc as at December 31, 1998 and 1999 which gopears
on page 36 and the related notes which gopear on page 35 in Amendment No. 2 to our Regidtration Statement on Form F1
(No. 333-95621), filed with the Commisson on April 18, 2000, is incorporated by reference in this annua report. In
addition, the income statement data and the balance sheet data for the predecessor divison for year ended March 31, 1996,
five months ended August 31, 1996, year ended August 31, 1997 and nine months ended May 31, 1998 which appears on
page 37 and the related notes which appear on page 35 in Amendment No. 2 to our Regiiration Statement on Form F-1 (No.
333-95621), filed with the Commission on April 18, 2000, isincorporated by referencein this annua report. (See attached)

Item 9. Management Discussion and Analysis of Financial Condition and Results of Operations.

Thefollowing should be read adong with our Consolidated Financiad Statements and the Divisiond Financid State-
ments of the telecommunications divison of Ledcor Industries, including the rel ated notes, incorporated by referencein Item
18 inthisannud report.

General

We were incorporated on February 5, 1998, but did not commence operations until May 31, 1998. Asof May 31,
1998 we entered into a series of agreements, which we refer to as the reorganization, whereby Ledcor transferred to usthe
congtruction equipment, some fiber optic strands and some other assets of Ledcor Industries telecommunications division.
On September 27, 1999, we acquired additiona fiber optic network assets from Ledcor. Recently, we completed the transfer
to Urbanlink of certain Canadian tedecommunications facilities. We own 51% of the participating equity shares and 33 /3%
of the vating shares of Urbanlink. Becauise these transactions were between entities under common control, the assets have
been reflected in our financid statements using the carrying amounts recorded in Ledcor's accounts. We believe thet the fair
market vaues of the fiber assets we received and our equiity investment in Urbanlink are significantly greater than their carry-
ing amounts.

We entered into two consruction services agreements in which we agreed to fulfill Ledcor's fiber optic network
congtruction commitments concerning some builds across Canada and the northern United States. In return, Ledcor paid usan
amount equa to 115% of our costs. Our obligations under these agreements were substantialy performed by January 1999.
We dso entered into a management services agreement and two employee services agreements with Ledcor. See ltem 13, In-
terest of Management in Certain Transactions, under the heading " Transactions with Ledcor—Description of reorganization
and related agreements.”

Prior to the reorganization, we were ashell company created for the purpose of continuing the business of Ledcor
Industries tdlecommunications division and did not have any operations or materia assets. Accordingly, two sets of financia
information are incorporated by reference in this prospectus. The Divisiond Financia Statements of Ledcor Industries tele-
communications divison prior to May 31, 1998 reflect the operations of our predecessor as a contractor and network devel-
oper. Our Consolidated Financid Statements for the period from the date of incorporation through December 31, 1998 pri-
marily reflect our operating results due to the construction services agreements. Since January 1, 1999, the impact of the con-
struction services agreements has not been significant on our consolidated financia statements.
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Revenuesand Costs

Since December 31, 1998 our revenues have been primarily generated from the sde, leese or grant of IRU of net-
work infrastructure. We anticipate asignificant amount of our future revenues will be derived from providing network serv-
ices, including optica channdls, private line transmission, virtua voice trunking and packet-based data servicesincluding IP
trangport and ATM. We anticipate that, as we proceed with the development of our network, the percentage of revenues
which we receive from network services will increase as a percentage of our total revenue and that by 2001 our network serv-
iceswill provide our largest percentage of revenue on aconsolidated basis and be asignificant source of income,

Sdesof network infrastructure include agreementsin the form of congtruction contracts and co-developments.

Revenues from congtruction contracts to develop fiber optic systems are cal culated on the percentage of completion
basis using the cost-to-cost method over the life of the build. This method is used because we consider costsincurred to be
the best available measure of progress of these contracts. We make provisonsfor al potentia losses as soon asthey become
evident. We recognize revenue for co-devel opment agreements on a percentage of completion besis.

Following completion of abuild, our retained fiber or conduit may be sold, granted through an IRU or leased to a
third party. Lease revenues are recognized as earned over the life of the lease.

In June 1999, the Financia Accounting Standards Board issued Interpretation No. 43, "Red Edtate Sdles, aninta-
pretation of FASB Statement No. 66." The interpretation is effective for sdes of rea estate with property improvements or
integral equipment entered into after June 30, 1999. Under thisinterpretation, title must transfer to alessee in order for alease
transaction to be accounted for as a sdes-type lease.

All future sdles and grants of IRUs of dark fiber or capacity will be evduated under the new interpretation. If we do
not passtitle on theintegral equipment pursuant to the agreements related to future transactions involving dark fiber or ca
pacity sales and/or IRUs, or if such transactions otherwise do not meet the criteriain FASB statement No. 66, we will recogr
nize the transfer prices as revenue ratably over the terms of the gpplicable agreements, rather than when the applicable se-
ments of our network are delivered to, and accepted by, the purchaser. Usualy, the purchaser pays the entire cash price to us
upon its acceptance. Therefore, athough the gpplication of the new interpretation may affect the times of recognition of reve-
nue from dark fiber and capacity sales, we expect there will be no effect on our financia position or cash flows from this pro-

spective change in accounting.

Cost of saesof network infrastructure, particularly dark fiber and conduit, consist of direct costs such asthe con-
duit, fiber optic cable, congtruction of regeneration facilities, sdes and commissions and labor and an alocation of indirect
cogts such as ROW, environmenta restoration, equipment costs, insurance and interest charges. Cogts of sdles of network
sarvicesinclude only the direct costs of sdes commissions and POP space. Indirect costs of network services areincluded in
generd and adminigtrative expenses and depreciation.

Elimination of Minority Interests

We have recently acquired the minority interest in each of WH-CN Fibre Inc. (*360-CN") and Worldwide Fiber IC
LLC ("ICLLC") inacash and share exchange transaction, as aresult of which CN acquired 14,920,866 Subordinate Voting
Shares (to be reduced to 11,428,571 shares based on our initid public offering price of $14 per share). 360-CN isnow a
wholly owned subsidiary of Worldwide Fiber Networks Ltd., which isawhally owned subsidiary of ours, and ICLLC s
now awhoally owned subsidiary of Worldwide Fiber IC Holdings, Inc., which isawholly owned subsidiary of Worldwide
Fiber Networks Ltd. Concurrent with the closing of our initia public offering, we acquired the remaining 25% minority inter-
es in Worldwide Fiber (USA) Inc. (“360-USA™) from Mi-Tech Communications, LLC ("Mi-Tech") in exchange for
22,285,714 Subordinate V oting Shares. Worldwide Fiber Networks Ltd. has 100% of the equiity participation and 90% of the
voting control of 360-USA, with the other 10% of voting control held by another subsidiary of ours, Worldwide Fiber Fi-
nance Ltd.
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Results of Operations

360networksinc.

Year Ended December 31, 1999 and period from February 5,
1998 to December 31,

1998 (oper ations commenced May 31, 1998)

Revenue for the year ended December 31, 1999 was $359,746,000, versus $164,319,000 for the period from
May 31, 1998 (commencement of operations) to December 31, 1998. Revenuein the current year was primarily derived from
saes of conduit and fiber optic strands aong segments in the Pacific Northwest, Northeast U.S. and eastern Canada. Reve-
nues in the seven month period ended December 31, 1998 were primarily derived from the Congtruction Services Agreements
with Ledcor.

Costs were $250,612,000 (70% of revenue) for the year ended December 31, 1999, versus $147,621,000 (90% of
revenue) for the period from May 31, 1998 (commencement of operations) to December 31, 1998.

Gross profit for the year ended December 31, 1999 was $109,134,000 (30% of revenue), versus $16,698,000 (10%
of revenue) for the period from May 31, 1998 (commencement of operations) to December 31, 1998. The improvement in
gross margin reflects our evolution from network construction to ownership and development of network infrastructure and
services,

Selling, general and administrative expenses were $21,846,000 (6% of revenue) for the year ended Decem-
ber 31, 1999, versus $2,274,000 (1% of revenue) for the period from May 31, 1998 (commencement of operations) to De-
cember 31, 1998. In the current year we completed amgjority of the tasks necessary to perform the trangition from Ledcor's
management information and accounting systemsto our own. Genera and administrative expenses are expected to continue to
increase as we develop our systems, hire additiona personnd and implement our marketing and saes strategy.

Stock-based compensation expense for the year ended December 31, 1999 was $7,116,000 relating to stock op-
tions granted during the year. Additionally, $188,553,000 of deferred compensation will be amortized over the remaining
vesting term of the stock options.

Interest expense was $33,908,000 for the year ended December 31, 1999 and was principally due to the issue of
senior notesin December 1998 and July 1999. Interest income totaled $18,122,000 and arose from the investment of the pro-
ceeds of the senior notes in short-term, investment grade securities. Interest expense and interest income for the period from
May 31, 1998 (commencement of operations) to December 31, 1998 was $492,000 and $267,000, respectively.

Income taxes provided for the year ended December 31, 1999 totaled $30,314,000, versus $5,643,000 for the pe-
riod from May 31, 1998 (commencement of operations) to December 31, 1998. These consist primarily of current taxes aris-
ing from our U.S. and Canadian operations.

Minority interest for the year ended December 31, 1999 totaled $7,434,000 and represents 25% of the net income
of 360-USA, 360-CN and ICLLC.

Teecommunications Divison—L edcor Industries
Nine Months Ended May 31, 1998

Revenues generated from contracts for the nine months ended May 31, 1998 were $54,633,888. The revenues
for this period were principaly derived from development for Ledcor Industries.



Contract costs were $45,321,566 for the nine months ended May 31, 1998. Contract costs primarily represent
the cogts associated with engineering, designing, building and managing third-party construction contracts. Contract costsasa
percentage of revenue for the nine months ended May 31, 1998 were 83%.

General and administr ative expenses for the nine months ended May 31, 1998 were $710,240, representing
1% of revenuesfor the period. Generd and adminigtrative expenses for the nine month period ended May 31, 1998 are pri-
maxrily derived from overhead to accommodate progress on congtruction projects for Ledcor Industries and management of
builds for third parties.

Income tax expense (recovery) for the nine months ended May 31, 1998 represents a current expense of
$5,509,000 and arecovery, on adeferred basis, of $1,600,000 using an effective tax rate of 45%. Asadivison, wewould not
infact report taxes, but would have been consolidated within the tax return filed by Ledcor Indugtries. The difference between
current tax expense and deferred tax recovery is due to temporary differences between the financia statement carrying
amounts of exiting assats and ligbilities and their respective tax bases.

Teecommunications Divison—L edcor Industries
Year Ended Augugt 31, 1997

Revenues generated from contracts for the year ended August 31, 1997 were $58,007,652. The revenues for
this period are principaly derived from the commencement of building assets for Ledcor Industries and management of the
AlaskaFiber Star build in Alaska

Contract costs were $49,184,985 for the year ended August 31, 1997. Contract costs for this period are primarily
derived from the costs associated with the engineering, design and building of a congtruction project for Ledcor Industries and
management of the Alaska Fiber Star build in Alaska. Contract costs as a percentage of revenue for the year ended August 31,
1997 were 85%. Contract revenues and contract costs for the year ended August 31, 1997 increased sgnificantly dueto the
businessin which Ledcor Industries had entered into, which was the building of acongtruction project and sdlling of its com:
ponentsto third parties. Thiswas a different business than the business previoudy conducted by the telecommunications
division in which Ledcor Industries would construct and develop fiber optic systems on a contract basis for specific telecont
munications clients. Since thiswas anew business for Ledcor Industries the gross margin compared to prior yearsisnot com:
padde

General and administrative expenses for the year ended August 31, 1997 were $863,373, representing 2% of
revenues for the period. The general and adminitrative expenses for this period are primarily comprised of the overhead nec-
essary to accommodate the commencement of the Ledcor Industries project and management of the Alaska Fiber Star build in
Alaska

Income tax expense for the year ended August 31, 1997 represents a current expense of $338,000 and adeferred
expense of $3,282,000 using an effective tax rate of 45%. As adivison, wewould have been included within the tax return
filed by Ledcor Industries. The difference between current tax expense and deferred tax expenseis due to temporary differ-
ences between the financid statement carrying amounts of existing assets and liabilities and their respective tax bases.

Liquidity and Capital Resources

We have an aggressive business plan to build out our network. By the end of 2001, our planned network will con-
st of gpproximately 56,800 route milesin North America, Europe and South Americaincluding an undersea cable between
North Americaand Europe and an undersea cable between South Americaand North America. Weintend to expand our net-
work including network servicesto provide connectivity on agloba basis. We offer network servicesto meet our customers
demands, enable Internet services and intend to develop products and services that capitalize on the convergence of telecom-
munications and high-bandwidth applications and services. Building out the network will require asignificant investment in
the development of fiber and conduits held for sale, grant of IRU, or lease and the purchase of additiond network infrastruc-
ture and equipment to establish transmission facilities,

-39



We edtimate that the total cost to develop and light our network is gpproximately $4.8 hillion.

We estimate that the total cost to complete and light our network of 24,100 route milesin North Americawill
be $1.7 billion.

We edtimate that the capitd costs of completing and lighting our network of 11,100 route milesin Europe will
be $360 million.

We edtimate that the total cost of the 360atlantic undersea cable project to be gpproximately $865 million.
The mgority of these costs are subject to fixed price contracts.

We estimate the total cost of the 360amer i cas undersea cable project to be gpproximately $900 million. The
majority of these costs are subject to fixed price contracts.

We edtimate the total cost to acquire and devel op existing and future colocation facilitiesin North Americaand
Europe to be approximately $860 million.

In order to finance the above costs of network development:

For North America, we have issued $675 million of senior notes and we plan to use some of the proceeds of
our initid public offering, the April 2000 debt offerings and cash from operations.

For Europe, we plan to use some of the proceeds of our initid public offering, the April 2000 debt offerings
and cash from operations.

For our 360atlantic undersea cable project, we used a significant portion of the proceeds from our sale of our
$345 million of redeemable convertible preferred sharesin September 1999 and have dso entered into a

$565 million credit facility dedicated to the 360atlanti c undersea cable project, of which $175 million has
been drawn. The 360atlantic credit facility has been provided to agroup of our subsdiaries and is non-
recourseto us.

For our 360amer i cas undersea cable project, we plan to issue Subordinate Voting Sharesto acquire dl of the
outstanding shares of GlobeNet. We dso plan to use the proceeds of GlobeNet's $300 million senior notes and
GlobeNet's $400 million credit facility, of which $100 million has been drawn. The 360ameri cas credit facil-
ity will be non-recourse to us. We are required to use GlobeNet's cash to fund the compl etion of this project.

For acquistion of the colocation facilitiesin North Americathat we have agreed to acquire, we plan to issue
equity and use up to $150.2 million of our existing cash balances. We expect to use some of the proceeds of
our initid public offering, the April 2000 debt offerings and cash from operations to further develop these fa
cilitiesand to acquire and develop additiond colocation facilitiesin North Americaand Europe.

Our egtimated capita expenditures for our current network development plans for the year ending December 31,
2000 are $2.8 hillion, of which approximately $1.2 hillion will be used for our terrestria network in North Americaand
Europe, approximately $500 million will be used for 360atlantic, approximately $730 million will be used for
360americasand approximately $400 million will be used for the acquisition and developrrent of colocation facilities We
anticipate that these funding sources will provide us with sufficient capital to complete our terrestrial and undersea networks
and to implement our related network services strategy. However, because the cost of developing our network and imple-
menting our network services srategy will depend on avariety of factors, many of which are beyond our control, including
changes in the competitive environment of our current and planned markets, we expect that our actua costs may vary materi-
dly from those currently budgeted. In the event that our actua costs exceed our current budget or we do not have the funds
we anticipate, we have the ahility to adjust the number or sequence of segmentswe develop. We anticipate that we will con-
tinue to experience negative cash flow (after capita expenditures) aswe build out the network which is expected to be com-
pleted by the end of 2001.

In addition to our planned network, we expect to pursue opportunities to expand geographicaly or enhancethe
servicesthat we offer our customers. We will aso seek to identify opportunities to develop new facilities which enable usto
provide value added network services such as colocation services and other communications services and products. Accord-
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ingly, from time to time we may seek to raise additiona capita in the debt and/or equity capita markets prior to completion
of our planned network. We cannot assure sharehol ders that we will be successful in raising the capita necessary for comple-
tion of the remainder of our planned network development, the implementation of our network services strategy, the
360atlantic and 360americas projects or for other opportunities on atimely basis or on termsthat are acceptableto us.

We have accepted an underwritten commitment from The Chase Manhattan Bank and an &ffiliate of Donaldson,
Lufkin & Jenrette Securities Corporation to provide up to $1.0 billion of financing under asenior credit facility. This com
mitment is subject to negotiaion of definitive documentation and other closing and lending conditions. The amounts borrowed
under thisfacility will be required to be used in compliance with restrictions contained under our indentures. There can be no
assurance that this credit facility will be entered into in atimely fashion or at all.

At December 31, 1999, we had working capital of $655 million, induding $521 million in cash or cash equivaents.
Cash used in operations during the year ended December 31, 1999 totaled $97 miillion.

We cannot assure sharehol ders that our cash flow and capita resources will be sufficient to repay the notes and any
other debt we may incur in the future, or that we will be successful in obtaining dternative financing. If we are unable to repay
our debts, we may be forced to reduce or delay the completion or expansion of our network, sell some of our assats, obtain
additiona equity capita or refinance or restructure our debt. If we are unable to meet our debt service obligations or comply
with our covenants, a default under our debt agreements would result. To avoid adefault, we might need waivers from third
parties, which might not be granted.

Accounting Pronouncements

We adopted the American Ingtitute of Certified Public Accountants Statement of Position 98-5, "Reporting on the
Cogts of Start-Up Activities' (SOP 98-5) effective January 1, 1999. SOP 98-5 requires that al start-up costs be expensed and
that the effect of adopting SOP 98-5 be reported as the cumulative effect of achangein accounting principle. The effect of
adopting SOP 98-5 on our results of operationswasimmaterid.

We adopted the American Indtitute of Certified Public Accountants Statement of Position 98-1 ("SOP98-1"), "Ac-
counting for the Costs of Computer Software Developed or Obtained for Internd Use" effective January 1, 1999 which re-
quiresthat costsincurred for the development of interna use software be recorded as an asset and amortized over its useful
life. The effect of adopting SOP 98-1 on our operationsis not materia.

We adopted Statement of Financid Accounting Standards (SFAS) No. 131, "Disclosures about Segments of an B
terprise and Related Information,” during the fourth quarter of 1998. SFAS No. 131 established standards for reporting infor-
mation about operating segments and rel ated disclosures about products and services, geographic arees and major customers.

In June 1998, the Financid Accounting Standards Board issued SFAS No. 133, "'Accounting for Derivative Instru-
ments and Hedging Activities." This statement established accounting and reporting standards for derivative ingtruments,
including some derivative instruments embedded in other contracts and for hedging activities. We do not expect the adoption
of SFAS No. 133 to have amaterid impact on our consolidated financid satements.

In June 1999, the Financid Accounting Standards Boards (FASB) issued Interpretation No. 43, "Red Edtate Sdes,
an interpretation of FASB Statement No. 66." Theinterpretation is effective for sdes of red estate with property improve:
ments or integral equipment entered into after June 30, 1999. Under thisinterpretation, title must transfer to alesseein order
for alease transaction to be accounted for as asdes-type lease. After June 30, 1999, the effective date of FASB Interpretation
No. 43, sdestypelease accounting will only be appropriate for dark fiber and capacity leases where title under the leaseis
transferred to the lessee or if the agreement was entered into after June 30, 1999. Transactions will be accounted for as opa-
aing leases wheretitleis not transferred to the lessee.

See ltem 9A, Quantitative and Quditative Disclosures About Market Risk, for adiscussion of our market risk.
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Item 9A. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

We have interest rate risk exposure related to our senior notes, which have afixed interest rate. The notes will be
subject to interest rate risk resulting from a future decrease in interest rates on obligations with comparable terms below the
interest rate on the senior notes. We currently do not mitigate the risk of interest rate movements through the use of interest
rate swaps or other derivative instruments. However, we may in the future choose to manage our risk associated with interest
rate movements through an gppropriate balance of fixed and variable rate obligations. To maintain an effective balance of fixed
and variable obligations, we may eect to enter into specific interest rate swaps or other derivative instruments aswe deem
necessary. The senior notes pay interest at fixed rates.

Thetable below providesinformation about our senior notes.

Expected Maturity Date

2000 2001 2002 2003 2004 There- Total Fair
after Value
(Dollarsin millions)
U.S. dollar Senior Notes

Due December 15, 2005............coee. $— $— $— $— $— $175.0 $175.0 $182.0
Fixed Rate........coeevveeirecireeirienans 125% 125% 125% 125% 125% 12.5% — —
DueAugust 1, 2009........c.ccooererrnnen — — — — —  $5000 $5000  $515.0
Fixed Rate........coeevveeirecireeirienans 120% 120% 120% 120% 12.0% 12.0% — —
DueMay 1, 2008.........c.ceoerererrrnns — — — — —  $6000 $6000  $600.0

Fixed Rete 130% 130% 130% 130% 130% _ 130% — —

$— $— $— $— $— $L2750 $12750 $1,2920

Euro Senior Notes
DueMay 1, 2008.......cccocoeereererenereens 0o— 0— 00— 00— 0O— [0J200.0 02000 [J200.0
Fixed RAE.......cooveeeiereeeeeeereens 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% — —

The senior notes are comprised of $175.0 million 12.5% notes due December 15, 2005 with interest paid semi-
annudly, $500.0 million 12.0% notes due August 1, 2009 with interest paid semi-annualy, $600.0 million 13% notes due
May 1, 2008 with interest paid semi-annualy and J200.0 million 13% notes due May 1, 2008 with interest paid semi-
annudly. These senior notes have provisonswhich, in certain circumstances, permit or oblige usto redeem dl or part of the
notes before their redemption detes.

Foreign Currency Risk
We presently do not utilize derivative or other financia instruments to hedge the risk associated with the movement
in foreign currencies. However, management continually monitors fluctuetions in these currencies and will consider the use of

derivative financia instruments or employment of other investment aternativesif cash flows or investment returns so war-
rant.
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Item 10.  Directorsand Officersof Registrant
Thefallowing lists our officers and directors at May 31, 2000:

Name Age Postion

Officers

40  President, Chief Executive Officer and Director
51  ViceCharman, Chief Financid Officer and Director
47  Vice Chairman and Director

46  Managing Director, Asa

50  Senior Vice President, Marine Capacity Sdes
47  Senior Vice President, Network Congtruction

51  Senior Vice President, Network Operations

44 Senior Vice Presdent, Carier Services

47 Senior Vice Presdent, Infrastructure Sdes

65 President, 360-USA

51  VicePresident and Chief Technology Officer
32  VicePresident, European Network Development
39  Acting Vice President, Human Resources

32  VicePresdent, Corporate Development

45  Vice Presdent, Marine Services

45  VicePresdent and Generd Counsd

34 VicePresdent, Finance

33 VicePresident, Corporate Development

Directors

(D= Y o ] I's =Y (2 52  Chairman of the Board
Clifford Lede. 44 Vice Chairman and Director
Kevin Compton .......cccvveveneneseeereneneenns 41  Director

Glenn Creamer (2) ...vvveveeeeevereeeeerereeseeenenens 38  Director

John Malone 59  Director

Claude Mongeau (1) ....cveveevvereeeeererenenereens 38  Director

Andrew Rush (1) 42 Director

John Stanton.........ccceveeeeneeennee 44 Director

Gene SYKES (1) c.vuveverrreeerennen, 42 Director
JamesVodker (2) 49  Director

(1) Member of the audit committee.
(2) Member of the compensation committee.

Gregory Maffe has served as Chief Executive Officer and a Director since January 2000 and President since
March 2000. Prior to that, Mr. Maffei served asthe Chief Financia Officer of Microsoft Corporation. Mr. Maffei joined
Microsoft in 1993 and, prior to becoming Chief Financid Officer, served as Vice President, Corporate Development, and
Treasurer. Mr. Maffe serves as non-executive Chairman of Expedia Inc. and as adirector of Starbucks Corporation, Avenue
A Inc. and Optica Networks, Inc. He has previoudy served on boards of telecommunications related companiesincluding
SaviceCo LLC (Road Runner), United Globa Communications (UGC), SkyTd Corp. and AsiaGloba Crossing.

Larry Olsen has served as Vice Chairman, Chief Financid Officer and a Director since our inception. Mr. Olsen
previoudy acted as aconsultant to Ledcor Industriesin repect of its telecommunications divison. Mr. Olsenisaso amem:
ber of the Board and Executive Committee of First Heritage Savings, a Canadian financid indtitution. Mr. Olsen was previ-
oudy involved in saverd internationa business ventures throughout Asia, Augtrdliaand the Middle East. He hasheld the
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position of Managing Director, Chief Executive Officer and Executive Chairman of Crownhampton International Limited and
Managing Director of Promet Petroleum.

Ron Stevenson has served as our Vice Chairman since March 2000, a Director since our inception, was previoudy
our Presdent and isaDirector of Ledcor Inc. Before joining us, Mr. Stevenson spent 28 years with Ledcor. From 1989 to
1998, Mr. Stevenson was Executive Vice President of Operations for Ledcor Industries' tdlecommunications and civil divi-
sions and was responsible for construction and project development.

Stephen Stow has served as Managing Director, Asasince March 2000 and was previoudly our Executive Vice
President, Corporate Development and a Director of ours. Mr. Stow previoudy acted as a consultant to Ledcor Industriesin
respect of itstelecommunications division. Mr. Stow previoudy served asa principa in various venture capitd activities.
From 1992 to 1995, Mr. Stow was Co-head and Director of Corporate Finance for National Westminster Bank's Asanin-
vestment banking operations.

Joel Allen has served as Senior Vice President, Marine Capecity Saes snce March 2000 and previoudy served as
Senior Vice President, Globad Marketing and Sales since November 1999. Mr. Allen has over 24 years of internationa and
domestic telecommunications experience. Prior to joining us, Mr. Allen was the President of AllenConsultants and Global-
NetworkPartners, international consultancy and cable development firms. He served as Executive Vice President, Sdesand
Marketing/Business Development with Bell Atlantic Network Systems (Bermuda), the exclusive representetive for the FLAG
Cable System sdes. Previousto that, Mr. Allen held numerous management positions with telecommunications companies.

Lionel Desmarais has served as Senior Vice President, Network Congtruction since our inception. Before joining
us, Mr. Desmarais spent 12 years with Ledcor. From 1993 to 1998, Mr. Desmarais was Vice President of Ledcor's telecom-
munications divison and has been responsible for overseeing the suiccessful execution of numerous long-distance fiber optic
networks, including the congtruction project that we did for Ledcor and the Cagary-Edmonton network.

David Love has served as our Senior Vice President, Network Operations since September 1999. Mr. Lovesin-
volvement in the telecommunications industry, both domestic and international, spans over 28 years. Prior to joining us, Mr.
Love managed large network deployments and multi-state network operations at US West. He hasinternationa experience
with MediaOne Internationd directing the design and network operations for broadband services using hybrid fiber coax tech-
nology in Bdgium.

William Sumner has served as Senior Vice Presdent, Carrier Services since January 2000. Prior to joining us, Mr.
Sumner was the Vice President, Operations for MediaOne from 1996 to 2000, the Senior Nationd Account Manager for MCl
Telecommunications Inc. (hnow MCI WorldCom Inc.) from 1991 to 1996 and a Director of MFS Inc., the first competitive
local exchange carrier, from 1987 to 1990.

Bruce Tinney has been our Senior Vice President, Infrastructure Sales since our inception. Before joining us,
Mr. Tinney spent more than 22 yearsin the telecommunicationsindustry in avariety of executive postions, including Direc-
tor of Business Development for Qwest Communications from 1996 to 1998 and Vice President of Operationsfor Fanch
Communications from 1991 to 1996. Before joining Fanch Communications Mr. Tinney spent over 15 yearswith Time War-
ner Communicationsin anumber of leadership positions.

Jerry Tharp has overseen our U.S. operations as President of 360-USA since our inception. Mr. Tharp'sinvolve-
ment in the telecommunications industry spans over 40 years. Beforejoining us, Mr. Tharp was the Director of Business
Devdopment for Mi-Tech from 1996 to 1997 and the Vice President, Construction and Engineering for Qwest Communica:
tions Internationa Inc. from 1994 to 1996. From 1987 to 1994, Mr. Tharp held severa positions with MCI WorldCom Inc.
dedling with ROW, congtruction and engineering issues. His telecommunications career started with US West and its prede-
cessor corporation, where he held numerous postions.

Stephen Baker has served as Vice President and Chief Technology Officer snce April 1999. Beforejoining us,
Mr. Baker held severd senior positions from 1996 to 1999 with Call-Net Enterprises Inc., including Vice Presdent, Strategic
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Technology in Canada. Before that time, Mr. Baker served for seven years as Chief Executive Officer and then Chief Tech-
nology Officer of Integrated Network ServicesInc.

Ashwin Chitamun has served as Vice President, European Network Development since August 1999.
Mr. Chitamun has held various positionsin engineering, marketing and sdeswith Bell Canada, AT& T Canadaand most re-
cently with fONOROLA Inc. He has dso consulted at the senior management level to Telus Communications.

Jayne Hart joined usin March 2000 as Acting Vice President of Human Resources. She has 15 years of profes-
siond human resources experience in the telecommunications industry. Her responsihilities have included the devel opment
and implementation of staffing strategies, employee relations and recognition and incentive programs.

Michael L eitner joined us as Vice Presdent, Corporate Development in March 2000. Prior to that, Mr. Leitner
was a Senior Director of Corporate Development for Microsoft Corporation. In this capacity, Mr. Leitner managed Micro-
soft's trategic partnerships, corporate investment strategy, acquisitions and aliances across al of Microsoft's business units
and customer channels. Prior to joining Microsoft in 1998, Mr. Leitner was a Vice President in the Technology Mergersand
Acquistions group of Merrill Lynch.

Scott Lyons has served as Vice President, Marine Services since our inception. From 1997 to 1998, Mr. Lyonswas
Vice President of Ledcor's marine division and was responsible for its creation and management. Before thet time, Mr. Lyons
was President of Aztech Enterprises from 1995 to 1997, President and Chief Operating Officer of Hard Suits Inc. from 1994
t0 1995 and from 1990 to 1994 was Chief Operating Officer of Rockwater Limited, a subsidiary of Brown and Root specid-
izing in marine congtruction.

Catherine M cEachern joined usin June 1999 as Generd Counsdl and was gppointed Vice President and Corpo-
rate Secretary in September 1999. She graduated from Osgoode Hall Law School in 1977 and has practiced predominantly in
the tdlecommunications areafor the past ten years. Sheisaformer partner in the law firm of Farris, Vaughan, Willsand Mur-

phy.

William Walls, our Vice President, Finance, has been with us since our inception. Before joining us, Mr. Wallswas
aprincipa in various venture capital activities and has been aDirector or Chief Financia Officer of severd Canadianand U.S.
publicly listed companies, including Polymer Solutions, Inc. a producer of industrid paints, coatings and adhesives, and Inta-
nationa Absorbents Inc., amanufacturer of industria and consumer ebsorbent products.

Vanessa Wittman recently joined us as Vice President, Corporate Development. Prior to that, Ms. Wittman wasa
Senior Director of Corporate Development for Microsoft Corporation, managing itsinternationa partnership, investment and
acquisition efforts. Prior to joining Microsoft, Ms. Wittman was the Chief Financid Officer of Metricom, Inc. She hasaso
served asapartner a Sterling Payot Company, a San Francisco venture capital firm, and was an Associate in Morgan Stan-
ley's Globa Media Corporate Finance Group.

David L ede has served as Chairman of our board since our inception, was Chief Executive Officer from our incep-
tion until January 2000, has served as Chairman and Chief Executive Officer of Ledcor Inc. since 1983. Mr. Lede has been
with Ledcor for 32 years, and, before becoming Chairman and Chief Executive Officer of Ledcor Inc., held various manege-
ment positions such as President, Vice President, Operations Manager and Superintendent. David Lede and Clifford Lede are
brothers.

Clifford Lede has served as Vice Chairman since our inception, has been Vice Chairman and Chief Operating Offi-
cer of Ledoor Inc. since 1983 and has served as President of Ledcor Industries since 1983 and Chief Executive Officer since
August 1999. Mr. Lede has been with Ledcor for 25 years. Clifford Lede and David Lede are brothers.

Kevin Compton joined usasaDirector in April 2000. Mr. Compton has been as a Generd Partner of Kleiner Pa-
kins Caufidd & Byers, aventure capita firm, snce 1990. From May 1985 to December 1990, Mr. Compton wasthe Vice
President and General Manager of the network systemsteam at Businessdand, Inc., acomputer retailer, and at AmeriSource
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Corporation prior to its acquisition by Businesdand. Mr. Compton serves as a Director of Citrix Systems, Inc., Corsair
Communications Inc., VeriSign Inc., Active Software, Inc., ONI Systems Corp. and Rhythms NetConnections Inc. and isalso
adirector of severd privately held companies.

Glenn Creamer joined usasa Director in September 1999. Mr. Creamer isaManaging Director of Providence Eo-
uity Partners Inc. where he has served in that capacity sinceitsinception in 1996. Mr. Creamer isadso a Generd Partner of
Providence Ventures L.P. Mr. Creamer isaDirector of Carrierl Internationa, Celpage, Inc., Epoch NetworksInc.,

Hubco SA. and Wirdess One Network L.P.

John Malonejoined us asaDirector in April 2000. Dr. Maone has been Chairman of Liberty Media Corporation
snce 1990 and was former Chairman, Chief Executive Officer and President of Tele-Communications, Inc. Dr. Maoneisa
Director of Liberty Media Corporation, AT& T Corp., The Bank of New Y ork, At Home Corporation, TCI Satlite Enter-
tainment, Inc., UnitedGlobaCom, Inc., USANI LLC, and Cendant Corporation.

Claude M ongeau joined us as a Director in January 2000. Mr. Mongeau is Senior Vice-President and Chief Finan-
cid Officer of CN. Prior to that gppointment and since 1995, Mr. Mongeau was Vice-President, Strategic and Financid Plan-
ning of CN.

Andrew Rush joined us as a Director in September 1999. Mr. Rush has been aManaging Director of DLIMa-
chant Banking Partners, L.P. since January 1997. From 1992 to 1997 Mr. Rush was an officer of DLJMerchant Banking
Partners, L.P. and its predecessors. Mr. Rush currently serves as amember of the advisory board of Triax Midwest Associ-
aes, L.P. and asamember of the board of directors of Societe dEthanol de Synthese, Nextdl Partners and American Tis-
suelnc.

John Stanton joined us asaDirector in April 2000. Mr. Stanton has been Chief Executive Officer and Chairman of
Western Wireless Corporation and its predecessors since 1992 and of VoiceStream Wireless Corporation since it was formed
in 1994. From 19830 1991, Mr. Stanton served in various capacities with McCaw Cellular Communications, Inc. ("McCaw
Cdlular), sarving as Vice-Chairman from 1988 to September 1991 and as Chief Operating Officer from 1985 to 1988. Mr.
Stanton isaso aDirector of Western Wireless Corporation, V oiceStream Wireless Corporation, Advanced Digita Information
Corporation and Columbia Sportswesar, Inc. Mr. Stanton served as a Director of McCaw Cellular from 1986 to 1994 and asa
Director of LIN Broadcasting Corporation from 1990 to 1994, during which time it was a publicly traded company. In addi-
tion, Mr. Stanton isatrustee of Whitman College, aprivate college.

Gene Sykesjoined us as aDirector in March 2000. Mr. Sykes has been aManaging Director of Goldman, Sachs &
Co. since 1992. Mr. Sykes has been Co-head of the High Technology Group at Goldman, Sachs & Co. since 1997 and is cur-
rently Co-head of Goldman, Sachs & Co.'s, worldwide technology investing activities. Mr. Sykes currently serves as aDirec-
tor of Priceline WebHouse Club.

James Voelker joined usasaDirector in July 1999. Mr. Voeker's career in telecommunications spans over
20 years and includes experience in many different ssgments of the industry in avariety of executive positions. Before joining
us, Mr. Voelker was most recently the President and a Director of NEXTLINK Communications Inc. He has dso been Vice
Charman and Chief Executive Officer of US Signd Inc., a Director of Phoenix Network Inc. and Vice Chairman of ALTS, the
industry Association of Loca Teephone Service providers. Mr. Vodker currently serves as a Director of Comdisco, Inc. and
Epoch Networks, Inc.

Strategic Advisory Committee

Our Strategic Advisory Committee advises us on network technology directions and helps us develop products and
services to meet the requirements of our customers and capitalize on the convergence of telecommunications and high-
bandwidth applications and services.

Thefollowing persons are members of our Strategic Advisory Committee:
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Michedl Dell

Terence Matthews
Rupert Murdoch

Dr. Nathan Myhrvold
Anthony Naughtin
DenisOBrien, J.

Michael Dell has been Chairman and Chief Executive Officer of Dell Computer Corporation since May 1984.

Terence Matthews founded Newbridge Networks Corporation in June 1986 and has served as Chairman and Chief
Executive Officer since thet time.

Rupert Murdoch isthe Chairman and Chief Executive Officer of News Corporation.
Dr. Nathan Myhrvoldisthe former Chief Technology Officer of Microsoft Corporation.

Anthony Naughtin founded InterNAP Network Services Corporation and has served as InterNAP's Chief Execu-
tive Officer snce May 1996.

Denis O'Brien, Jr., has been Chairman of Esat Telecom Group plc sinceits formation in 1996.
Arrangementswith Respect to Directors Nominations

Under the terms of a shareholders agreement among sharehol ders having the power to cast 95% of thetotad votes
that may be cast by al outstanding shares, we agreed to set the maximum number of our board of directors a seventeen mem:
bers and to nominate as directors:

one designee from each of our private equity investors, namely affiliates of Tyco Internationa Ltd., Providence Eo-
uity PartnersInc., DLJ Merchant Banking Partners|l L.P. ("DLJ") and GS Capitd Partnerslll, L.P.
("GSCapitd"), solong as, in each case, each investor continuesto hold a prescribed number of our Subordinate
Voting Shares,

Mr. Maffe together with two of his additiond designees o long as he remains our Chief Executive Officer; and
the balance from designees of asubsidiary of Ledcor Inc.

Under the terms of the shareholders agreement, each shareholder party to that agreement other than DLJ and
GSCapitad aso agreed to vote for the foregoing nominees other than the respective designees of DLJ and GS Capitd in con-
nection with their election to our board of directors.

Item 11. Compensation of Directorsand Officers
The fallowing table sets forth the compensation that was paid by us during the fiscal year ending on December 31,

1999 and 1998, respectively, to our then Chief Executive Officer and the four individuals who were the most highly compe-
sated executive officers during fisca year 1999 (the "Named Executive Officers').

Annual Compensation Long-Term Compensation
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Other Securities
Annual Restricted Underlying
Compen- Stock Options LTIP All Other
Name and Principal Salary Bonus sation Awards Granted Payouts Compen-
Position Year(1) %) (%) (%) (%) #) (%) sation
David Lede(2).............. 1999 — — — — 1600000 — —
Chief Executive 1998 — — — — — — —
Officer
Ron Stevenson............. 1999 157,312 350,000 7,619 — 1600000 — —
President 1998 78,045 59,417 13,722 — — — —
Larry Olsen(3)............. 1999 136,04 350,000 — — 1600000 — —_—
Vice Charman & 1998 78,045 59,417 4,685 — — —
Chief Financid
Officer
Stephen Sow(é)........... 1999 136,04 235,000 — — 1600000 — —
Executive Vice- 1998 78,045 59,417 2,677 — — — —
President
Liond Desmaras......... 1999 133,307 235,000 4422 — 1600000 — —
Senior Vice 1998 70,281 48,193 8,668 — — — —
President
Directorsand
Officers(assaGroup) 1999 1,108,086 1,535,510 36,970 — 11520000 — —
.................................. 1998 413,260 253,655 48,728 — — — —

@
@

We commenced operationson May 31, 1998.
We paid Ledcor Cdn.$200,000 per month under the management services agreement which commenced on May 31,

1998. David Lede, our Chairman, and Clifford Lede, our Vice-Chairman, do not receive remuneration from us for their

savices.
(€)
G

The amountsindicated represent fees paid to acompany wholly owned and controlled by Mr. Olsen.
The anountsindicated represent fees paid to a company wholly owned and controlled by Mr. Stow and his spouse.

The following table sets forth particular information concerning options with respect to shares granted to the
Named Executive Officers during the fiscal year ended December 31, 1999:

Name

(1) Theoptions are exercissblein four equa annua ingtalments commencing on June 30, 1999.
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Titleand Per cent of
Number of Total
Securities OptiongSAR's Unexer cised
Underlying Granted to Options at
OptionSARs  Employeesin  Exerciseor December 31, 1999
Granted Fiscal Year 1999 BasePrice (#) Exercisable/ Expiration
# (%) ($/Share) Unexer cisable(1) Date
. 1,600,000/nil 37 0.625 400,000/1,200,000 January 5, 2009
. 1,600,000/nil 37 0.625 400,000/1,200,000 January 5, 2009
. 1,600,000/nil 37 0.625 400,000/1,200,000 January 5, 2009
. 1,600,000/nil 37 0.625 400,000/1,200,000 January 5, 2009
. 1,600,000/nil 37 0.625 400,000/1,200,000 January 5, 2009



Employment Agreement

Mr. Maffel became our Chief Executive Officer effective January 18, 2000 pursuant to an employment agreement
entered into on December 22, 1999. The employ ment agreement has aterm ending on June 30, 2003, subject to annua exten-
sionsthereafter. Mr. Maffei will receive aninitid sdary of $150,000 per year and is entitled to participate in any executive
bonus plan that we may adopt. If Mr. Maffei dies or becomes disabled during his employment, he will be entitled to receive a
lump sum payment of $10 million. If Mr. Maffei's employment terminates otherwise than for cause, he will be entitled to

receive apayment equd to three times his then base sdary.

Compensation of Directors

The independent directors, other than those designated by our private equity investors, will each receive agrant of
optionsto purchase 25,000 Subordinate VVoting Shares at fair market vaue at the time of their gppointment and an annud

grant of an additiona 10,000 options each year theredfter, dl of which optionswill vest over two years.

Item 12. Optionsto Purchase Securitiesfrom Registrant or Subsidiaries

Thefollowing describes, as of May 31, 2000, our outstanding options granted under our 1998 Long Term Incentive

and Share Award Plan to our executive officers, directors, employees and others:

Number of ExercisePrice
Subordinate Voting Per Subordinate
Shares Voting
Subject to Option Share(1) Expiry Date

Executive Officers (10 personsin total)..........c.cceueeeeee. 11,360,000 $ 0.62¢ January 5, 2009 tc

April 1, 2009

160,000 $ 12t June 17, 2009

336,00 $ 5.0C January 24, 2010

336,00 $ 14.0C April 30,2010

Directors who are not aso executive officers (Six 2290000 $ 0.625 January 5, 2009 tc

PErSONS INTOLA).....vcvveeceeeeeeee st June 16, 2009

Employees (611 personsintotal) ..........ccc.eeeeeeeeerrernne. 16812830 $ 0.62¢ January 5, 2009 tc

June 16, 2009

8150400 $ 12t June 17, 2009 tc

November 30, 2009

5864500 $ 5.0C January 24, 2010 tc

March 17, 2010

3576300 $ 14.0C March 18, 2010 tc

April 30, 2010

Employees of affiliates other than subsidiaries (61 1120000 $ 0.625 January 5, 2009
PErSONSINTOLA).....cvcvveececeeeeee e

2065600 $ 12t June 17, 2009

200000 $ 5.0C January 24, 2009

140000 $ 14.0C April 30,2010

(1) Themarket vaueisnot determinable asthe Subordinate Voting Shares were not publicly traded a the date of grant. We
believe the exercise price representsthe fair vaue of the Subordinate V oting Shares at the date of grant.



Item 13. Interest of Management in Certain Transactions
Transactionswith Ledcor
Description of reorganization and related agreements

Effective May 31, 1998, we entered into a series of agreements with Ledcor to purchase the equipment, fiber optic
strands and some other assets related to the business of Ledcor Industries telecommunications division. As part of the reor-
ganization, we a0 entered into the construction services agreements to complete a construction project for Ledcor. Effective
August 31, 1998, Ledcor transferred to usther 50% interest in 360-USA and, in March 2000, 360-USA became our whally
owned subsidiary.

Thematerid agreements we entered into with Ledcor in connection with the reorganization are asfollows:

Railplow. Effective May 31, 1998, the patent for the railplow which we use in connection with the construction
of some portions of our network on railroad ROW were transferred to asubsidiary of Ledcor that we refer to as™Patent Co.,"
and we were concurrently granted anon-exclusive licensefor its use a our request. Effective December 1, 1998, one of our
subsidiaries acquired 50% of the shares of Patent Co. Ledcor has agreed to cause Patent Co. to grant to us aroyalty-free
worldwide exclusive license for the use and other exploitation of the plow technology. The license will ceaseto be exclusve
six months after achange of contral of us. The shareholders agreement relating to Patent Co. providesthat Ledcor and our
subsidiary have the option to acquire the other party's shares of Patent Co. if the other party becomes insolvent, bankrupt or
subject to achange of contral.

Management services agreement. We currently receive immateriad amounts of management saff, administra-
tive and other support pursuant to a management services agreement with Ledcor. Under this agreement, prior to January 1,
2000 we rembursed L edcor for some of the related costs and paid amonthly fee of Cdn.$200,000. Beginning January 1, 2000,
the Cdn.$200,000 monthly obligation was diminated. This agreement isterminable a any time by either party.

Employee services agreements. We were previoudy a party to two employee services agreements with Ledcor.
Under these agreements, Ledcor provided us with personne for the design, engineering, construction and ingtdlation of the
network, and we reimbursed Ledcor for the direct costs of these personnd. These agreaments have terminated.

Construction Services Agreements. We were previoudy party to construction services agreements with Led-
cor under which we agreed to provide fiber optic network congtruction servicesto Ledcor and fulfill Ledcor's fiber optic net-
work congtruction commitments for some builds. We dso agreed to procure the requisite insurance necessary for these builds
and perform al work in strict compliance with the gppropriate contract and applicable laws. In addition, we agreed to indem+
nify Ledcor for particular losses, liabilities, damages and claimsthat may arise under the agreements. In return, Ledcor paid us
an amount equa to cogtsincurred plus 15% of our total costs. Either party may terminate these agreements at any time. Our
obligations under these agreements were complete by the end of January 1999.

Non-compete agreement. Ledcor has agreed not to compete with usin the business of developing or congtruct-
ing fiber optic communications infrastructure for a period ending on the earlier of May 31, 2008 and six months after achange
of contral of us.

Sale and transfer agreements. We entered into a series of agreements that transferred equipment and other as-
setsof Ledcor Industries tdecommunications divison including aminimum of 12 strands of dark fiber dong Ledcor Indus-
tries project across Canada and the northeast United States.



Purchase of Shares of 360-USA

Effective August 31, 1998, each of Ledcor and Mi-Tech transferred their 50% interest in 360-NI to 360-USA, a
newly incorporated Nevada corporation. In exchange, each of Ledcor and Mi-Tech acquired 50% of the common shares of
360-USA. At the sametime, Ledcor exchanged with 360-USA apromissory note in the amount of $3,915,000 payable by
360-NI to Ledcor for a promissory note of the same face vaue payable by 360-USA to Ledcor. In addition, Mi-Tech ex-
changed with 360-USA a promissory note in the amount of $7,231,230 payable by 360-NI to Mi-Tech for a promissory note
of the same face vaue payable by 360-USA to Mi-Tech.

In a subsequent series of transfers, dso effective August 31, 1998, Ledcor transferred to us their shares of 360-USA
and the $3,915,000 promissory note payable by 360-USA to Ledcor. In exchange, we issued additiona shares and apromis-
sory note of the sameface vaueto Ledcor.

In March 2000, we agreed with Mi-Tech to acquire its remaining 25% interest in 360-USA for 22,285,714 Subordi-
nate VVoting Shares.

Acquisition, construction and construction management of fiber optic network assets

On September 27, 1999, we concluded a transaction with Ledcor whereby we acquired particular fiber optic net-
work assetsin consideration of the issue of 72,000,000 of our Class C Multiple Voting Shares. In addition, we assumed de-
fined rights and obligations under build agreements with athird party, including obligations rdaing to the completion of those
builds and particular support structure, maintenance, license and access and underlying rights obligations.

On August 4, 1999, we reached an agreement with Ledcor whereby Ledcor would congtruct communications shel-
ters on various segments of our network builds for approximately $4.3 million.

On June 25, 1999, we concluded a transaction with Ledcor whereby Ledcor would complete an goproximate 156-
mile portion of the fiber optic build between Portland and Sacramento for approximately $23.7 million.

Effective as of May 1, 1999, we concluded atransaction with Ledcor whereby personnd of Ledcor who werein-
volved in the designing and planning of the 360atlantic cable sations will oversee management and supervision of construc-
tion of thesefacilities for afee of gpproximately $1.7 million.

Canadian Telecommunications Arrangement

On April 17, 2000 we concluded a series of transactionsto transfer our Canadian telecommunication transmisson
facilities and certain related facilities to Urbanlink. The assets were trandferred at fair market vaue which was approximatey
$16 million. The consderation for the transfer was the non-voting participating shares described below. For accounting pur-
posss the transfers were undertaken at carrying vaue which was approximeately $6.4 million. The arrangement dlowed usto
issue voting, as opposed to non-voting, sharesin connection with our initid public offering and alows usto more easly ex-
pand our operations globaly through acquisitions. A subsidiary of Ledcor owns 66 2/3% of the voting non-participating
shares and 49% of the non-voting participating shares of the holding company which wholly owns Urbanlink, and we own 33
1/3% of the voting non-participating shares and 51% of the non-voting participating shares of that company. The share own-
ership of Ledcor, including the contralling interest owned by David and Clifford Lede, directors of 360networks, is de-
scribed under Item 4, Control of Registrant. To acquire its non-voting participating shares, asubsdiary of Ledcor contributed
Subordinate Vating Shares of 360networ ks. Concurrent with the closing of the arrangement we entered into certain non-
exclusve resde arrangements with Urbanlink, under which we will receive bandwidth capacity for resde purposes, aNOC
Operating Agreement pursuant to which Urbanlink will operate the Vancouver NOC and a Shareholders Agreement with the
subsidiary of Ledcor that requires usto purchase the shares of the holding company in the event of achangein the Telecom-
munications Act (Canada) that diminates the requirement that Canadian telecommunications carriers be owned and con-
trolled by Canadians. Although the value of future transactions under these agreements cannot be ascertained now, the agree-
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ments have been negotiated to reflect fair market terms. We will contribute certain tedlecommunications assets under construc-
tion to Urbanlink in the future and asubsidiary of Ledcor will contribute additional Subordinate Voting Shares at vauesto be
determined in the future.

Leases

Ledcor leases our facilitiesin Toronto to us for gpproximately $881,000 per year under agreementsthat expirein
2000.

Background of Ledcor

Ledcor, established in 1947, isamong the largest diversified construction companiesin Canada and has substantia
experience as a congtruction contractor in the United States. Ledcor's core business activities, in addition to the activities of
the tdecommunications division, are pipdine and civil congtruction and diversified contracting, including magor commercia
and industria buildings and industrid and mining projects. Ledcor reported revenues of more than Cdn.$900 million for the
fiscal year ended August 31, 1999 from all activities, with significant contribution from the telecommunications division.

Ledcor began designing, engineering and constructing buried long distance power generation and fiber optic telecom-
munications systems more than ten years ago and has ingtalled fiber optic cable networks on a contract basis for numerous
telecommunications companies, including Bell Canada, MTS NetcomInc., AT& T, AT& T Canada, Alaska Fiber Star, fONO-
ROLA Inc., Mi-Link Communications, LL.C, Champlain Telephone Company and World Net Communications Inc.

In 1996, Ledcor ingaled itsfirst fiber optic cable as a devel oper between the cities of Edmonton and Calgary, Al-
berta. Ledcor sold fiber strands of this cable, on a"condominium™ basis prior to construction, to fONOROLA, Sprint Canada
and AT& T Canada. After the successful completion of this project, Ledcor began, as adeveoper, the first trans-Canadian
fiber optic cable network.

The foundation of Ledcor's success and growth over the last 52 years has been built on the strength of its dedicated
people, ahility to control costs and its conservative but entrepreneuria approach to business. Ledcor believesit has main-
tained an excellent reputation for the quality of its products and servicesin its markets and enjoys substantia repeat business
from maor customers.

Transactionswith Canadian National

In March 2000, we acquired the minority interest of each of 360-CN and IC LLC, asaresult of which weissued to
CN 14,920,866 Subordinate Voting Shares (to be reduced to 11,428,571 shares based on our initid public offering price of
$14.00 per share). In addition, Claude Mongeaw, a Senior Vice-President and the Chief Financia Officer of CN, isone of our
directors.

Purchase of Shares by Chief Executive Officer

On December 22, 1999, Gregory Maffei purchased 52,160,000 of our Subordinated Voting Shares and 9,840,000 of
our Multiple Voting Shares for $77.5 million, representing approximately 8% of our tota equity diluted on afully diluted
bads To facilitate the sale, we advanced an amount equal to the purchase price to Mr. Maffel under alimited recourse note
meaturing on December 22, 2005. The note will mature, in whole or in part, as aresult of the sdle of our sharesby Mr. Maffel
or Mr. Maffei's ceasing to be employed by us.

We have the right to repurchase certain of Mr. Maffel's shares at the origina purchase price plusthe pro rata
amount of interest accrued on the note in the event Mr. Maffei's employment with usis terminated before June 30, 2003. In
addition, Mr. Maffel hasthe right to require the repurchase of some or dl of his shares by usor, a our option, Worldwide
Fiber Holdings Ltd.
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Irrevocable Rightsto Buy

Larry Olsen, our Vice Chairman and Chief Financid Officer, and Madison Square Inc. (a corporation owned by the
Stephen Stow (1995) Family Trusgt, of which Stephen Stow, our Managing Director, Asia, is one of the bendficiaries),
(“Madison Square’), each presently hasthe irrevocable right to acquire from Worldwide Fiber Holdings Ltd. and Ledcor Lim-
ited Partnership up to 5% of our shares owned by each of them and to participate pro ratain sales of shares made by those
entities. Mr. Olsen and Madison Square have exercised their rights to participate in certain private equity sales made by Led-
cor in thefirgt half of 2000.



PART Il

Iten 14. (NOT APPLICABLE)

PART Il

Item 15. (NOT APPLICABLE)

Item 16. Changesin Securities, Changesin Security for Registered Securities and Use of Proceeds

A two-for-one stock split became effective on April 14, 2000 resulting in one additiond share being issued to share-
holdersfor each share held by shareholders of record on April 14, 2000. We aso had an eight-for-one stock split effective
November 24, 1999 resulting in seven additiona Class A Non-Voting Shares being issued to shareholders for each Class A
Non-Vating Share held by shareholders of record on November 24, 1999.

In April 2000, in connection with our initid public offering, we continued the corporation under the laws of Nova
Scotia, Canada and filed anew Memorandum of Association and Articles of Association in connection with the continuation.
Our share capital was reorganized so that it consigts of the following classes of shares:
Subordinate Voting Shares,
Multiple Voting Shares, and
Preferred Shares, issuablein series.
We are authorized to issue 500 hillion shares of each of the foregoing classes.
Our Subordinate Voting Shares and Multiple Voting Shares are identica except that:
each Subordinate Voting Share entitles the holder to one vote and each Multiple Voting Share entitlesthe
holder to ten votes, and
each Multiple Voting Shareis convertible a the option of the holder into one Subordinate Voting Share.
The following share conversions and steps to reorganize our capita occurred, resulting in the share capital structure
described above:
the holders of our existing Class B Subordinate V oting Shares caused usto convert ther sharesinto Class A
Non-Voting Shares and dl authorized but unissued Class B Subordinate V oting Shares were canceled,;

the Series A Non-Voting Preferred Shares were converted into Class A Non-Voting Shares, and dl of the
authorized but unissued Series A Non-Vating Preferred Shares, Series B Subordinate Voting Preferred Shares
and Series C Redeeméble Preferred Shares were cancdled,;

our exiging Class A Non-Vating Shares were redesignated as Subordinate Voting Shares and their share condi-
tions were amended to provide the holders with one vote per share and otherwise attach those rights and &-
tributes of our Subordinate V oting Shares,

our exiging Class C Multiple Voting Shares were redesignated as Multiple Voting Shares and their share condi-
tions were amended to provide the holders with ten votes per share; and

aclass consisting of 500,000,000,000 Preferred Shares, issuable in series, was authorized and created.
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On April 26, 2000, we and a selling shareholder completed the initial public offering of an aggregate of
46,275,000 of our Subordinate Voting Shares pursuant to a registration statement on Form F-1 (File 333-95621)
filed by us and declared effective by the Commission on April 19, 2000. The underwriters exercised their over-
allotment option to purchase from us an additional 6,941,250 shares, which sale was completed on May 10, 2000.
All of the Subordinate Voting Shares were sold. The aggregate purchase price of the 51,566,250 Subordinate
Voting Shares offered and sold by us was $722 million. The aggregate purchase price of the 1,650,000 Subordi-
nate Voting Shares offered and sold by the selling shareholder was $23 million. None of the proceeds from the
sale by the selling shareholder were received by us. The net proceeds to us (after deducting estimated offering
expenses) from the sale of the Subordinate Voting Shares offered by us were $679 million. The co-lead under-
writers for our initial public offering were Goldman, Sachs & Co. and Donaldson, Lufkin & Jenrette Securities
Corporation. The expenses incurred in connection with the issuance and distribution of the Subordinate Voting
Shares from and subsequent to the effective date of the registration statement do not relate to the reporting period
of this annual report.

All of the net offering proceeds to us have been temporarily invested in high-quality investments.

PART IV

Item 17. Financial Statements

We have elected to provide financial statements pursuant to Item 18.

Item 18. Financial Statements

The consolidated financial statements of 360networks inc, together with the report thereon of Pricewa-
terhouseCoopers LLP dated February 25, 2000, except for note 15 which is as of March 20, 2000, appearing on
pages F-2 to F-27 in Amendment No.2 to our Registration Statement on Form F-1 (No. 333-95621), filed with
the Commission on April 18, 2000, are incorporated by reference in this annual report. The consolidated finan-
cial statements of Worldwide Fiber (USA), Inc., together with the report thereon of PricewaterhouseCoopers LLP
dated March 12, 1999 appearing on pages F-28 to F-36 in Amendment No. 2 to our Registration Statement on
Form F-1 (No. 333-95621), filed with the Commission on April 18, 2000, are incorporated by reference in this
annual report. The consolidated financial statements of our predecessor division, the telecommunications divi-
sion of Ledcor Industries Limited, together with the report thereon of Deloitte & Touche LLP dated November
30, 1998, appearing on page F-37 to F-47 in Amendment No.2 to our Registration Statement on Form F-1 (No.
333-95621), filed with the Commission on April 18, 2000, are incorporated by reference in this annual report.
(See attached)

All financial statements herein are stated in accordance with generally accepted accounting principles in
the United States (“U.S. GAAP”). The consolidated financial statements of 360networks inc. and of our prede-
cessor division referred to above, both presented in accordance with Canadian generally accepted accounting
principles (“Canadian GAAP”), together can be found at: www.sedar.com (the “SEDAR website”), and a discus-
sion of the material differences between the presentation of such financial statements in accordance with U.S.
GAAP and their presentation in accordance with Canadian GAAP can be found at the SEDAR website in the
supplemented long form PREP prospectus of 360networks inc. filed April 24, 2000 at page C-1 (under the head-
ing “Financial Presentation”).
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Iten 19. Financial Statements and Exhibits

(@ Fnancid Statements

360networksinc. Audited Financial Statementsfor the Period Ended December
31,1998 and Year Ended December 31, 1999

Auditors Report

Consolidated Balance Sheets

Consolidated Income Statements

Consolidated Statements of Changesin Shareholders Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

Worldwide Fiber (USA), Inc. Audited Financial Statementsfor the Period Ended
December 31, 1998

Report of Independent Accountants

Consolidated Income Statement

Consolidated Statement of Changesin Shareholders Equity
Consolidated Statement of Cash Flows

Notes to Consolidated Financid Statements

Ledcor Industries Limited—Teecommunications Divison

Auditors Report

Divisond Bdance Shegt

Divisona Statements of Operations and Retained Earnings
Divisona Statements of Cash Flows

Notesto the Divisional Financid Statements

(b) Exhibitsfiled with this submission

231
232
9.1

Consent of PricewaterhouseCoopers LLP, Independent Auditors

Consent of Deloitte & Touche LLP, Independent Auditors

Financia statements of 360networks inc., Worldwide Fiber (USA), Inc. and Ledcor
Industries Limited—Teecommunications Division (incorporated herein by reference
to Amendment No. 2 to the Form 1 Registration Statement (No. 333-95621) of the
registrant filed with the Commission on April 18, 2000)



SGNATURES

Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the registrant certifiesthat it
meetsdl of the requirements for filing on Form 20-F and has duly caused this annua report to be signed on its behdf by the
undersigned, thereunto duly authorized.

360NETWORKSINC.
I GREGORY MAFFEI

Gregory Méffe
President and Chief Executive Officer

Date: June 19, 2000
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EXHIBIT 231
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referencein this Annual Report on Form 20-F of our report dated February 25,
2000, except asto the subsequent events described in note 15 which are as of March 20, 2000 relating to the consolidated
financia statements of 360networks inc., which appear in Amendment No. 2 to 360networks inc.'s Regigtration Sate-
ment on Form F1 (No. 333-95621), filed with the Commission on April 18, 2000 and listed in the accompanying index.

We a0 hereby consent to the incorporation by referencein this Annual Report on Form 20-F of our report dated March 12,
1999 reating to the consolidated income statement and statements of changesin shareholders equity and of cash flows of
Worldwide Fiber (USA), Inc., which appearsin Amendment No. 2 to 360networks inc.'s Regidration Statement on Form F-
1 (No. 333-95621), filed with the Commission on April 18, 2000 and listed in the accompanying index.

/9 PricewaterhouseCoopers LLP
Vancouver, Canada
April 19, 2000



EXHIBIT 232

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referencein this Annua Report on Form 20-F of our report dated November 30,
1998, related to the divisiona baance sheet of Ledcor Industries Limited—T e ecommunications Divison asa May 31, 1998
and the divisiond statements of operations and retained earnings and cash flows for the nine months ended May 31, 1998 and
the year ended August 31, 1997, which gppear in Amendment No. 2 to 360networks inc.'s Registration Statement on Form
F1 (No. 333-95621), filed with the Commission on April 18, 2000 and listed in the accompanying index.

/9 DELOITTE & TOUCHE LLP
Edmonton, Canada
April 19, 2000



SELECTED FINANCIAL DATA

The selected financial data presented below for the year ended March 31, 1996, the five
months ended August 31, 1996, the year ended August 31, 1997 and the nine months ended
May 31, 1998 of our predecessor, the telecommunications division of Ledcor Industries, are derived
from the audited financial statements of the predecessor division, which have been audited by
Deloitte & Touche LLP, independent auditors.

Our selected historical financial data presented for the period from February 5, 1998 to
December 31, 1998 and year ended December 31, 1999 are derived from our audited consolidated
financial statements, which have been audited by PricewaterhouseCoopers LLP, independent
auditors.

The unaudited pro forma financial data as at and for the year ended December 31, 1999 are
derived from our audited consolidated financial statements for the year ended December 31, 1999
and the audited consolidated financial statements of GlobeNet for the year ended December 31,
1999, audited by PricewaterhouseCoopers LLP, independent auditors, included elsewhere in this
prospectus. The unaudited pro forma income statement for the year ended December 31, 1999
gives effect to the following transactions as if they occurred on January 1, 1999:

* our acquisition of all outstanding stock of GlobeNet;

* the interest expense on $787 million of senior notes that we currently intend to issue in the
concurrent debt offerings;

* the interest expense on the $500 million of senior notes issued in July 1999; and

» the amortization of goodwill arising from the acquisition of the minority equity interests in
certain of our subsidiaries.

The unaudited pro forma as adjusted balance sheet data at December 31, 1999 gives effect to
the following transactions as if they occurred on December 31, 1999:

* the issuance of 44,625,000 Subordinate Voting Shares for net proceeds to us of
approximately $587 million;

 our acquisition of all outstanding stock of GlobeNet for approximately $665 million of our
Subordinate Voting Shares;

* the issuance of $787 million of senior notes that we currently intend to issue in the
concurrent debt offerings;

* the acquisition of the minority equity interests in certain of our subsidiaries and the related
issuance of Series A Non-Voting Preferred Shares;

* the conversion or exchange of our redeemable convertible preferred shares into Subordinate
Voting Shares and our share capital reorganization;

* the completion of the $565 million 360atlantic credit facility, of which $175 million has been
drawn; and

 the Canadian telecommunications arrangement.

Our consolidated financial statements, the divisional financial statements of the predecessor
division and the consolidated financial statements of GlobeNet have been prepared in accordance
with U.S. GAAP. The results of operations for the predecessor division are not comparable to our
results of operations after the telecommunications division of Ledcor was reorganized.
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EBITDA presented in the following table consists of net income (loss) before interest expense,
net of interest income, provision for income taxes, depreciation, stock-based compensation,
amortization of goodwill and income attributable to minority interest. EBITDA is presented because
we believe that it is a useful indicator of our ability to meet debt service and capital expenditure
requirements. It is not intended as an alternative measure of operating results or cash flow from
operations (as determined in accordance with generally acceptable accounting principles). EBITDA
is not necessarily comparable to similarly titled measures for other companies and does not
necessarily represent amounts of funds available for management’s discretionary use.

For purposes of calculating the ratio of earnings to fixed charges, earnings consists of earnings
(loss) before equity income, provision for income taxes, income attributable to minority interest and
fixed charges. Fixed charges consists of interest expensed and capitalized, the portion of rental
expense which we believe to be representative of interest (assumed to be one-third of rental
expense) and pre-tax earnings required to cover the accretion on the redeemable convertible
preferred shares. Pro forma loss for the year ended December 31, 1999 would have been
insufficient to cover fixed charges by approximately $152 million.

Capital expenditures represent actual cash expenditures incurred during the period and do not
include acquisitions of assets for non-cash consideration. Route miles represent the number of
miles spanned by fiber optic cable owned by us or in respect of which we have acquired capacity
pursuant to swaps, leases, IRUs or other contractual rights at the end of the period, calculated
without including physically overlapping segments of cable.

The following table presents selected consolidated financial data derived from our consolidated
financial statements. You should read the following information along with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and the financial
statements and the related notes included elsewhere in this prospectus.
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SELECTED FINANCIAL DATA

(Dollars in thousands except per share amounts)

360networks inc

February 5, Year Pro Forma
1998 to Ended Year Ended
December 31, December 31, December 31,
1998 1999 1999
(unaudited)
Income Statement Data:
Revenue ... ... ... ... . . ... $ 164,319 $ 359,746 $ 386,094
Operating expenses:
CoStS . . . o 147,621 250,612 261,601
General and administrative .. .................. 2,274 21,846 40,850
Stock-based compensation . . ....... ... ... — 7,116 11,323
Depreciation . . . ........ .. . . ... 464 2,998 4,852
Amortization of goodwill . ... ... ... .. ... . ... ... — — 36,456
Total operating expenses . . . .............. ... 150,359 282,572 355,082
Operatingincome . . . ... .. .. i 13,960 77,174 31,012
Interest expense, net . . . ... ... . 225 15,786 166,296
Income (loss) before income taxes, minority interest and
equity accounted for investment. . . .. ... ... .. ... 13,735 61,388 (135,284)
Provision for income taxes . ... .......... ... . .... 5,643 30,314 (33,805)
8,092 31,074 (101,479)
Income attributable to minority interest and equity
accounted forinvestment ... ........ ... ... ..., 928 (7,434) (773)
Netincome (loss) . . ... ... ... . . .. ... $ 9,020 $ 23,640 $ (102,252)
Basic and fully diluted earnings (loss) per share ... .. .. $ 0.43 $ (0.03)(1) $ (0.18)
Shares used to calculate basic and fully diluted earnings
(loss)ypershare . . ...... ... ... .. . . ... . ... 20,964,178 327,313,808 612,879,832
Other Financial Data (unaudited):
EBITDA . . . . $ 15,352 $ 87,288
Capital expenditures . . .. ...................... 1,065 300,116
Ratio of earnings to fixed charges . . .. ............. 26.8x 1.7x
Statement of Cash Flows Data:
Operating activities . . . ........... ... ... ... .. .. $  (13,059) $ (97,077)
Investing activities . . . .. ... . ... 1,177 (321,283)
Financing activities . ... ......... ... .. .. ... . ... 168,350 785,719
Operating Data:
Routemiles . . ... ... ... . . . . . . ... 2,735 12,217
December 31, 1998 December 31, 1999
Pro forma
Actual Actual As Adjusted
(unaudited)
Balance Sheet Data:
Cash and cash equivalents . . . ..................... $156,366 $ 521,362 $1,856,476
Property and equipment—net . ..................... 4,014 77,009 119,713
Assets under construction . . . ... ... .. L 11,461 300,403 398,465
Total @assets. . . . ... ... . e 236,260 1,310,989 4,258,765
Totaldebt . . .. .. .. . 175,000 675,000 2,018,410
Redeemable convertible preferred shares . . ............ — 349,827 —
Shareholders’ equity . . . .. ... ... .. . 18,261 29,861 2,104,179

(1) To compute basic and fully diluted loss per share, net income of $23,640,000 is reduced by a stock
dividend of $5,000,000, accretion on preferred shares of $6,465,000 and an amount of $22,070,000 which
represents the fair value of the Series A Non-Voting Preferred Shares issued to the existing shareholders
for no consideration as a result of anti-dilution provisions in the original subscription agreement, resulting
in a net loss to holders of Subordinate Voting Shares and Multiple Voting Shares of $9,895,000.
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Income Statement Data:

Revenue . .......... ... . . ... ... ...

Operating expenses:

Costs . ... ..
General and administrative . .........
Depreciation ....................
Amortization of goodwill .. ..........

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

Operatingincome . .................
Interest expense, net . . ..............
Equityincome . .. ...... ... ... ... ...
Earnings before income taxes .........

Income tax expense. . . ..............
Income attributable to minority interest . . . .
Net income (loss) ..................

Other Financial Data (unaudited):

EBITDA. . ...
Capital expenditures .. ..............
Ratio of earnings to fixed charges. . ... ..

Statement of Cash Flows Data:

Operating activities . ................
Investing activities . ... ..............
Financing activities . ................

Operating Data:

Routemiles. ... ........ ... .. .......

Balance Sheet Data:

Cash and cash equivalents . ..........
Fixed assets, net . . .................
Totalassets . . ......... ... .. ... ....
Totaldebt .. ....... ... ... .. ... ....
Redeemable convertible preferred shares . .
Shareholders’ equity .. ..............

Predecessor Division

Year Ended Five Months Year Ended Nine Months
March 31, Ended August 31, August 31, Ended
1996 1996 1997 May 31, 1998
$ 3,824 $ 7,373 $58,008 $54,634
3,440 5,739 48,474 44 919
57 91 863 710
24 15 112 317
3,521 5,845 49,449 45,946
303 1,528 8,559 8,688
— 15 600 86
303 1,513 7,959 8,602
139 686 3,620 3,909
$ 164 $ 827 $ 4,339 $ 4,693
$ 327 $ 1,543 $ 8,671 $ 9,005
72 181 1,119 6,828
24.3x 45.5x 10.3x 17.7x
$ 666 $(3,078) $(3,921)  $(2,502)
(72) (181) (1,119) (6,828)
(595) 3,259 5,040 9,330
_ — 1,090 1,430
$ — $ — $ — $ —
_ 464 1,471 7,982
— 6,476 32,268 39,549
— 2,067 6,774 10,933
— 1,473 5,825 8,870
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AUDITORS’ REPORT

To the Directors and Shareholders of
360networks inc. (formerly Worldwide Fiber Inc.)

We have audited the consolidated balance sheets of 360networks inc. (formerly Worldwide
Fiber Inc.) as at December 31, 1999 and 1998 and the consolidated income statements and
statements of changes in shareholders’ equity and cash flows for the year ended December 31,
1999 and for the period from February 5, 1998 (date of incorporation) to December 31, 1998. These
financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards in the
United States. Those standards require that we plan and perform an audit to obtain reasonable
assurance whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects,
the financial position of the Company as at December 31, 1999 and 1998 and the results of its
operations and its cash flows for the year ended December 31, 1999 and for the period from
February 5, 1998 (date of incorporation) to December 31, 1998 in accordance with generally
accepted accounting principles in the United States.

On February 25, 2000 except for Note 16 which is as of March 20, 2000, we reported
separately to the Directors of 360networks inc. on consolidated financial statements for the year
ended December 31, 1999 and for the period from February 5, 1998 (date of incorporation) to
December 31, 1998 prepared in accordance with generally accepted accounting principles in
Canada.

“PricewaterhouseCoopers LLP”

Vancouver, Canada
February 25, 2000 except for Note 15 which is
as of March 20, 2000
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360networks inc.
(formerly Worldwide Fiber Inc.)

Consolidated Balance Sheets
As at December 31, 1999 and 1998

(tabular amounts expressed in thousands of U.S. dollars)

Assets

Current assets

Cash and cash equivalents . . . . . . . ... . .
Short term investments . . . . ..
Accounts receivable (note 4) . . . . . . ..
Unbilled revenue (Note 4) . . . . . . . .
Inventory (note 4) . . . . . . .
Due from parent-net (note 6) . . . . . . . . . L
Deferred tax asset (note 11) . . . . . . . .

Property and equipment—net (note 4) . . . . . .. ..
Assets under construction . . . ... ... ...
Deferred tax asset (note 11) . . . . . . .. . ..
Deferred financing costs—net . . . . . ... ... ... ... ...

Liabilities

Current liabilities

Accounts payable and accrued liabilities (notes4and 6) . . ... ....................
Deferred revenue . . . . . . . .
Income taxes payable . . . . ... ...

Deferred tax liability (note 11) . . . . . . . . . ... .
Senior notes (NOtE 7) . . . . . . . . .

Minority interest . . . . . . ...

Redeemable Convertible Preferred Stock
Authorized:

100,000,000,000 Series A Non-Voting Redeemable Convertible Preferred Shares

100,000,000,000 Series B Subordinate Voting Redeemable Convertible Preferred Shares

45,000,000 Series C Redeemable Preferred Shares, no par value

Issued and outstanding:

150,951,312 (1998—nil) Series A Non-Voting Redeemable Convertible Preferred Shares
(including accretion of discount from redemption value of $6,465,000 and net of issuance
costs of $1,638,000) (Note 8) . . . . . . . . . .

Shareholders’ Equity
Capital stock (note 9)
Authorized:

Unlimited number of Class A Non-Voting, Class B Subordinate Voting and Class C Multiple
Voting Shares, no par value

Issued and outstanding:

353,426,400 (1998—nil) Class A Non-Voting Shares . . . ... ...................
82,629,600 (1998—80,004,800) Class B Subordinate Voting Shares . .. ... .........
81,840,000 (1998—nil) Class C Multiple Voting Shares . . . . . . ..................
Other capital accounts . . . . . . . . . .. . ..
(Deficit) retained earnings . . . . . . . ...

Commitments (note 14)
Subsequent events (note 15)

1999 1998
$ 521,362 $ 156,366
21,167 —
35,351 3,272
115,661 10,582
196,959 29,230
— 13,412

8,838 —
899,338 212,862
77,009 4,014
300,403 11,461
12,040 1,273
22,199 6,650
$1,310,989 $ 236,260
$ 191,178 $ 20,296
18,831 13,651
34,343 7,609
244,352 41,556
3,073 —
675,000 175,000
922,425 216,556
8,876 1,443
349,827 —
236,436 —
10,455 7,400
45,232 —
(221,387) 1,841
(40,875) 9,020
29,861 18,261
$1,310,989 $ 236,260

The accompanying notes are an integral part of these consolidated financial statements.



360networks inc.
(formerly Worldwide Fiber Inc.)

Consolidated Income Statements

For the year ended December 31, 1999 and period from
February 5, 1998 (date of incorporation) to December 31, 1998.
The Company’s operations commenced on June 1, 1998

(tabular amounts expressed in thousands of U.S. Dollars except per share amounts)

1999 1998
Revenue . . .. ... .. . $ 359,746 $ 164,319
Costs . . ... 250,612 147,621
Gross profit . . ... ... .. 109,134 16,698
Expenses
Selling, general and administrative . . . ..................... 21,846 2,274
Stock-based compensation .. ........ ... .. .. L 7,116 —
Depreciation . . . . .. .. ... . 2,998 464
31,960 2,738
77,174 13,960
Interest expense . . . . ... ... 33,908 492
Interest income . . . . . ... ... 18,122 267
Income before equity income, income taxes and minority interest 61,388 13,735
Equity income (note 5) . ... ... .. ... .. ... — 928
Income before income taxes and minority interest . ... ........ 61,388 14,663
Provision for income taxes (note 11) ... ...................
Current . . . 40,338 5,643
Deferred . . . ... (10,024) —
30,314 5,643
31,074 9,020
Minority interest . . . . . ... ... .. ... 7,434 —
Net income for the period . . . .. ........ ... .. ... .. ... ... ... $ 23,640 $ 9,020
Basic and fully diluted (loss) earnings per share (note 2) . . ... .. $ (0.03) $ 0.43
Weighted average number of shares used to compute basic and
fully diluted (loss) earnings per share . ... ................ 327,313,808 20,964,178

The accompanying notes are an integral part of these consolidated financial statements.
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360networks inc.

(formerly Worldwide Fiber Inc.)

Consolidated Statements of Changes in Shareholders’ Equity

For the year ended December 31, 1999 and

period from February 5, 1998 (date of incorporation) to December 31, 1998

Balance, February 5, 1998
Incorporation shares issued, February
5, 1998
Issuance of shares for certain Ledcor
assets with deferred tax asset
(note 5)
Issuance of shares for investments
(note 5)
Excess of proceeds over cost on fiber
optic strands to be reacquired from
parent company (note 1)
Comprehensive income
Net earnings for the period
Accumulated other comprehensive
income-foreign currency translation
Total comprehensive income

Balance, December 31, 1998
Issuance of shares for certain Ledcor
assets with deferred tax asset
(note 1)
Repurchase of Class B Subordinate
Voting Shares in exchange for Class
B Subordinate Voting Shares and
Series C Redeemable Preferred
Shares(note 9)
Issuance of shares for cash (note 9) . .
Redemption of Series C Redeemable
Preferred Shares and stock dividend
(note 9)
Issuance of shares for certain Ledcor
assets with deferred tax asset
(note 1)
Issuance of shares (note 9)
Conversion of Class B Subordinate
Voting Shares to Class A Non-Voting
Shares (note 9)
Accretion of Preferred Stock to
redemption value
Purchase price adjustment to Preferred
Shares
Employee option grants
Amortization of deferred compensation
expense
Comprehensive income
Net income for the period
Accumulated other comprehensive
income-foreign currency translation
Total comprehensive income

Balance, December 31, 1999

(tabular amounts expressed in thousands of U.S. dollars)

Class B Subordinate Voting

Other Capital Accounts

Class C

Shares (formerly Class A ip
Voting Shares

Class A Non-Voting Shares common shares)

Accumulated

Additional other (Deficit) Total
Number of Number of Number of Note paid in Deferred p i tained shar
shares Amount shares Amount shares Amount receivable capital compensation income earnings equity

-5 — -5 — -$ —$ —$ —% — $ — & —8% —
1,600 — _
3,200 7,400 1,088 8,488
80,000,000 — —
1,154 1,154

9,020

(401)

8,619
— — 80,004,800 7,400 — — — 2,242 — (401) 9,020 18,261
319,995,200 25,019 25,019
(400,000,000) (32,419) (32,419)
381,496,000 32,419 32,419
2,400,000 5,832 (2,832) 3,000
(45,000) (45,000)
72,000,000 5,872 (2,242) 3,630
52,160,000 208,640 9,840,000 39,360 (77,500) (170,500) —
301,266,400 27,796 (301,266,400) (27,796) —
(6,465)  (6,465)
22,070 (22,070) —
22,337 (22,337) —
7,116 7,116

23,640

660

24,300
353,426,400 $236,436 82,629,600 $ 10,455 81,840,000 $45,232 $(77,500)$ 44,407 $(188,553) $259  $(40,875) $ 29,861

The accompanying notes are an integral part of these consolidated financial statements.
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360networks inc.
(formerly Worldwide Fiber Inc.)

Consolidated Statements of Cash Flows

For the year ended December 31, 1999 and period from February 5, 1998

(date of incorporation) to December 31, 1998
(tabular amounts expressed in thousands of U.S. dollars)

Cash flows used in operating activities
Net income for the year

Stock-based compensation
Changes in operating working capital items
Accounts receivable

Income taxes payable

Cash flows (used in) from investing activities

Additions to assets under construction. . . .. ... ... . . o o
Additions to property and equipment . . . ... ..

Purchase of short-term investments

Cash flows from financing activities
Proceeds from issuance of capital stock

Effect of exchange rate changesoncash............. .. .. .. .. ......
Net increase in cash and cash equivalents . . . . ......................

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period ... .......................

Adjustments to reconcile net income to net cash used for operating activities
Depreciation . . . . ...
Amortization of deferred financing costs .. .......... ... ... ... ... ..
Equity income . . . ...

Unbilled revenue . . . . . ... . . e
INVENtOrY . .
Due from parent . . ... ... . .
Accounts payable and accrued liabilities . . . .. .......... ... ... . ...
Deferred revenue . ... ... .. e
Advances to WFI USA . . . . ... . .
Deferred income taxes . . . . . .. o e

Cash acquired on acquisition of WFI USA . . ....... ... ... ... .......

Proceeds from issuance of notes. . . . . ...... .. .. .. ..
Deferred financing CoSts . . . . ... ...
Redemption of Series C Redeemable Preferred Shares

1999 1998
$ 23640 $ 9,020
2,998 464
1,732 —
— (928)
7,116 —
(31,887) (196)
(103,597) (992)
(164,713)  (5,517)
13,841  (16,230)
151,420 2,904
(14,008) 13,708
26,405 6,491
—  (21,783)
(10,024) —
(97,077)  (13,059)
(283,598) —
(16,518)  (1,065)
(21,167) —
— 2242
(321,283) 1,177
348,000 —
500,000 175,000
(17,281)  (6,650)
(45,000) —
785,719 168,350
(2,363) (102)
364,996 156,366
156,366 —

$ 521,362 $156,366

The accompanying notes are an integral part of these consolidated financial statements.



360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

1. The Company

360networks inc. (formerly Worldwide Fiber Inc.) (the “Company’’) was incorporated on

February 5, 1998 and is indirectly a subsidiary of Ledcor Inc. On May 31, 1998 the Company began
its operations after certain assets of the Telecommunications Division (“Division’’) of Ledcor
Industries Limited (‘“Ledcor”), a Ledcor Inc. subsidiary were transferred to the Company. Prior to
May 31, 1998, the operations were carried out by the Division.

The Company’s operations consist of designing, engineering, constructing and installing

terrestrial and marine fiber optic systems for sale or lease to third parties or for its own use. For the
period ended December 31, 1998, the Company’s revenues related primarily to the Construction
Services Agreements with Ledcor (see note 1(b)). For the year ended December 31, 1999, the
Company’s revenue is derived primarily from the construction of fibre optic network assets for
telecommunications companies in North America.

Transactions with Ledcor and its affiliates

a) On May 31, 1998, the Company entered into undertaking agreements whereby certain
fiber optic network assets, located in Canada and the U.S. would be transferred to the
Company by Ledcor in exchange for 319,995,200 Class A Non-Voting Shares. The Company
constructed these assets for Ledcor under the Construction Services Agreements noted below.
Construction of the assets was substantially complete at December 31, 1998 and the Company
completed the exchange on March 31, 1999. This transaction was accounted for using the
carrying values reported in the accounts of Ledcor as a transaction between a parent and a
wholly owned subsidiary and accordingly, the fixed assets acquired by the Company are
recorded at the carrying amount of the assets in the accounts of Ledcor. The cost of property
and equipment acquired at March 31, 1999 amounted to $21,883,000. As a result of the
transaction, the Company also received a deferred tax benefit of $3,136,000 which is reflected
as a deferred tax asset.

On May 28, 1999, the Company entered into an agreement with affiliates of Ledcor,
whereby the Company would acquire certain fiber optic network assets. Closing occurred on
September 27, 1999. As consideration, the Company issued 72,000,000 Class C Multiple Voting
Shares to affiliates of Ledcor. In addition, the Company assumed certain rights and obligations
under build agreements with a third party including obligations relating to the completion of
those builds and certain support structure, maintenance, license and access, and underlying
rights obligations. The cost of the property and equipment acquired amounted to $25,289,000,
the cost of the assets in the accounts of Ledcor. The Company also received a deferred tax
benefit of $3,341,000, as a result of a higher tax cost versus accounting cost of fixed assets.
The Company also recorded deferred revenue of $25,000,000 relating to a build commitment
assumed from Ledcor.

b) Construction Services Agreements entered into May 31, 1998, to provide construction
services to Ledcor to complete various projects including completion of the fiber optic network
assets to be transferred to the Company. As the Company is required to obtain the fiber optic
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

network assets from Ledcor, the revenues and costs associated with this portion of the
agreement have not been reflected in the income statement for the period ended

December 31, 1998. The costs to construct the network were reflected on completion of
construction and the issuance of the shares. As at December 31, 1998, the Company had
billed Ledcor $18,138,000 for the services related to construction of the fiber optic network
assets which exceeds their costs by $2,099,000. This excess, net of income taxes of $945,000,
had been excluded from the consolidated income statement and had been reported as
additional paid in capital.

c) A Management Services Agreement was entered into May 31, 1998 whereby Ledcor
provides the Company with management staff, administrative and other support services. The
Company reimburses Ledcor for direct costs and pays Cdn. $200,000 per month for the
Company’s share of corporate overheads.

d) Employee Services Agreements were entered into May 31, 1998 whereby the Company
obtains the services of certain employees from Ledcor on a cost reimbursement basis.

e) The Company has entered into an agreement with Ledcor, whereby personnel of Ledcor
who were involved in the designing and planning of the transatlantic 360at/antic cable stations
will oversee management and supervision of construction of these facilities for a fee to Ledcor
of approximately $1,700,000.

2. Summary of significant accounting policies
Basis of presentation

These consolidated financial statements have been prepared in accordance with generally
accepted accounting principles in the United States and include the accounts of the Company, its
wholly owned subsidiaries and its 75% interests in Worldwide Fiber (USA), Inc. (“WFI USA”),
WFI-CN Fiber Inc. and Worldwide Fiber IC LLC. All significant intercompany transactions and
balances have been eliminated on consolidation. For investments where the Company exercises
significant influence, the investment is accounted for using the equity method.

On December 31, 1998, the Company increased its interest in WFI USA from 50% to 75%
(note 5). The 1998 consolidated income statement and statement of cash flows accounted for the
Company’s initial 50% interest in WFI USA using the equity method for the period May 31, 1998 to
December 31, 1998. The Company’s consolidated balance sheets include WFI USA’s assets and
liabilities, and minority interest therein.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions which affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements and revenues and expenses for the period reported. Actual results could
differ from those estimates.
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

Cash and cash equivalents

Cash and cash equivalents consists of cash on deposit and highly liquid short-term interest
bearing securities with maturity at the date of purchase of three months or less.

Short term investments

Short term investments consist of highly liquid short term interest bearing securities with
maturities at the date of purchase greater than three months. Interest earned is recognized
immediately in the income statement.

Property and equipment

Fiber optic network assets constructed for the Company’s own use are recorded as property
and equipment when the asset is fully constructed. Fiber optic network assets, construction
equipment and other property and equipment are recorded at cost. Property and equipment are
depreciated using the following rates and methods:

(@) Fiber optic network assets—straight-line method over 25 years.

(b) Equipment—hourly usage rates, estimated to depreciate the equipment over the estimated
useful lives of the equipment.

Assets under construction

Assets under construction include fiber optic network assets constructed for the Company’s
own use and include direct expenditures of materials and labour, indirect costs attributable to the
projects and interest.

Long-lived assets

The company reviews the carrying amount of long-lived assets for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. The
determination of any impairment would include a comparison of estimated future operating cash
flows anticipated to be generated during the remaining life of the asset to the net carrying value of
the asset.

Inventory

Inventory consists of fiber optic network assets to be sold or leased under sales-type leases,
construction supplies and small tools.

Fiber optic network assets are recorded at the lower of cost and market. Cost includes direct
materials and subcontractor charges, labour, and interest (see “capitalization of interest”)
determined on an average cost basis.

Construction supplies and small tools inventory are recorded at the lower of cost and
replacement value.
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

Revenue recognition

Revenue for services provided to Ledcor for construction projects is recognized in the period
the construction services are performed based on the costs incurred.

Revenue and income from construction contracts to develop fiber optic network assets are
determined on the percentage-of-completion basis using the cost-to-cost method. Provision is made
for all anticipated losses as soon as they become evident. Claims for additional contract
compensation are not recognized until resolved.

Unbilled revenue

Revenue recognized using the percentage-of-completion basis (see ‘“Revenue recognition”)
less billings to date is recorded as unbilled revenue. Unbilled revenue classified as current
represent billings expected to be collected within the following fiscal year. Billings are rendered on
the achievement of certain construction milestones.

Capitalization of interest

Interest is capitalized as part of the cost of constructing fiber optic network assets. Interest
capitalized during the construction period is computed by determining the average accumulated
expenditures for each interim capitalization period and applying the interest rate related to the
specific borrowings associated with each construction project. The total interest capitalized in the
year ended December 31, 1999 was $17,467,000 (December 31, 1998—$Nil).

Deferred financing costs

Costs incurred in connection with obtaining the senior notes financing are deferred and
amortized, using the effective interest method, to interest expense over the term of the senior notes.

Deferred revenue

Cash received from customers pursuant to contracts where construction has not commenced is
recorded as deferred revenue.

Foreign currency translation and transactions

The functional currency of the Company’s operations located in countries other than the U.S. is
generally the domestic currency. The consolidated financial statements are translated to U.S. dollars
using the period-end exchange rate for assets and liabilities and weighted-average exchange rates
for the period for revenues and expenses. Translation gains and losses are deferred and
accumulated as a component of other comprehensive income in shareholders’ equity. Net gains
and losses resulting from foreign exchange transactions are included in the consolidated income
statement.
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

Comprehensive income

Comprehensive income consists of currency translation adjustments and net income.

Income taxes

Income taxes are accounted for using an asset and liability approach, which requires the
recognition of taxes payable or refundable for the current period and deferred tax liabilities and
assets for future tax consequences of events that have been recognized in the Company’s financial
statements or tax returns. The measurement of current and deferred tax liabilities and assets is
based on provisions of enacted tax laws; the effects of future changes in tax laws or rates are not
anticipated. The measurement of deferred tax assets is reduced, if necessary, by a valuation
allowance, where, based on available evidence, the probability of realization of the deferred tax
asset does not meet a more likely than not criteria.

Fair value of financial instruments

The fair value of the Company’s financial instruments, consisting of cash and cash equivalents,
short-term investments, accounts receivable, unbilled revenue, due from parent, accounts payable
and accrued liabilities, and income taxes payable approximate their carrying values due to their
short-term nature. As at December 31, 1999, the fair value of the $500,000,000 12% Senior Notes
was $515,000,000 and the fair value of the $175,000,000 12.5% Senior Notes (1998 Notes”) was
$182,000,000. The fair value of the 1998 Notes at December 31, 1998 approximated its carrying
value. Fair value is based on a quoted market price.

Earnings per Share

Basic earnings per share is computed by dividing net income available to common
stockholders by the weighted average number of common shares (including Class A Non-Voting
Shares, Class B Subordinate Voting Shares and Class C Multiple Voting Shares) outstanding for the
period. Diluted earnings per share reflects the potential dilution of securities by including other
potential common stock, including stock options and redeemable convertible preferred shares, in
the weighted average number of common shares outstanding for a period, if dilutive.

The following table sets forth the computation of (loss) earnings per share:

1999 1998
$ $

Netincome ......... ... ... ... ... .. ... ... 23,640 9,020
Less:

Stock dividend . ........ .. ... . o 5,000 —

Preferred stock accretion . . ................ 6,465 —

Purchase price adjustment to preferred shares . . 22,070 —
Net (loss) income available to common

stockholders . .. ........ ... ... .. ... ..., (9,895) 9,020
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

The Redeemable Convertible Preferred Shares and stock options are not included in the
computation of fully diluted earnings per share as their effect is anti-dilutive.

Recent accounting pronouncements

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” This statement establishes accounting and reporting
standards for derivative instruments, including certain derivative instruments embedded in other
contracts and for hedging activities. The Company does not expect the adoption of SFAS No. 133
to have a material impact on its consolidated financial statements.

In June 1999, the Financial Accounting Standards Boards (FASB) issued Interpretation No. 43,
“Real Estate Sales, an interpretation of FASB Statement No. 66.” The interpretation is effective for
sales of real estate with property improvements or integral equipment entered into after June 30,
1999. Under this interpretation, title must transfer to a lessee in order for a lease transaction to be
accounted for as a sales-type lease. The accounting for indefeasible rights of use of fiber optic
network assets is evolving and currently being considered by accounting standard setters in the
U.S. These changes may have a significant effect on the Company, however it is not possible to
determine the consequences of such changes until further accounting guidance has been
developed.

Comparative financial information

Certain prior year amounts have been reclassified to conform to the current year presentation.

3. Supplemental cash flow information

1999 1998
$ $
Cash paid for income taxes ......................... 13,944 —
Cash paid forinterest . . . ......... ... ... .. ... ....... 21,391 —
Supplemental non-cash investing and financing activities:
Issuance of common shares for
Certain Ledcorassets . .............. .. .. ....... 47,172 8,488
Deferredrevenue . . . .. ... ... 25,000 —
Additional 25% investment in WFI USA in exchange for
surrender of note receivable ... ........... ... ... — 3,915
Series C Redeemable Preferred stock dividend . ... ... ... 5,000 —
Accretion of Preferred Stock to redemption value ........ 6,465 —
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

4. Balance Sheet components

1999 1998
$ $
Accounts receivable
Trade accountsreceivable . .. ...................... 34,736 3,107
Interest receivable and other ... .................... 615 165
35,351 3,272
Unbilled revenue
Revenue earned on uncompleted contracts. . . ... ....... 333,116 22,236
Less: Bilingstodate . .. ......... .. .. .. .. ... ... ... 217,455 11,654

115,661 10,582

Inventory
Fiber optic network assets . .. ...................... 188,013 28,085
Construction supplies and smalltools . . . .............. 8,946 1,145

196,959 29,230

Property and equipment

Land . ... ... 5,891 —
Fiber optic network assets . . . ...................... 64,079 —
Equipment . ... ... .. 10,501 4,478
80,471 4,478

Less: Accumulated depreciation . .. .................. 3,462 464
Property and equipment—net . . .......... .. .. .. .. .. .. 77,009 4,014

Accounts payable and accrued liabilities

Subcontractor and suppliercosts . .. ................. 100,461 13,468
Subcontractor holdbacks payable .. . . ... .............. 25,676 4,843
Other accrued liabilities . . .. .......... ... ... ........ 36,474 1,493
Interest payable ......... ... ... ... .. . .. . . 28,567 492

191,178 20,296

5. Acquisitions
Telecommunications Division assets

Effective May 31, 1998, the Company entered into a series of agreements whereby equipment,
fiber optic network assets and other assets related to the business of the Telecommunications
Division of Ledcor were transferred to the Company. In addition, the Company was granted a
license to use Ledcor’s patented rail plow technology. This license agreement was for an initial term
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

of ten years, renewable annually upon completion of the initial term. As part of this transaction,
Ledcor retained all existing construction contracts related to the business. This transaction was
between entities under common control and has been accounted for using the carrying amounts
recorded in Ledcor’s accounts. The tax basis of substantially all the Canadian assets transferred to
the Company was Ledcor’s carrying values whereas the tax basis of the U.S. assets transferred was
their fair value. The deferred tax balances were adjusted for the change in the tax basis of the U.S.
assets with the adjustment being reflected as additional paid in capital. As consideration for the
transaction, the Company issued 3,200 Class A Common Shares to Ledcor.

The assets transferred and consideration given, in connection with this transaction, were as
follows:

$
Assets
Construction equipment . . . ... ... .. . 2,830
Fiber optic network assets . .......... ... .. ... . ... . . ... ... 4,424
Deferred income taxes . .. ... e 1,088
Other. . . ﬂ
8,488
Consideration given
Class A common Shares and additional paid in capital . . ........... 8,488

Ledcom Holdings Ltd.

On December 1, 1998 the Company acquired 50 Class A common Shares representing a 50%
interest of Ledcom Holdings Ltd. (“Ledcom”) from Worldwide Fiber Holdings Ltd. (“WFHL”), the
Company’s parent. As consideration, the Company issued 32,000,000 Class A Non-Voting Shares.
Ledcom holds the patent to Ledcor’s rail plow technology, and in conjunction with this acquisition
Ledcor has committed to grant to the Company a worldwide exclusive license for the use of the rail
plow technology. The license will become non-exclusive six months after a change of control of the
Company. This transaction was between entities under common control and has been accounted
for using the carrying value of the investment recorded in WFHL’s accounts which was $nil.

Investment in WFI USA

On August 31, 1998, the Company purchased Ledcor’s 50% interest in, and a promissory note
of $3,915,000 from WFI USA, in exchange for 48,000,000 Class A Non-Voting Shares of the
Company and the issuance of a promissory note by the Company. WFI USA was a joint venture
with Mi-Tech Communications LLC (“Mi-Tech”’) which held the remaining 50% interest in WFI USA.
WEFI USA’s operations consist primarily of developing fiber optic network assets in the United
States.

As this transaction was between entities under common control, it was accounted for in a
manner similar to a pooling of interests. These financial statements reflect the equity interest in the
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

income of WFI USA from May 31, 1998 to December 31, 1998 in the amount of $928,000. Prior to
May 31, 1998, the equity interest was reported as part of the Telecommunications Division of
Ledcor.

On December 31, 1998 the Company increased its interest in WFI USA to 75% by surrendering
its note receivable from WFI USA of $3,915,000 for 100 non-voting common shares and 100
Class A Voting Preferred Shares of WFI USA. The acquisition has been accounted for using the
purchase method effective December 31, 1998. The purchase price of the additional 25% has been
allocated to assets and liabilities based on their fair values. As a result, the net assets acquired
were as follows:

$
Current assets . . . ... .. e 3,742
Inventory . . . .. . 6,048
Fiber optic network assets .. ... ...... ... . . ... . ... . . ... ., 1,795
Current liabilities . . . ... ... . e 10,052

On December 31, 1998, the Company entered into a Shareholders’ Agreement (“Agreement”)
with Ledcor, Mi-Tech and Michels Pipeline Construction, Inc. (“Michels”) (an affiliate of Mi-Tech).
Pursuant to this agreement, Mi-Tech will have the option to convert all of its 25% interest in WFI
USA into Shares of the Company should the Company complete a public offering of Shares with an
aggregate value of at least $20,000,000 or there is a change of control of WFI USA. In connection
with the conversion, Mi-Tech will be granted certain registration rights in accordance with the
Agreement. In addition, after the tenth anniversary of this agreement, Mi-Tech has the option to
require WFI USA to purchase all of the Shares owned by Mi-Tech and its affiliates at fair market
value. If Mi-Tech exercises this option, the Company can elect to sell all the Shares or assets of WFI
USA in which case it will not be required to purchase Mi-Tech’s Shares in WFI USA. In the event of
a proposed sale of the Shares of WFI USA held by the Company, Mi-Tech will have certain
tag-along rights.

Also as part of the Agreement the Company:

a) Agreed not to participate in any projects or business nor provide advice or assistance to
any business which undertakes projects within WFI USA’s scope of business, as defined in
the Agreement, for a period of four years from the date of the Agreement.

b) Is restricted from selling, transferring, encumbering or divesting its ownership or control of
WFI USA.

c) WEFI USA has an option to purchase from Mi-Tech 24 fiber optic strands along certain
existing routes owned by Mi-Tech and its affiliates at fair market value.
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360networks inc.
(formerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1998
(tabular amounts expressed in thousands of U.S. dollars)

6. Due from parent

The amounts due to and from parent are non-interest bearing, have no stated terms of
repayment and are due on demand. Contract amounts billed to parent and costs charged by
parent exceed revenues and costs as reported in the income statement, for the period ended
December 31, 1998, due to fiber optic network assets to be transferred to the Company as
described in note 1(b). The balance as at December 31, 1999 of $7,297,000, is included in
accounts payable.

7. Senior notes

On July 28, 1999 the Company issued $500,000,000 12% senior notes (the “Notes”). The
Notes are unsecured obligations of the Company bearing interest at 12% payable semi-annually.
The Notes are due August 1, 2009 and may be redeemed by the Company on or after August 1,
2004 at certain specified redemption prices ranging up to 106.00%. Up to 35% of the Notes may be
redeemed by the Company prior to August 1, 2002 at a redemption price of 112% of the principal
amount with the net proceeds from certain sales of the Company’s common stock. If a change in
control occurs, as defined in the Notes indentures, the holders of the Notes can require the
Company to repurchase all or part of the Notes at 101% of the principal amount. Where excess
proceeds from certain asset sales, as defined in the Notes indentures, exceeds $10,000,000 the
Company is required to make an offer to repurchase the maximum amount of Notes that can be
repurchased with such excess proceeds at an offer price equal to 100% of the principal amount.

On December 23, 1998, the Company issued $175,000,000 12.5% senior notes (the “1998
Notes”). The 1998 Notes are unsecured obligations of the Company bearing interest at 12.5%
payable semi-annually. The 1998 Notes are due December 15, 2005 and may be redeemed by the
Company on or after December 31, 2003 at certain specified redemption prices ranging up to
106.25% of the principal amount. Up to 35% of the 1998 Notes may be redeemed by the Company
prior to December 15, 2001, at a redemption price of 112.5% of the principal amount with the net
proceeds from certain sales of the company’s common equity to the public. If a change of control
occurs, as defined in the 1998 Notes Indenture, the holders of the 1998 Notes can require the
Company to repurchase all or part of the 1998 Notes at 101% of the principal amount. If at the end
of December 31, 2000 and semi-annually thereafter, the Company’s Accumulated Excess Cash
Flow, as defined in the 1998 Notes Indenture, exceeds $10,000,000, the Company is required to
make an offer to repurchase the maximum principal amounts of 1998 Notes that may be purchased
by such Accumulated Excess Cash Flow Amount at an offer price equal to 110% of the principal
amount of the 1998 Notes. Under this Excess Cash Flow provision, the Company is not required to
repurchase more than 25% of the original principal amount of the 1998 Notes prior to
December 31, 2008.

The Notes and 1998 Notes contain certain covenants that restrict the ability of the Company
and its subsidiaries to incur additional indebtedness and issue certain preferred stock, pay
dividends or make other distributions, repurchase equity interests or subordinated indebtedness,
engage in sale and leaseback transactions, create certain liens, enter into certain transactions with
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affiliates, sell assets of the Company or its subsidiaries, issue or sell equity interests of the
Company’s subsidiaries or enter into certain mergers and consolidations.

8. Redeemable Convertible Preferred Stock

On September 9, 1999 the Company authorized various classes of preferred shares.

Series A Non-Voting Convertible Preferred Shares

On September 9, 1999, the Company issued 141,868,928 Series A Non-Voting Convertible
Preferred Shares (*‘Series A Preferred Shares”) for $345,000,000. On December 22, 1999, the
Company issued an additional 9,082,384 Series A Preferred Shares to the holders of such shares
pursuant to the terms of their original purchase agreement dated September 7, 1999.

The Series A Preferred Shares are entitled to dividends on an equivalent basis to the Class A
Non-Voting Shares into which the Series A Preferred Shares can be converted. The Series A
Preferred Shares rank senior to all classes of capital stock upon liquidation, dissolution and wind-up
and are junior in right of payment of all indebtedness of the Company and its subsidiaries.

The Series A Preferred Shares have a mandatory redemption on November 2, 2009 at a
liquidation value consisting of the original purchase price of $2.43 per share plus an adjustment
equal to 6% per annum of the purchase price, plus declared and unpaid dividends and the excess
of the market value of the Class A Non-Voting Shares over the liquidation value.

Upon a qualified underwritten public offering of at least $150,000,000 with a share price of at
least 300% of the purchase price of the Series A Preferred Shares, each Series A Preferred Share
may, at the option of the Company, be converted into Class A Non-Voting Shares at a ratio equal to
one plus 6% per annum. If a qualified underwritten public offering occurs by September 9, 2000 the
conversion will be on a one for one basis.

The Series A Preferred Shares may be converted by the holders into Class A Non-Voting
Shares, at any time, on the same basis as the Company’s conversion right and may be converted
into Series B Non-Voting Convertible Preferred Shares on a one for one basis. In addition, the
holders of the Series A Preferred Shares have anti-dilution protection.

Series B Subordinate Voting Convertible Preferred Shares

The Series B Subordinate Voting Convertible Preferred Shares (“Series B Preferred Shares) are
entitled to dividends on an equivalent basis to any dividends declared or paid on Class B
Subordinate Voting Shares into which the Series B Preferred Shares can be converted. The
Series B Preferred Shares rank senior to all classes of capital stock upon liquidation, dissolution
and wind-up and are junior in right of payment of all indebtedness of the Company and its
subsidiaries. The Series B Preferred Shares are entitled to one vote per share.

The Series B Preferred Shares are mandatorily redeemable on November 2, 2009 at a
liquidation value of $2.43 per share plus an adjustment equal to 6% per annum of the purchase
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price, plus declared and unpaid dividends and the excess of the market value of the Class B
Subordinate Voting Shares over the liquidation value.

Upon a qualified underwritten public offering of at least $150,000,000 with a share price of at
least 300% of the purchase price of the Series B Preferred Shares, each Series B Preferred Share,
may at the option of the Company, be converted into Class B Subordinate Voting Shares at a ratio
equal to one plus 6% per annum. If a qualified underwritten public offering occurs by September 9,
2000 the conversion will be on a one for one basis.

The Series B Preferred Shares may be converted into Class B Subordinate Voting Shares, at
any time on the same basis as the Company’s conversion right and may be converted into Series A
Preferred Shares on a one for one basis. In addition, the holders of the Series B Preferred Shares
have anti-dilution protection

Series C Redeemable Preferred Shares

On September 9, 1999, 80,000,000 Series C Redeemable Preferred Shares (“Series C
Preferred Shares”) were issued pursuant to a stock dividend and 640,000,000 Series C Preferred
Shares were issued pursuant to a share re-organization. Subsequently, the Company repurchased
the 720,000,000 issued Series C Preferred Shares for $45,000,000 (note 9). The holders of Series C
Preferred Shares are not entitled to dividends or voting rights and may redeem the Series C
Preferred Shares at $1 per share after November 2, 2009.

9. Capital stock

On September 9, 1999 the Company authorized various classes of capital stock (see “Share
capital transactions”).

The holders of the Class A Non-Voting Shares, Class B Subordinate Voting Shares, and
Class C Multiple Voting Shares participate equally in dividends declared subject to any preference
priority on other classes of shares.

The holders of the Class A Non-Voting Shares are not entitled to voting rights. The holders of
Class B Subordinate Voting Shares are entitled to one vote per share, and the holders of Class C
Multiple Voting Shares are entitled to 20 votes per share.

In the event of liquidation, dissolution, or wind-up of the Company, any payment or distribution
of assets will be paid or distributed equally share for share to the holders of the three classes of
capital stock.

The holders of Class A Non-Voting Shares are entitled to convert their Shares to Class B
Subordinate Voting Shares on a one for one basis. The holders of Class B Subordinate Voting
Shares are entitled to convert their Shares to Class A Non-Voting Shares on a one for one basis at
any time prior to September 9, 2000 and into Series A Preferred Shares on a one for one basis.
The holders of Class C Multiple Voting Shares are entitled to convert their Shares into Class A
Non-Voting Shares or Class B Subordinate Voting Shares on a one for one basis.
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Share capital transactions

On September 9, 1999, the Company amended its share capital by re-designating 400,000,000
Class A Voting Shares to Class B Subordinate Voting Shares, cancelling its remaining classes of
Shares and creating Class A Non-Voting Shares, Class C Multiple Voting Shares, Series A and B
Convertible Preferred Shares and Series C Redeemable Preferred Shares. Subsequently, the
Company declared a stock dividend of 80,000,000 Series C Redeemable Preferred Shares for
$5,000,000. Concurrently, the Company repurchased the 400,000,000 outstanding Class B
Subordinate Voting Shares from its parent in exchange for the issuance of 381,496,000 Class B
Subordinate Voting Shares and 640,000,000 Series C Redeemable Preferred Shares. The Company
then redeemed the 720,000,000 outstanding Series C Redeemable Preferred Shares for
$45,000,000 cash resulting in a charge to retained earnings of $40,000,000.

On August 31, 1999 the Company issued 2,400,000 Class B Subordinate Voting Shares for
$3,000,000.

On November 24, 1999, a shareholder converted 301,266,400 Class B Subordinate Voting
Shares into 301,266,400 Class A Non-Voting Shares. On December 22, 1999, the Company issued
52,160,000 Class A Non-Voting Shares and 9,840,000 Class C Multiple Voting Shares under an
employment agreement to an executive officer for $77,500,000. The Company also received a
promissory note of $77,500,000 from the executive officer.

On November 24, 1999, the Board of Directors approved an eight-for-one share split of all
classes of the Company’s stock. All share amounts in 1998 and 1999 have been presented on a
post stock split basis.

10. Stock Based Compensation
Stock Option Plan

The Company has a Long Term Incentive and Share Award Plan that permits the grant of
non-qualified stock options, incentive stock options, share appreciation rights, restricted shares,
restricted share units, performance shares, performance units, dividend equivalents and other
share-based awards to employees and directors. A maximum of 7,133,008 Class A Non-Voting
shares may be subject to awards under the plan, which generally have a vesting period of four
years. The stock options have terms expiring on or before November 15, 2009.
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Stock option transactions during 1999 were as follows:

Weighted

average

Number of exercise
options price $

Balance—December 31,1998 ................... — —
Optionsgranted. . . ....... ... .. .. ... 43,412,480 0.77
Optionscancelled . ........... ... .. ......... — —
Options exercised . ......... ... ... — —

Balance—December 31,1999 .. ... .............. 43,412,480 0.77

The weighted average fair value of options granted in 1999 was $1.29.

The following table summarizes information about stock options outstanding at December 31,
1999:

Weighted average Options
Number outstanding remaining contractual exercisable at
Exercise price$ at December 31, 1999 life (years) December 31, 1999
0.63 33,786,880 9.0 8,822,080
1.25 9,625,600 9.5 —
0.63-1.25 43,412,480 9.2 8,822,080

The Company accounts for stock option grants in accordance with Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”) as permitted by SFAS
No. 123 “Accounting for Stock Based Compensation” (“SFAS 123”), and, accordingly, recognizes
compensation expense for stock option grants to the extent that the estimated fair value of the
stock exceeds the exercise price of the option at the measurement date. The compensation
expense is charged against operations ratably over the vesting period of the options and was
$4,284,000 in 1999 (1998—3%nil). Under the method prescribed by SFAS 123, the weighted average
fair value of the stock options granted in 1999 is $28,083,000 (to be amortized over the employee
service period) and the Company’s 1999 net income and loss per share under this method would
have been as follows:

Net income fortheyear ... ... ... ... .. . .. . .. .. . .. . ... $23,640
Additional compensation expense . . . .. .. ... (1,425)
Pro forma net income fortheyear. .. ..... ... ... .. ... ... .. .. 22,215
Pro forma basic and fully diluted loss pershare . . . ............... $ .04
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The pro forma compensation expense is estimated using the Black Scholes option-pricing
model assuming no dividend yield and the following weighted average assumptions for options
granted during the year ended December 31, 1999:

Expected volatility (private company) .. ....... .. .. .. .. .. . 0.0%
Risk free interestrate. . . . ... ... . L 5.2%
Expected life (inyears) . ........ ... 4.0

Restricted stock and other stock issuances

During the year, the Company issued stock to certain directors and officers of the Company. To
the extent that these stock issuances are considered to be below fair value, stock based
compensation is recognized and amortized over the appropriate periods. The Company recognized
$176,164,000 of deferred stock-based compensation related to stock issued to these officers and
directors in 1999 of which $2,832,000 was expensed in the year.

The shares issued to the executive officer are subject to a repurchase by the Company at the
lesser of fair market value of the shares and the original purchase price of the shares plus interest.
The restriction lapsed with respect to 15,500,000 shares immediately on commencement of
employment and lapses for 12,400,000 shares in 2000, 13,639,968 shares in 2001 and 2002 and
the remainder in 2003. Under certain conditions, the executive officer may put back a certain
number of shares to the Company, or at the option of the Company to Worldwide Fiber Holdings
Ltd., at fair market value to repay the promissory note. Deferred compensation related to these
shares will be amortized over the periods covered by the repurchase restriction.

11. Income taxes

Income before equity income, income taxes and minority interest.

The components of income before equity income, income taxes and minority interest are as
follows:

1999 1998
$ $
Canadian . . ... . e 46,881 5,683
U S, 14,507 8,052

61,388 13,735
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Current income taxes

The provision for current income taxes consists of the following:

Canadian . . ...
US. federal . ..... .. . . . e
US.stateand local. . ............ . . . ...

1998
$

2,599
2,563

4
5,643

The provision for income taxes differs from the amount computed by applying the statutory
income tax rate to net income before taxes as follows:

Canadian statutory rate . . ... . . ..
Foreign tax at other than Canadian statutory rate . . .. ................
Stock based compensation . ........ .. .. ...

Investment income

Other
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Deferred income taxes

Significant components of the Company’s deferred tax asset and liability are as follows:

1999 1998
$ $
Deferred tax asset

Expenses not deductible in current period . . . ... ... 8,838 —
Tax loss carryforwards . . ..................... 4,259 —
Property and equipment. . . . ......... ... .. ..., 7,596 1,088
Other .. .. e 185 185
20,878 1,273
Valuation allowance . ... ..................... — —
Net deferredtaxasset ...................... 20,878 1,273

Deferred tax liability
Property and equipment. . .. ........ .. .. .. .. .. 1,760 —
Financingcosts . . . ....... ... . ... .. . ... ... 1,313 —
3,073 —

Management believes that, based on a number of factors, it is more likely than not that the
deferred tax asset will be fully utilized, such that no valuation allowance has been recorded.

12. Concentration of credit risk

Financial instruments that potentially subject the Company to a significant concentration of
credit risk consist primarily of cash and cash equivalents, short-term investments, accounts
receivable, unbilled revenue and due from parent which are not collateralized. The Company limits
its exposure to credit loss by placing its cash and cash equivalents and short-term investments with
high credit quality financial institutions. Concentrations of credit risk with respect to accounts
receivable and unbilled revenue are considered to be limited due to the credit quality of the
customers comprising the Company’s customer base.

The Company performs ongoing credit evaluations of its customers’ financial condition to
determine the need for an allowance for doubtful accounts. The Company has not experienced
significant credit losses to date. Accounts receivable was comprised of 22 customers at
December 31, 1999 and 12 customers at December 31, 1998.

The concentration of credit risk relating to the amount due from the parent is considered
limited due to the credit quality of the Company’s parent. The Company’s three largest customers
represented 22%, 15% and 10% of the Company’s total revenue for 1999. As described in Note 1,
substantially all of the Company’s revenues during the period ended December 31, 1998 were
earned from construction services provided to Ledcor.
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13. Segmented information

The Company operates within a single operating segment being the construction and
installation of fiber optic network assets. These fiber optic network assets are being constructed in
Canada, the U.S. and Europe including a transatlantic link. A significant portion of the transatlantic
link will be owned by a subsidiary in Barbados. Revenues, property and equipment, assets under
construction, and deferred financing costs are located as follows:

Property and Deferred
equipment— Assets under financing
Revenues net construction costs—net
1999 1998 1999 1998 1999 1998 1999 1998
$ $ $ $ $ $ $ $
Canada ............ 170,705 84,534 38,206 3,794 46,683 4,424 22,199 6,650
US. ............... 189,041 79,785 33,669 220 53,221 7,037 — —
Barbados ........... — — — — 169,648 — —
Europe............. — — 5,134 — 30,851 — —

359,746 164,319 77,009 4,014 300,403 11,461 22,199 6,650

The revenues are based on the location of the construction activities.

14. Commitments

Network developments

The Company has, in the normal course of business, entered into agreements to provide

construction services and fiber optic network assets to third parties in Canada and the United
States.

Right of way access agreements

The Company has, in the normal course of business, entered into various agreements to
secure the rights of ways along its network routes. In general, most agreements have an option
renewal clause stating that grantors cannot unjustly withhold their acceptance of a renewal. Future
minimum payments on significant rights of ways are as follows:

2000 .. $25,051
2007 .. $17,051
2002 .. $17,051
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Operating leases

The Company leases certain facilities and equipment used in its operations under operating
leases. Future minimum lease payments under these lease agreements at December 31, 1999 are
as follows:

2000 . . $7,489
2001 . $6,244
2002 . . $3,349
2008 . . $1,153
2004 . . $ 671

The Company pays Ledcor approximately $825,000 per year in connection with its lease of the
Toronto facilities. The lease expires in 2009.

Supply Agreements

On June 18, 1999, a subsidiary of the Company entered into a supply agreement, with Tyco
Submarine Systems Ltd. (“Tyco’’) whereby Tyco will serve as the primary contractor for the
Company’s trans-Atlantic cable project called “360atlantic’. The initial contract price is
approximately $607 million. The Company paid $214 million in the year ended December 31, 1999
on this contract. (1998—3$NIL)

The Company has placed purchase orders of $27 million with suppliers of bandwidth
equipment.

CN/IC Agreements

On May 28, 1999, the Company entered into agreements with Canadian National Railway
Company (“CN”) and lllinois Central Railroad Company (“IC”) to license rights-of-way along certain
of their respective rail transportation systems (the “Routes”). In connection with these license
agreements, the Company formed subsidiary companies with CN (WFI-CN Fibre Inc.) and IC
(Worldwide Fiber LLC) (the Company having a 75% interest and CN or IC having the remaining
25% interest) for the purpose of licensing the rights-of-way from CN and IC and developing the
projects along the Routes.

15. Subsequent events

Share Capital Reorganization

Concurrent with the closing of a public offering, the Company will reorganize the share capital
as follows: the holders of existing Class B Subordinate Voting Shares will convert or exchange their
shares into Class A Non-Voting Shares and all authorized but unissued Class B Subordinate Voting
Shares will be cancelled; the Series A Non-Voting Preferred Shares will be converted or exchanged
into our Class A Non-Voting Shares and all of the authorized but unissued Series A Preferred
Shares, Series B Preferred Shares and Series C Preferred Shares will be cancelled; the existing
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Class A Non-Voting Shares will be redesignated as Subordinate Voting Shares and the terms shall
be amended to provide the holders with one vote per share; the existing Class C Multiple Voting
Shares will be amended to provide the holders with 10 votes per share and the Class C Multiple
Voting Shares will be redesignated as Multiple Voting Shares; and a class of unlimited Preferred
Shares, issuable in series will be created.

GlobeNet Acquisition

The Company has entered into a definitive agreement to acquire 100% of the outstanding
shares of GlobeNet Communications Group Limited in exchange for approximately $640 million
worth of newly created Subordinate Voting Shares. The number of Subordinate Voting Shares to be
issued by the Company will be based on an initial public offering price.

Acquisition of remaining 25% of WFI-USA

The Company has entered into a commitment with Mi-Tech to acquire its 25% interest in
WFI-USA in exchange for $312 million worth of Class A Non-Voting Shares of the Company. The
number of shares to be issued by the Company will be determined based on an initial public
offering price.

CN/IC

On March 6, 2000, the Company entered into an agreement with CN and IC to acquire their
respective 25% interests in WFI-CN Fibre Inc. and Worldwide Fiber IC LLC in exchange for
$160 million worth of Class A Non-Voting Shares of the Company. The number of Class A
Non-Voting Shares to be issued by the Company will be based on an initial public offering price.
Pursuant to this agreement, payment terms for right-of-way fees were amended requiring the right-
of-way fees to be paid over a three year term.

Canadian telecommunications arrangement

The Company has entered into an arrangement to transfer certain Canadian
telecommunications equipment and related facilities to a subsidiary of Ledcor which will be held
66%3% by Ledcor and 33'5% by the Company in exchange for 51% of the non-voting participating
shares of the subsidiary.

Acquisition of colocation facilities

The Company has agreed, subject to execution of definitive agreements to acquire colocation
facilities in a number of North American cities. The aggregate purchase price for these acquisitions
is $156 million payable in a combination of cash and newly created Subordinate Voting Shares.
360atlantic credit facility

The Company has entered into a credit agreement with certain lenders pursuant to which the
lenders have provided a credit facility totalling U.S. $565,000,000.
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Share split

On March 20, 2000, the Board of Directors approved a two-for-one share split of all classes of
the Company’s stock. All share amounts in 1998 and 1999 have been presented on a post-stock
split basis.

Share issuances

Subsequent to December 31, 1999, the Company issued 411,214 Class A Non-Voting Shares
to a consultant of the Company. In addition, the Company will issue additional Series A Preferred
Shares in connection with the purchase price adjustment provisions of a subscription agreement.
Name change

On March 14, 2000, the Company changed its name from Worldwide Fiber Inc. to 360networks
inc.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Directors and Shareholders of
Worldwide Fiber (USA), Inc.

In our opinion, the accompanying consolidated income statement and statements of changes
in shareholders’ equity and of cash flows present fairly, in all material respects, the results of
operations of Worldwide Fiber (USA), Inc. and its subsidiaries and their cash flows for the period
from February 11, 1998 to December 31, 1998, in conformity with generally accepted accounting
principles in the United States. These financial statements are the responsibility of the Company’s
management; our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit of these statements in accordance with generally accepted auditing
standards which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for the opinion expressed above.

“PricewaterhouseCoopers LLP”

Vancouver, Canada
March 12, 1999
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(tabular amounts expressed in thousands of U.S. dollars)

ReVenUEe . . . .. . e $21,071
COStS . . . 16,533
Gross profit . . .. ... . 4,538
Expenses
General and administrative . . ... ... ... 1,683
2,855
Interest eXpense . . . ... .. ... 72
Interest income . ... ... .. 53
Income before income taxes . ... ... . . .. 2,836
Provision for income taxes . . . . . . . ... . ... 980
Net income for the period . . ... ... . . . . . . . $ 1,856

Commitments (note 10)

The accompanying notes are an integral part of these consolidated financial statements.
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Class A Nonvoting
voting common
preferred Shares Retained

Shares Number Number Amount earnings Total

Balance—beginning of period . . ..
Issuance of Shares to acquire

Worldwide Fiber Networks, Inc.

(note 1) . .................. 100 100 — — —
Issuance of Shares for

extinguishment of note payable

(note 1) . .. ... . 100 100 3,915 — 3,915
Net income for the period . ... ... = = — 1,856 1,856
Balance—end of period . .. ... ... 200 200 $3,915 $1,856  $5,771

The accompanying notes are an integral part of these consolidated financial statements.
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Cash flows from operating activities

Net income for the period . . . . ... ... . $ 1,856
Changes in non-cash working capital items
Accounts receivable . .. ... (3,090)
Unbilled revenue . . .. . .. (9,634)
INVENEOrY . . o (23,835)
Accounts payable . . .. ... 17,445
Income taxes payable . .. ... .. ... 980
Due to parent . . . ... 21,783
5,505
Cash flows used in investing activities
Fixed asset additions . ... ... ... . . . (7,178)
Cash flows from financing activities
Due to parent . . . ... 3,915
Net increase in cash and cash equivalents, being cash and cash equivalents at end
of period . . .. ... $ 2,242

The accompanying notes are an integral part of these consolidated financial statements.
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1. The Company

Worldwide Fiber (USA), Inc. (the “Company”), was incorporated on August 7, 1998. The
Company was inactive until August 31, 1998. On August 31, 1998, the Company acquired 100% of
the ownership interest of Worldwide Fiber Networks, Inc. (“WFNI’) from its two members, Ledcor
Industries Limited (“Ledcor”) and Mi-Tech Communications, LLC (‘“Mi-Tech”), in exchange for 100
non-voting common Shares and 100 Class A voting preferred Shares of the Company. The
acquisition was accounted for in a manner similar to a pooling of interests on the basis that the
ownership interests before and after the acquisition remained the same. Accordingly, the financial
statements presented include the results of operations of the Company and WFNI from
February 11, 1998, the date that WFNI was organized.

On December 31, 1998, the Company issued 100 Shares of non-voting common Shares and
100 Class A voting preferred Shares as consideration for the settlement of indebtedness owed to
Worldwide Fiber Inc. (“WFI” or “parent”) of $3,915,000 increasing WFI’s interest from 50% to 75%.

The Company has entered into a shareholders’ agreement among WFI, Ledcor, Mi-Tech and
Michels Pipeline Construction Inc. (an affiliate of Mi-Tech) whereby:

(i) Any sale, transfer, assignment or encumbrance or divestment of any interest in or control
of the Company to a third party is restricted. In the event of a proposed sale of the Shares
of the Company held by WFI, Mi-Tech will have certain tag-along rights. If there is a
change of control of the Company, Mi-Tech has the option to require the Company to
purchase all of the Shares owned by Mi-Tech or its affiliates at the fair market value of such
Shares. In addition, after the tenth anniversary of this agreement Mi-Tech has the option to
require the Company to purchase all of the Shares owned by Mi-Tech and its affiliates at
fair market value. If Mi-Tech exercises this option, WFI can elect to sell all of the Shares or
assets of the Company to a third party in which case WFI will not be required to purchase
Mi-Tech’s Shares.

(i) The Company has an option to purchase from Mi-Tech, 24 fiber optic strands along certain
existing routes owned by Mi-Tech and its affiliates at fair value. The Company also has an
option to purchase from WFI and its affiliates indefeasible rights of use for 24 fiber optic
strands from its Chicago-New Orleans route if and when built, at fair value. These options
expire one year after the strands are available.

(iii) If WFI were to issue Shares in a public offering having an aggregate value of at least
$20,000,000, Mi-Tech has the option to convert all of the Shares of the Company held by
Mi-Tech and its affiliates into the class and series of Shares being offered to the public.

The Company’s operations consist of developing, engineering, constructing, installing and
maintaining fiber optic network assets. The Company’s primary customers are telecommunications
carriers and fiber optic systems developers located in the U.S.
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2. Summary of significant accounting policies
Basis of presentation

These consolidated financial statements have been prepared in accordance with generally
accepted accounting principles in the United States and include the accounts of the Company and
its wholly-owned subsidiaries. All significant intercompany transactions and balances have been
eliminated on consolidation.

The Company’s financial statements have been prepared for inclusion within the Offering
Memorandum prepared by WFI for the offer of Senior Notes in the amount of $250,000,000. The
consolidated balance sheet of the Company as at December 31, 1998 has been excluded as WFI’s
most recent audited consolidated balance sheet includes the assets and liabilities of the Company.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions which affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements and revenues and expenses for the period reported. Actual results could
differ from those estimates.

Income taxes

Income taxes are accounted for using an asset and liability approach, which requires the
recognition of taxes payable or refundable for the current period and deferred tax liabilities and
assets for future tax consequences of events that have been recognized in the Company’s financial
statements or tax returns. The measurement of current and deferred tax liabilities and assets are
based on provisions of enacted tax laws; the effects of future changes in tax laws or rates are not
anticipated. The measurement of deferred tax assets is reduced, if necessary, by a valuation
allowance, where, based on available evidence, the probability of realization of the deferred tax
asset, does not meet a more likely than not criteria.

Revenue recognition

Revenue and income from construction contracts to develop fiber optic network assets, are
determined on the percentage-of-completion basis using the cost-to-cost method. Provision is made
for all anticipated losses as soon as they become evident. Claims for additional contract
compensation are not recognized until resolved.

Foreign currency transactions

The Company uses the U.S. dollar as its functional currency. Gains or losses from foreign
currency transactions are included in the consolidated income statement.
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3. Supplemental cash flow information

Cash paid for income taxes. . . . .. ... ot e $ —
Cash paid forinterest . . . . ... ... . e —
Supplemental noncash investing and financing activities
Issuance of Shares:
To acquire Worldwide Fiber Networks Inc. ... ......... ... ... ........ —
In exchange for surrender of note payable to WFI ... .................. 3,915

4. Share capital

a) Preferred Shares Authorized

The Company is authorized to issue 125,000 preferred Shares without par value; 25,000
Class A voting preferred Shares, and 100,000 Class B non-voting preferred Shares. As of
December 31, 1998 there were 200 Class A voting preferred Shares issued.

Voting

The holders of Class A preferred Shares are entitled to attend shareholder meetings and to one
vote for each share held. The holders of Class A preferred Shares have no other rights, preferences
or privileges. The holders of Class B preferred Shares are not entitled to vote or attend shareholder
meetings.

Dividends

The holders of Class B preferred Shares are entitled to receive a dividend when declared by
the Board of Directors, payable in preference to the dividends payable on any other class of
Shares.

Return of capital

In the event the Company is liquidated, dissolved or wound up, the holders of Class B
preferred Shares shall be entitled to such rights as expressed in the resolution for the issue of such
Class B Shares, adopted by the Board of Directors.

Redemption and retraction

The Company may redeem or purchase Class B preferred Shares at such time and such price,
as expressed in the resolution for the issue of Class B preferred Shares adopted by the Board of
Directors.

b) Common Shares

The Company is authorized to issue 25,000 non-voting common Shares, without par value. As
at December 31, 1998, there were 200 non-voting common Shares issued.
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5. Provision for income taxes

The provision for current income taxes attributable to net income consists of the following:

US. federal ... ... . $953
US.stateand local ......... ... . . . ... 27
$980

The Company’s statutory rate of 34% is not materially different to its effective rate of 34.6%.

6. Concentration of credit risk

Financial instruments that potentially subject the Company to a significant concentration of
credit risk consist primarily of cash and cash equivalents, accounts receivable and unbilled revenue.
Accounts receivable are not collateralized. The Company limits its exposure to credit loss by
placing its cash and cash equivalents with high credit quality financial institutions. Concentrations of
credit risk with respect to accounts receivable and unbilled revenue are considered to be limited
due to the credit quality of the customers comprising the Company’s customer base.

The Company performs ongoing credit evaluations of its customers’ financial condition to
determine the need for an allowance for doubtful accounts. The Company has not experienced
significant credit losses to date. At December 31, 1998 seven customers accounted for the entire
accounts receivable and unbilled revenue balances.

7. Revenue and significant customers

During the period ended December 31, 1998, the Company’s revenue from its three largest
customers represented individually 35%, 30% and 13% of total revenue.
8. Related party transactions

The Company reimburses Ledcor and Mi-Tech for expenses incurred on the Company’s behalf.
For the period ended December 31, 1998 the amount of these transactions with Ledcor and
Mi-Tech was $1,469,000 and $1,401,000 respectively. As at December 31, 1998 accounts payable
includes $478,000 owed to Ledcor and $524,000 owed to Mi-Tech.

9. Segmented information

The Company operates within a single operating segment being the construction and
installation of fiber optic network assets in the United States. All revenues are earned from U.S.
sources and all long-lived assets are located in the U.S.
10. Commitments

Network developments

The Company has, in the normal course of business, entered into agreements to provide
construction services and fiber optic network assets to third parties in Canada and the United
States.
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Right of way access agreements

The Company has entered into various agreements during the year to secure the rights of
ways along its network routes. In general, most agreements have an option renewal clause stating
that grantors cannot unjustly withhold their acceptance of a renewal.

Operating leases

The Company leases certain facilities and equipment used in its operations under operating
leases. Future minimum lease payments under these lease agreements at December 31, 1998 are
as follows:

1990 . L L $205
2000 . . . 83
2007 . . 50
2002 . . 34
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AUDITORS’ REPORT

To the Directors of
Ledcor Industries Limited

We have audited the divisional balance sheet of Ledcor Industries Limited—
Telecommunications Division as at May 31, 1998 and the divisional statements of operations and
retained earnings and cash flows for the nine months ended May 31, 1998 and year ended
August 31, 1997. These financial statements are the responsibility of the Division’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation.

In our opinion, these divisional financial statements present fairly, in all material respects, the
financial position of the Division as at May 31, 1998 and the results of its operations and cash flows
for the periods ended May 31, 1998 and August 31, 1997 in accordance with generally accepted
accounting principles in the United States.

Deloitte & Touche LLP

Edmonton, Canada
November 30, 1998
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ASSETS
CURRENT

LEDCOR INDUSTRIES LIMITED—
TELECOMMUNICATIONS DIVISION
Divisional Balance Sheet
(All figures are in U.S. dollars)

Trade accounts receivable (Note 4) .. ... ... ... . . . . . .
Accounts receivable holdbacks (Note 4) . . .. ... ... ... ... .. . . . .. . . ...
Unbilled revenue (Note 5) . . .. ..

Inventory . . ..

FIXED ASSETS (Note B) . . . . ... e

LIABILITIES
CURRENT

Trade accounts payable . ... ... . ... ..

Accrued payroll
Accrued liabilities

Accounts payable holdbacks . . . . ... ... ..
Income taxes payable . . . . ... ..

DEFERRED TAX LIABILITIES (Note 7)

INTER-DIVISIONAL ACCOUNT (Note 8) . ....... ... .. ..

COMMITMENTS (Note 9)
DIVISIONAL EQUITY

Cumulative foreign exchange (loss) gain

Divisional retained earnings . . . . . . . . .

See accompanying notes to the divisional financial statements.
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May 31, 1998

$ 5,538,543
4,474,731
5,842,845

15,710,561

31,566,680
7,982,103

$39,548,783

$ 3,148,456
3,431,709
587,750
4,412,221
5,509,000

17,089,136
2,657,000
10,932,703

30,678,839

(1,641,049)
10,510,993

8,869,944
$39,548,783



LEDCOR INDUSTRIES LIMITED
TELECOMMUNICATIONS DIVISION

Divisional Statements of
Operations and Retained Earnings

(All figures are in U.S. dollars)

Nine Months
ended May 31, Year ended
1998 August 31, 1997
Revenue generated from contracts .. .................. $54,633,888 $58,007,652
Contract costs . . . ... . o e 45,321,566 49,184,985
Gross Margin . .. ..o 9,312,322 8,822,667
General and administrative expenses .. ................ 710,240 863,373
Net divisional income for the period, before taxes ......... 8,602,082 7,959,294
Income tax expense (recovery)
Current . . . e 5,509,000 338,000
Deferred . .. ... ... . . . (1,600,000) 3,282,000
Net divisional income for the period ................... 4,693,082 4,339,294
DIVISIONAL RETAINED EARNINGS, BEGINNING OF
PERIOD. . ... ... . e 5,817,911 1,478,617
DIVISIONAL RETAINED EARNINGS, END OF PERIOD. . . .. $10,510,993 $ 5,817,911

See accompanying notes to the divisional financial statements.
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LEDCOR INDUSTRIES LIMITED—TELECOMMUNICATIONS DIVISION
Divisional Statements of Cash Flows
(All figures are in U.S. dollars)

Nine months Year ended
ended May 31, August 31,
1998 1997

OPERATING ACTIVITIES
Net divisional income for the period ... ....... .. ... .. ........ $ 4,693,082 $ 4,339,294
Adjustments to reconcile net divisional income to net cash provided by

operating activities

Depreciation and amortization ... .............. ... ... ...... 316,597 111,791
Deferred taxes . .. ... .. i e (1,600,000) 3,282,000
Foreign exchange (gain) loss . ............ ... ... .. ... ..... (169,000) (68,000)
Changes in assets and liabilities
Decrease (increase) in accounts receivable . .................. 12,963,167 (17,656,537)
Increase in accounts receivable holdbacks . . . ................. (1,028,160) (3,292,919)
Decrease (increase) in unbilled revenue . . .. .................. (2,234,835) 1,405,418
Increase ininventory . . . ... ... (10,470,309) (5,240,252)
Increase (decrease) in accounts payable .. ................... (9,707,407) 11,136,272
Increase in accrued payroll .. ....... ... ... ... ... .. ... 2,422,918 1,008,791
(Decrease) increase in accrued liabilites ... .................. (366,612) 954,362
Increase in accounts payable holdbacks . .................... 4,325,959 86,262
Change in cumulative foreign exchange (loss) gain . .............. (1,647,737) 12,655
Net cash provided (used) by operating activities . . . . ............ (2,502,337) (3,920,863)
INVESTING ACTIVITIES
Purchase of construction equipment and other ... ............... (2,403,827) (1,119,183)
Fiber optic strands under construction . ....................... (4,423,830) —
Net cash used by investing activities . . . .. ......... ... .. ... ... (6,827,657) (1,119,183)
FINANCING ACTIVITIES
Increase in income taxes payable . .. ......... .. ... . L 5,171,000 333,000
Net advances to (from) the division . . .. ......... ... .. ... .... 4,158,994 4,707,046
Net cash provided (used) by financing activities . . . . .............. 9,329,994 5,040,046
NET CHANGE IN CASH, END OF PERIOD .................... $ — $ —
Additional amounts paid by the Company and allocated to the Division
Interest . ... ... $ 115311 $ 677,715
Rent . .. 1,198,360 497,265
Income taxes . . . . . ... 338,000 5,000

$ 1,651,671 $ 1,179,980

See accompanying notes to the divisional financial statements.
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LEDCOR INDUSTRIES LIMITED—TELECOMMUNICATIONS DIVISION
Notes to the Divisional Financial Statements
(All figures are in U.S. dollars)

1. DESCRIPTION OF BUSINESS

The Telecommunications Division (the “Division”) is a division of Ledcor Industries Limited
(“LIL”) which, in turn, is a wholly-owned subsidiary of Ledcor Inc. The Division is in the business of
providing long-haul fiber optic systems, including planning, design, construction and maintenance
to telecommunications clients. The Division headquarters are in Vancouver, Canada and its principal
geographic areas of operation for these fiber optic systems are Canada and the United States.

The accompanying divisional financial statements include the assets, liabilities, revenues and
expenses of the Division. Since the Division has been operating as a fully integrated part of the
Company, all construction equipment owned by LIL, but used in the Division’s operations, was
identified by LIL’'s management and allocated to the Division. In addition, certain assets, liabilities,
revenues and expenses have been recorded by the Division using management’s best estimates
(Note 3).

The divisional financial statements have been prepared from the divisional records maintained
by LIL and may not necessarily be indicative of the conditions that would have existed or the results
of operations if the Division had been operated as a stand-alone company.

The Division does not hold any cash or cash equivalents. LIL uses central bank accounts to
deposit receipts and make payments on behalf of the Division. These transactions are reflected in
the inter-divisional account (Note 8).

On May 31, 1998, LIL transferred the net assets (at book value) and the operations of the
Division to Worldwide Fiber Inc. (indirectly a wholly-owned subsidiary of Ledcor Inc.).

2. ACCOUNTING POLICIES
a) Basis of accounting

These divisional financial statements have been prepared in accordance with accounting
principles generally accepted in the United States.

b) Accounting for contracts

Revenue and income from construction contracts to develop fiber optic systems are
determined on the percentage of completion basis using the cost-to-cost method. Due to the
risks inherent in these contracts, management makes a provision for risk using their best
estimate. This method is used because management considers costs incurred to be the best
available measure of progress on these contracts. Provision is made for all anticipated losses
as soon as they become evident. Claims for additional contract compensation are not
recognized until resolved.

c) Unbilled revenue
Unbilled revenue comprises costs incurred and margin in excess of billings and advance
deposits, representing unperformed work, on uncompleted contracts.

d) Inventory

Inventory consists of fiber optic strands under construction and is valued at the lower of cost or
market. Cost is determined using the full absorption method whereby the fiber optic strands
have been allocated their proportionate share of materials, labour and overhead incurred.
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Notes to the Divisional Financial Statements (Continued)
(All figures are in U.S. dollars)

e) Fixed assets

Construction equipment, fiber optic strands and other assets are recorded at cost. Fixed assets
are depreciated using the following rates and methods:

» Construction equipment—hourly usage rates, estimated to depreciate the equipment, over
estimated useful lives, ranging from three to five years.

* Fiber optic strands, under construction—depreciation, at appropriate rates, will be provided
for when the related fiber optic systems are in use.

* Other assets-straight—line method over the estimated useful lives of the assets, ranging from
three to five years.

f) Income taxes

These are the financial statements of a Division, and not of a taxable legal entity. However,
these financial statements present income taxes as if the Division was a stand-alone taxable
legal entity. Current and deferred income taxes have been determined by applying the asset
and liability method.

The asset and liability method of accounting for income taxes recognizes deferred tax assets
and liabilities for the future tax consequences attributable to temporary differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled.

g) Translation of foreign currency

The functional currency of the Division is the Canadian dollar. The financial statements are
translated into United States dollars using the period end exchange rate for assets and
liabilities and weighted average exchange rates for the period for revenues and expenses.
Translation gains and losses are deferred and included in divisional equity. Net gains and
losses resulting from foreign exchange transactions are included in the statement of operations.

USE OF ESTIMATES IN THE FINANCIAL STATEMENTS

The preparation of financial statements, in conformity with generally accepted accounting
principles, requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the dates of the divisional financial statements and the
reported amounts of revenues and expenses during the reporting periods. Actual results could
differ from those estimates.

Unbilled revenue, inventory, fiber optic strands capitalized, and revenue have all been
calculated using management’s best estimates. Total estimated costs is a component of the
percentage of completion calculation which determines revenue recognized, unbilled revenue,
inventory and fiber optic strands capitalized. However, there may be unforeseen conditions
which could include weather patterns, the continuing deterioration of the Canadian dollar, and
the outcome of ongoing negotiations. Such conditions could substantially change the values of
the above mentioned items reflected in these financial statements. The impact of these
unforeseen conditions cannot be estimated by management as at May 31, 1998.
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Corporate expenses are allocated from LIL to the Division based on a percentage of the
Division’s revenue. Management is of the opinion that this allocation percentage is reasonable since
all divisions fully absorb LIL’s corporate expenses. Management regularly reviews this allocation
basis and considers the amounts allocated to fairly represent actual corporate expenses incurred,
on behalf of the Division, for the periods reported on. Because the Division is fully integrated,
management is unable to estimate the actual corporate expenses that would have been incurred if
the Division had operated on a stand-alone basis.

Interest is allocated from LIL by charging a floating rate of prime plus 1% on the net cash
position of the Division’s projects at the end of each month. Statement of Financial Accounting
Standards No. 34, “Capitalization of Interest Cost”, requires that interest be capitalized as part of
the historical cost of constructing assets held for sale or lease. Management has capitalized interest
by capitalizing the portion of interest costs incurred to date which relates to inventory and capital
assets.

The Division has no additional debt accruing interest which should be capitalized. In addition,
LIL has no additional debt which would result in significant interest being allocated and capitalized.

4, TRADE ACCOUNTS RECEIVABLE AND ACCOUNTS RECEIVABLE HOLDBACKS

Trade accounts receivable are presented net of the allowance for doubtful accounts (which was
nil for all years reported on since the Division has not experienced any bad debts).

Accounts receivable holdbacks represent amounts billed but not yet paid under retainage
provisions in the project contracts. These provisions state that holdbacks will be collected upon
substantial completion of the projects.

5. UNBILLED REVENUE

Costs and billings on uncompleted contracts included in the divisional financial statements are
as follows:

May 31, 1998
Costs incurred on uncompleted contracts. . . . .......... .. ... .. ... .. ..., $45,321,566
Margin . .. 9,312,322
Customer advance deposits applied against contracts . . . . .................. (25,259,100)
Less billingstodate . ... ... ... . . (23,531,943)
$ 5,842,845

F-43



LEDCOR INDUSTRIES LIMITED—TELECOMMUNICATIONS DIVISION
Notes to the Divisional Financial Statements (Continued)
(All figures are in U.S. dollars)

6. FIXED ASSETS

May 31, 1998

Construction equipment . . ... ... $3,796,102
Fiber optic strands, under construction. . . ... ... ... ... ... . o 4,423,830
Other . . e 529,456
8,749,388

Less accumulated depreciation . . ...... ... . . .. .. 767,285
$7,982,103

7. DEFERRED TAX LIABILITIES
The components of the deferred tax liabilities are as follows:

May 31, 1998
Deferred tax assets

Accounts payable holdback . . .. ... . . .. $1,986,000
Loss carryforward . . .. .. —
Gross deferred tax assets . ... .. ... . e 1,986,000
Deferred tax liabilities
Accounts receivable holdback . .. ......... .. . . . . . .. e 2,014,000
Unbilled revenue. . . . ... .. . e 2,629,000
Inter-divisional account loss carryforward .. ............. .. ... . .. ... ... —
Gross deferred tax liabilities . . . . ... ... .. e 4,643,000
$2,657,000

Reconciliation of deferred tax liabilities:

May 31, 1998

Deferred tax liabilities, beginning of period . . .. ... ... ... ... .. ... . .. .. $4,426,000
Deferred tax (recovery) eXpense . .. ... ..ottt (1,600,000)
Foreign exchange gain . . ... ... . (169,000)
Deferred tax liabilities, end of period . ... ... ... ... ... .. .. . . .. . $2,657,000

The Division’s provision for deferred taxes approximates the amounts computed by applying
the Canadian and United States statutory rates to income before taxes. There are no permanent
differences or other reconciling items that would result in an effective tax rate which is different from
the statutory rates applied.

8. INTERDIVISIONAL ACCOUNT

This account comprises the balance due to other divisions in connection with working capital
advances. The balance due has no repayment terms and interest is allocated, from LIL, on the
basis as described in Note 3.
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9. COMMITMENTS

a) Fiber Optic Construction Project

In 1996, the Division commenced construction of a Canadian-U.S. fiber optic
telecommunications system (the Canadian FOTS) that is scheduled for completion in early
1999.

b) fONOROLA Contract

In a variety of contracts, commencing in April, 1997, the Division sold fiber optic strands of the
Canadian FOTS. The Division has a commitment to complete construction of the fiber optic
strands.

c) Bell Canada Contract

In February, 1998, the Division sold fiber optic strands of the Canadian FOTS. The Division has
a commitment to complete construction of the fiber optic strands.

d) MetroNet Contract

Subsequent to period end (September, 1998), the Division sold fiber optic strands of the
Canadian FOTS. The Division has a commitment to complete construction of the fiber optic
strands.

e) Lease Commitments

The Division is committed under non-cancellable leases for equipment for the period ending
April, 1999 in the amount of $826,271. The Division has an option to withdraw from all leases in
April, 1999 and therefore has no commitments beyond that date. Lease expenses were the
following:

Nine months ending May 31, 1998 . ... ... ... ... .. .. . .. . ... ... .... $1,198,360

10. SIGNIFICANT CONCENTRATION OF CREDIT AND SUPPLY RISK

The following customers/supplier have accounted individually for 10% or more of the Division’s
total revenues/contract costs in one or more periods, as follows:

Year ended August
Nine months ended

May 31, 1998 1997

Customers

fONOROLA. . . .. e 62% 64%

BellCanada . ... ......... .. .. . ... 28% —

Alaska Filter Star .. ....... ... .. ... . .. ... — 25%

SprintCanada . .......... .. . .. .. . i — —

AT&T Canada . . ......... i e — —
Supplier

PirelliCables ... ..... ... . . . . . . .. 13% 27%
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The Division also had significant accounts receivable from fONOROLAwhich accounted for the
following percentages of trade accounts receivable:

May 31, 1998
FONOROLA . . o o 39%

The Division is receiving cash from this customer on a consistent basis and management
expects to collect on all other accounts receivables. Therefore no provision for bad debts has been
recorded for the reported periods. Based on this significant customer’s creditworthiness, the
Division has not required it to provide collateral against these receivables.

There were no significant accounts payable to significant suppliers at the balance sheet dates.
However, since significant purchases are made from Pirelli Cables, should this supplier fail to honor
its contract and the Division was not able to find a substitute supplier, the Division would not be
able to meet its commitments to complete the construction of the Canadian FOTS, as noted in 9(a).

11. FINANCIAL INSTRUMENTS

Financial instruments consist of recorded accounts receivables (and other like accounts) which
will result in future cash receipts, as well as accounts payables, (and other like accounts) that will
result in future cash outlays.

The carrying values of the financial instruments of the Division as at May 31, 1998 were
approximately equal to their estimated fair market values at these dates, due to the short-term
nature of these instruments. Subjective judgment and uncertainties arise in the determination of
estimated fair market values. Accordingly, the aggregate fair value should not be interpreted as
being realizable in an immediate settlement of the instruments.

12. INDUSTRY AND GEOGRAPHIC AREA SEGMENT INFORMATION

The Division currently operates in one industry segment (fiber optic installations) and in two
geographic segments (the Canadian FOTS is being constructed in Canada and the U.S.). Revenue
and total identifiable assets for these geographic segments is as follows:

Canada uU.S.
Revenue Amount Percentage of Total Amount Percentage of Total
May 31,1998 . ........... $35,826,795 66% $18,807,093 34%
August 31,1997 ... ... .... $42,611,672 73% $15,395,980 27%
Canada U.S.
Total Identifiable Assets Amount Percentage of Total Amount Percentage of Total
May 31,1998 . ........... $29,204,452 71% $11,928,580 29%

13. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE

The Year 2000 Issue arises because many computerized systems use two digits rather than
four to identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other
date, resulting in errors when information using year 2000 dates is processed. In addition, similar
problems may arise in some systems which use certain dates in 1999 to represent something other
than a date. The effects of the Year 2000 Issue may be experienced before, on, or after, January 1,
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2000 and, if not addressed, the impact on operations and financial reporting may range from minor
errors to significant systems failure which could affect the Division’s ability to conduct normal
business operations. It is not possible to be certain that all aspects of the Year 2000 Issue affecting
the Division, including those related to the efforts of customers, suppliers, or other third parties, will
be fully resolved.

14. SUBSEQUENT EVENTS

a) Agreements with WFI

Effective May 31 1998, LIL entered into a series of agreements to sell the equipment, fiber optic
strands and certain other assets related to the business of Worldwide Fiber Inc. (an indirect wholly-
owned subsidiary of Ledcor Inc.) (“WFI”’). In addition, WFI was granted a licence by LIL to use
certain processes related to the business. This licence agreement is for an initial term of ten years
and will be renewable annually upon completion of the initial term. As part of this transaction, LIL
retained all existing construction contracts related to the business. This transaction was between
entities under common control and has been accounted for using the carrying amounts recorded in
LIL’s accounts. As consideration for the transaction, LIL was issued 200 Class A Shares by WFI.

b) Disposition of fiber assets

As part of these agreements WFI undertook to purchase from LIL certain fiber optic system
assets, located in both Canada and the U.S., which were not completed at May 31, 1998. These
assets will be purchased by WFI upon their completion, which is estimated to be late 1998 or early
1999. As consideration, WFI will issue a total of 19,999,700 Class A common Shares to LIL. These
transactions are between entities under common control and, will be accounted for at their original
construction costs.

c) Construction services

WFI has agreed to provide construction services to LIL to complete certain construction
contracts for fiber optic strands and related facilities to third party customers.
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