Edgar Filing: CINCINNATI BELL INC - Form 8-K

CINCINNATI BELL INC
Form 8-K
January 27, 2005



Edgar Filing: CINCINNATI BELL INC - Form 8-K

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 8-K
CURRENT REPORT PURSUANT
TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Date of report (Date of earliest event reported) January 27, 2005

CINCINNATI BELL INC.

(Exact Name of Registrant as Specified in Its Charter)

Ohio

(State or Other Jurisdiction of Incorporation)

1-8519 31-1056105
(Commission File Number) (IRS Employer Identification No.)
201 East Fourth Street 45202
(Address of Principal Executive Offices) (Zip Code)

(513) 397-9900

(Registrant s Telephone Number, Including Area Code)

(Former Name or Former Address, if Changed Since Last Report)
Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation
of the registrant under any of the following provisions (see General Instruction A.2. below):
o Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
o Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Table of Contents



Edgar Filing: CINCINNATI BELL INC - Form 8-K

TABLE OF CONTENTS
Item 8.01 Other Events
SIGNATURES

Table of Contents



Edgar Filing: CINCINNATI BELL INC - Form 8-K

Table of Contents

Item 8.01 Other Events.
Introductory Note

This Current Report on Form 8-K is being filed for the purpose of adjusting the presentation of the Registrant s
segment financial information for fiscal years 2003 and 2002 solely to reflect a realignment of the Registrant s
business segments made during the first quarter of 2004.

As previously disclosed in the 10-Q/A for the quarter ended March 31, 2004 filed June 28, 2004, Cincinnati Bell Inc.
(the Company ) realigned its business segments during the first quarter of 2004. Following the realignment, Cincinnati
Bell Technology Solutions Inc. ( CBTS ), a data equipment and managed services subsidiary that was previously
reported in the Broadband segment, is now reported in the Hardware and Managed Services segment. In addition,

sales of telephony equipment and the associated installation and maintenance business of Cincinnati Bell Telephone
Company, previously reported in the Local segment, are now included in the Hardware and Managed Services

segment.

The information presented below supplements Item 1 (Business), Item 7 (Management s Discussion and Analysis of
Financial Condition and Results of Operations) and Item 8 (Financial Statements and Supplementary Schedules) of
the Company s Annual Report on Form 10-K for the year ended December 31, 2003 solely to reflect the segment
realignment described above, in each case solely with respect to the years ended December 31, 2003 and 2002. The
information presented below does not otherwise update this information including for events subsequent to the filing
of the Company s Annual Report on Form 10-K for the year ended December 31, 2003 and the failure to so update
herein shall not be construed as a representation that the information herein has not been subject to subsequent
developments. For information regarding subsequent developments of the Company refer to the Company s filings
under the Securities Exchange Act of 1934.
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The information presented below supplements Item 1 of the Company s 2003 Annual Report on Form 10-K solely to
reflect the segment realignment, and solely with respect to the years ended December 31, 2003 and 2002.

Business
General

Cincinnati Bell Inc. ( the Company ), f/k/a Broadwing Inc., is a full-service local provider of data and voice
communications services and equipment and a regional provider of wireless and long distance communications
services. The Company provides telecommunications service on its owned local and wireless networks with a
well-regarded brand name and reputation for service. The Company operates in five business segments: Local,
Wireless, Hardware and Managed Services, Other and Broadband.

During the second and third quarters of 2003, the Company sold substantially all of the assets of its Broadband
business, which is reported in the Broadband segment. These assets were held by the Company s wholly owned
subsidiary, BRCOM Inc. (f/k/a Broadwing Communications Inc.)( BRCOM ). Refer to Note 3 of the Notes to the
Consolidated Financial Statements for a detailed discussion of the sale.

The Company s primary businesses consist of the Local and Wireless segments. The only remaining BRCOM
subsidiaries with operating assets are CBTS, an information technology consulting, data collocation and managed
services subsidiary, and Cincinnati Bell Any Distance ( CBAD ), a subsidiary whose assets service the Other segment s
long distance business. In addition to the long distance business, the Other segment also includes Cincinnati Bell

Public Communications Inc. ( Public ), a public payphone service provider.

In addition to the sale of substantially all of the broadband assets, on June 13, 2003 the Company s subsidiaries entered
into agreements with the buyer of the broadband assets whereby the Company will continue to market Broadwing
Communications LLC s ( Broadwing ) (f/k/a C III Communications LLC) broadband products to business customers
and purchase capacity on the Broadwing Communications LLC national network in order to sell long distance

services, under the CBAD brand, to residential and business customers in the Greater Cincinnati area market. For

these marketing efforts, Broadwing pays Cincinnati Bell Telephone ( CBT ) a commission, which CBT recognizes as
revenue. Prior to the sale, CBT recognized the customer-invoiced amount as revenue and the related costs of

providing service. For results prior to June 13, 2003 the Company has recast the Local segment and Broadband
segment results as if Broadwing had paid the difference between the historical invoiced amount of revenue less related
costs of providing service as commission revenue.

Although the Company operates in distinct business segments, it markets the services of all of its Cincinnati-based
segments in bundled packages. In the first quarter of 2003, the Company introduced Custom ConnectionsSM, which
enables consumers and small businesses to assemble a customized package of local, long distance, wireless and digital
subscriber line ( DSL ) services on a single monthly bill. As of December 31, 2003 the Company had approximately
71,000 subscribers to this comprehensive bundling package, which represents 9% of the Company s primary consumer
and business access lines.

The Company was initially incorporated under the laws of Ohio in 1983 and remains incorporated under the laws of
Ohio. It has its principal executive offices at 201 East Fourth Street, Cincinnati, Ohio 45202 (telephone number

(513) 397-9900 and website address http://www.cincinnatibell.com). The Company makes available on its website at
the investor relations tab its reports on Form 10-K, 10-Q, and 8-K (as well as all amendments to these reports) as soon
as practicable after they have been electronically filed.
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information filed by the Company may be read and copied at the Public Reference Room of the SEC, 450 Fifth Street,
N.W., Room 1024, Washington, D.C. 20549. Information may be obtained about the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC also maintains an Internet site that contains reports, proxy statements
and other information about issuers, like the Company, which file electronically with the SEC. The address of this site

is http://www.sec.gov.

Local

The Local segment provides local voice, data and other telephone service. Voice services include local service,

switched access, information services and value-added services, which include enhanced custom calling features. Data
services include dedicated network access, Gigabit Ethernet ( Gig-E ) and Asynchronous Transfer Mode ( ATM ) based
data transport, and DSL and dial-up Internet access. Other services consist of inside wire installation, maintenance and
other ancillary services. The Local segment provides these services primarily, through the Company s Cincinnati Bell
Telephone ( CBT ) subsidiary, to customers located in southwestern Ohio, northern Kentucky and southeastern Indiana.
This market consists of approximately 2,400 square miles located within approximately a 25-mile radius of

Cincinnati, Ohio. The Company has operated as the incumbent local exchange carrier ( ILEC ) in the Greater

Cincinnati area for the past 130 years.

The Local segment produced $774.5 million and $781.7 million, or 50% and 36%, of consolidated Company revenue
in 2003 and 2002, respectively. Voice, data and other services represented respectively 69%, 25% and 6% of CBT s
2003 revenue. The Local segment produced consolidated operating income of $282.7 million and $272.8 million in
2003 and 2002, respectively.

CBT provides voice services over a circuit switch-based network of 47 host switches and 40 optical remote switch
modules serving customers in 56 wire centers. In addition, CBT has successfully leveraged its embedded network
investment to provide value added services and product bundling packages, resulting in additional revenue with
minimal incremental costs. All of the network access lines subscribed to CBT are served by digital switches and have
the integrated services digital network ( ISDN ) and Signaling System 7 capability necessary to support enhanced
features such as Caller ID, Call Waiting and Call Return. The network also includes approximately 3,500 route miles
of fiber-optic cable, with synchronous optical network ( SONET ) rings linking Cincinnati s downtown with other area
business centers. These SONET rings offer increased reliability and redundancy to CBT s major business customers.
CBT has deployed DSL capable electronics in over 252 locations throughout its territory, allowing it to offer DSL
services to over 86% of its subscriber base. CBT also has an extensive business-oriented data network, offering native
speed Ethernet services over an interlaced ATM  Gig-E backbone network.

In order to maintain its network, CBT relies on supplies from certain key external vendors and a variety of other
sources. Since the majority of CBT s revenue results from use of the public switched telephone network, its operations
follow no particular seasonal pattern. CBT s franchise area is granted under regulatory authority, and is subject to
increasing competition from a variety of companies. CBT is not aware of any regulatory initiative that would restrict
the franchise area in which it is currently able to operate. A significant portion of revenue is derived from pricing

plans that require regulatory overview and approval. In recent years, these regulated pricing plans have resulted in
decreasing or fixed rates for some services, partially offset by price increases and enhanced flexibility for other
services.

As of December 31, 2003, approximately 46 companies were certified to offer telecommunications services in CBT s
local franchise area and had interconnection agreements with CBT. In November 2003, Time Warner Cable filed an
application with the Public Utilities Commission of Ohio to provide local and interexchange voice service in several
market areas including Cincinnati and is expected to begin competing for residential and business customers in
mid-2004. In March 2004, the local gas and electric supplier announced that it would
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begin offering high-speed Internet access over electrical lines to customers in CBT s operating area. CBT seeks to
maintain an advantage over these competitors through its service quality, network capabilities and reach, innovative
products and services, creative marketing and product bundling, various customer billing alternatives and value
pricing.

CBT had approximately 986,000 network access lines in service on December 31, 2003, a 2.6% reduction in
comparison to 1,012,000 access lines in service at December 31, 2002. Approximately 69% of CBT s network access
lines serve residential customers and 31% serve business customers. Despite the decline in access lines, the Company
has been able to nearly offset the effect of these losses on revenue by increasing DSL penetration. As of December 31,
2003, CBT had approximately 100,000 ZoomTown DSL subscribers, a 33% increase in comparison to 75,000
subscribers at December 31, 2002. As of December 31, 2003, DSL service was available to approximately 86% of the
network access lines served by the Company, which the Company refers to as addressable access lines. Of the
addressable access lines, the Company s consumer penetration was 14.9% at the end of 2003, an increase of four
percentage points from 10.9% at the end of 2002. Business penetration of addressable lines has grown to 6.5% at end
of 2003, up more than one percentage point from 5.3% penetration at the end of 2002. On a combined basis,
subscribership of nearly 100,000 represents 12.6% penetration of addressable lines, compared to 9.3% penetration at
the end of 2002.

In March 2004, the Company upgraded its DSL network to provide higher speed internet access up to four times
faster than the existing DSL network and which is comparable to speeds provided by other high-speed internet
competitors.

Wireless

The Wireless segment includes the operations of Cincinnati Bell Wireless LLC ( CBW ), a joint venture with AT&T
Wireless Services ( AWE ), in which the Company owns 80.1% and AWE owns the remaining 19.9%. The Wireless
segment provides advanced digital, voice and data communications services on its own regional wireless network in
Greater Cincinnati and Dayton, Ohio and on the AWE national wireless network. CBW offers digital wireless service
to postpaid customers, who pay a monthly access fee and usage fees in arrears. Prepaid customers purchase minutes or
text messages, in advance, at a fixed price. The segment also sells related telecommunications equipment.

CBW s digital wireless network operates on 30 MHz of wireless spectrum, of which CBW owns a license for 20MHz
in Cincinnati and Dayton, and leases 10MHz licensed to the Company in Cincinnati and 10MHz licensed to AWE in
Dayton. In Cincinnati, the Company also leases on a short-term basis a small amount of additional spectrum from
AWE. Its network consists of switching, messaging and radio base station equipment attached to 287 tower and
rooftop structures, which CBW owns or leases from other providers. The network employs both Time Division
Multiple Access ( TDMA ) and Global System for Mobile Communications and General Packet Radio Service

( GSM/GPRS ) technology. TDMA provides both voice and short message service ( SMS ) data services. In
October 2003, CBW deployed the GSM/GPRS technology, which provides, in addition to voice communication and
SMS, enhanced wireless data communication services, such as mobile web browsing, internet access, email and
picture messaging. The GSM/GPRS is EDGE compatible, requiring only software upgrades to deliver higher data
rates and capacity. As handsets of one technology cannot generally be used on the network of the other technology,
CBW plans to operate both technologies simultaneously until its TDMA customer base naturally churns or migrates to
GSM/GPRS service. Based on current estimates, the Company expects that it will operate its TDMA network at least
through early 2006.

CBW s operating territory includes a licensed population ( licensed pops ) of approximately 3.4 million. As of

December 31, 2003, CBW served approximately 474,000 subscribers, of which 312,000 were postpaid subscribers
and 162,000 were prepaid, i-wirelessSM subscribers, representing a licensed pop penetration of

Table of Contents 9



Edgar Filing: CINCINNATI BELL INC - Form 8-K
3

Table of Contents

10



Edgar Filing: CINCINNATI BELL INC - Form 8-K

Table of Contents

13.9%. In May of 1998 CBW became the fifth wireless carrier to enter the Cincinnati and Dayton market. CBW
estimates its market share totaled approximately 26% as of December 31, 2003, based on a total wireless industry
penetration rate of 54%. Postpaid declined by 700 subscribers during 2003. CBW maintained an average monthly
churn rate of 1.8% and 1.7% for postpaid customers in 2003 and 2002, respectively and an average monthly churn rate
of 4.9% and 4.7% for prepaid customers in 2003 and 2002, respectively. Wireless local number portability ( WLNP ),
which was mandated by the FCC and became effective November 24, 2003, has had an immaterial impact on CBW.

In 2003 and 2002, services generated approximately 95% of the Wireless segment s revenue whereas equipment sales
generated the remaining 5%. In total, the Wireless segment contributed $259.5 million and $267.2 million, or 17%
and 12% of consolidated revenue in 2003 and 2002, respectively. The Wireless segment produced $60.2 million and
$69.1 million in operating income in 2003 and 2002, respectively.

Postpaid subscribers generate approximately 78% of total service revenue through a variety of rate plans, which
typically include a fixed or unlimited number of minutes for a flat monthly rate, with additional minutes for fixed
number of minute plans being charged at a per-minute-of-use rate. Prepaid i-wirelessSM subscribers generate 15% of
service revenue whereas subscribers of other telecommunications providers, mainly AWE, generate the remaining 7%
of service revenue. CBW incurs significant roaming expenses when its own wireless subscribers use their handsets on
the networks of other wireless providers. CBW s roaming expense of $33.2 million and $35.4 million exceeded its
roaming revenue of $16.6 million and $17.5 million in 2003 and 2002, respectively.

Sales of handsets and accessories take place primarily at CBW s retail locations, which consist of stores and kiosks in
high-traffic shopping malls and commercial buildings in the Greater Cincinnati and Dayton, Ohio areas. Sales also

take place in the retail stores of major electronic retailers pursuant to agency agreements. CBW sells handsets and
accessories from a variety of vendors. CBW maintains a supply of equipment and does not envision any shortages that
would compromise its ability to add customers. Unlike service revenue (which is a function of wireless handset

usage), equipment sales are seasonal in nature, as customers often purchase handsets and accessories as gifts during

the holiday season in the Company s fourth quarter. In order to attract customers, CBW typically sells handsets for less
than direct cost, a common practice in the wireless industry.

As the wireless venture is jointly owned with AWE, income or losses generated by the Wireless segment are shared
between the Company and AWE in accordance with respective ownership percentages of 80.1% for the Company and
19.9% for AWE. As a result, 19.9% of the net income or loss of the Wireless segment is reflected as minority interest
expense or income in the Company s Consolidated Statements of Operations and Comprehensive Income (Loss). Refer
to Note 10 of the Notes to Consolidated Financial Statements for a detailed discussion of AWE s minority interest in
this venture.

Wireless Management

CBW is an Ohio limited liability company. The Company owns its 80.1% interest in CBW through its indirect wholly
owned subsidiary, Cincinnati Bell Wireless Holdings LLC, a Delaware limited liability company. AWE owns its
19.9% interest through its indirect wholly owned subsidiary, AT&T Wireless PCS LLC, a Delaware limited liability
company. Its operating agreement, governs among other things, the ownership, cash distributions, capital
contributions and management of CBW.

The CBW operating agreement provides that a five member committee govern CBW, with AWE having the right to
appoint two representatives and the Company having the right to appoint three representatives. Matters requiring the
approval by a majority of the representatives include, without limitation, the adoption of any budget, or any business,
marketing, financial, operational, strategic or any other material plan, policy or strategy
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which is expected to materially affect the operations of CBW; the hiring or firing of any key personnel; material
contracts; commencing or settling material claims; capital calls; any transaction or other activities which could
reasonably be expected to result in the financial performance of CBW materially diverging from the then current
budget, business or other plan; and incurring debt.

In addition, as long as AWE holds an interest of at least 15% or has not sold, assigned or otherwise transferred any of
its equity interests, the vote of at least two-thirds of the representatives of the member committee is required for the
sale, lease, exchange, transfer or other disposition of all or substantially all of CBW s assets or of any asset that can
reasonably be expected to have a material adverse impact on CBW; the merger or consolidation of CBW or the direct
or indirect purchase or acquisition of another entity; the substantial elimination of the retail distribution; capital
expenditures, capital loan commitments or other expenditures in excess of $5 million annually in the aggregate not
previously approved by the member committee as part of CBW s current budget or business plan; the issuance of any
interest in CBW to any person other than wholly owned subsidiaries of AWE or the Company; the appointment of any
investment banking or accounting firm for certain fair market value determinations; the amendment or voluntary
termination by CBW of certain agreements; any decision that the financial statements of CBW not be audited;
expanding or changing the scope of the business; and effecting any transaction, agreement or arrangement which
could reasonably be expected to materially impair or limit the ability of subscribers to certain cellular and PCS
systems and limit the ability of AWE or its affiliates to resell wireless service on CBW s PCS system.

The Company and AWE must both approve any amendment to the operating agreement of CBW or the dissolution of
CBW as a result of the bankruptcy or dissolution of the Company or AWE.

The operating agreement also contains provisions which govern both AWE s and the Company s commercial activities
both within and outside the joint venture. The member committee must approve Certain Conflict Transactions (as
defined in the operating agreement) and the transactions must generally be on an arms-length basis. The operating
agreement also contains a restriction on the part of AWE and the Company from operating a business in the Cincinnati
and Dayton markets that offers Company Communications Services (as defined in the operating agreement) which
compete with those offered by CBW.

Wireless Material Related Party Agreements

License Agreements
AWE and CBW are parties to several commercial agreements governing their relationship. For instance, both AWE
and the Company license their respective brand names to CBW under the terms of license agreements.

Roaming Agreements

For TDMA roaming, AWE and CBW are parties to two roaming agreements; the first runs through 2018 and allows

the subscribers of each party to roam on the other s networks, and the second is a year-to-year agreement, which allows
CBW subscribers to roam on other carriers networks as an affiliate of AWE. GSM roaming on each other s networks is
covered by a separate agreement, which runs through October 2005 and is month-to-month after October 2005. CBW
also has entered into GSM roaming agreements with other foreign and domestic carriers and expects to enter into

other GSM roaming agreements in the future.

Spectrum Leasing

In addition to spectrum licensed directly to CBW itself, CBW has the ability to use additional spectrum licensed to
either AWE or the Company. CBW uses AWE s 10MHz of A-Block spectrum in Dayton. The use agreement runs
through April 2007 and has a right-of-first refusal for CBW to purchase the spectrum license if AWE desires to
transfer it to a third-party, unless the spectrum is transferred in a transaction in which the A-Block spectrum represents
less than 3% of the total value of the overall transaction. CBW also uses the
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Company s 10 MHz of E-Block spectrum in the Cincinnati market. This use agreement runs through March 2010.
Wireless Limitations on Transfer or Encumbrance

As summarized below, the CBW operating agreement contains certain limitations on the ability of AWE or the
Company to transfer, directly or indirectly, their interest in CBW. Pursuant to the CBW operating agreement, any sale
of AWE would be considered a transfer of interest in CBW subject to the transfer limitations described herein.

The Proposed Sale of AWE

On February 17, 2004, AWE announced that it has agreed to be acquired by Cingular Wireless. The ultimate impact

on the Company of this transaction is unclear. Refer to Risk Factor The purchase of AWE by Cingular Wireless could
have a significant impact on the composition and operations of our wireless subsidiary .

Right of First Refusal

The Company and AWE may sell their interests pursuant to a third party offer provided that the selling party gives the
other party a right of first refusal to purchase the interest being sold. The non-selling party has the right to purchase
the selling party s interest, exercisable by written notice of acceptance to the selling party within twenty-one days of
receipt of the selling party s offer notice. If the non-selling party does not exercise its right to purchase the interests of
the selling party, or the non-selling party does not consummate the purchase, the selling party may accept the third
party offer, provided that the sale is at the same price and on the same terms and conditions as specified in the offer
notice to the non-selling party.

The Company and AWE are not permitted to transfer their respective interests to certain competitors (as defined in the
operating agreement), unless such transfer of a selling party s interest is part of a transaction or series of transactions in
which the fair market value of such selling party s interest in CBW to be transferred is less than 25% of the aggregate
fair market value to be transferred in such transaction.

Notwithstanding the right of first refusal as described above, if any transfer of a selling party s interest is part of a
transaction or series of transactions in which the fair market value of such selling party s interest in CBW to be
transferred is less than 25% of the aggregate fair market value to be transferred in such transaction, the limitations on
sale described herein shall not apply except for sales to certain competitors.

Tag Along Right

AWE at its option, instead of exercising its right of first refusal in the event of a third party offer for the Company s
interest in CBW, may elect to participate in such sale by including all of its interest in CBW, provided, that in the
event that the offer notice is not for 100% of CBW, the sale of the Company s and AWE interest in CBW shall be pro
rata.

Encumbrance

The Company and AWE may not directly pledge, hypothecate or otherwise encumber all or any portion of their
interest in CBW without the consent of the other and cannot pledge, hypothecate or otherwise encumber any interest
in any entity which owns all or any portion of their interest in CBW unless the pledgee acknowledges the restrictions
on transfer of such interest.

Wireless Put Right
On or after December 31, 2006, or if at any time the member committee shall call for additional capital contributions

(unless such capital calls have been approved by the representatives of AWE), and upon written
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demand from AWE, the Company shall purchase at fair market value all of the interest of AWE in CBW for cash.
Such sale shall be consummated not less than 30 and no more than 60 days following the determination of the fair
market value of the AWE interest.

Hardware and Managed Services

The Hardware and Managed Services segment is comprised of the operations within Cincinnati Bell Technology
Solutions ( CBTS ), an equipment and managed services subsidiary, which provides data center collocation, IT
consulting, telecommunications equipment, computer hardware and related installation and maintenance. The
Hardware and Managed Services segment produced revenue of $162.8 million and $215.4 million in 2003 and 2002,
respectively. The Hardware and Managed Services segment revenue constituted approximately 11% and 10% of
consolidated revenue in 2003 and 2002, respectively. The Hardware and Managed Services segment produced
operating income of $17.5 million and an operating loss of $9.4 million in 2003 and 2002, respectively. In

March 2004, CBTS sold certain operating assets generally consisting of operating assets outside of the Greater
Cincinnati, Ohio area for approximately $3.2 million in cash. During the second quarter of 2004, CBTS paid

$1.3 million in working capital adjustments related to the sale. Subsequent to March 31, 2004, due to the sale of the
out-of-territory assets, the Company expects revenue for the segment to decline by approximately $15.0 million per
quarter during 2004, partially offset by hardware sales to customers referred by the buyer of the out-of-territory assets,
as sales agent.

Other

The Other segment combines the operations of CBAD, Public and Cincinnati Bell Complete Protection ( CBCP ).
CBAD markets and sells voice long distance service to residential and business customers in the Greater Cincinnati
and Dayton, Ohio areas, while Public provides public payphone services in a thirteen state area in the midwestern and
southern United States. CBCP provides security and surveillance hardware and monitoring services for consumers and
businesses. The Other segment produced revenue of $81.1 million and $82.8 million, in 2003 and 2002, respectively.
The Other segment revenue constituted approximately 5% and 4% of consolidated revenue in 2003 and 2002,
respectively. The Other segment produced operating income of $6.5 million and $1.7 million in 2003 and 2002,
respectively.

Cincinnati Bell Any Distance

CBAD primarily resells long distance services to businesses and residential customers in the Greater Cincinnati and
Dayton, Ohio areas. At December 31, 2003, CBAD had approximately 539,000 subscribers in comparison to 555,000
long distance subscribers at December 31, 2002. With regard to Local segment access lines for which a long distance
carrier is chosen, CBAD s market share within the greater Cincinnati area increased in 2003, with residential and
business market share growing to approximately 71% and 45%, respectively, from 69% and 43%, respectively, at the
end of 2002. Of CBT s 986,000 access lines in the greater Cincinnati area, approximately 407,000 residential access
lines and 118,000 business access lines subscribed to Any Distance as of December 31, 2003. In 2003, CBAD
produced $68.2 million in revenue for the Other segment, representing approximately 4% of consolidated revenue,
compared to $68.8 million and 3% of consolidated revenue in 2002.

Cincinnati Bell Public Communications Inc.
Public provides public payphone services to customers in a regional area consisting of thirteen states. Public had
approximately 8,100 and 7,700 stations in service and generated approximately $12.8 million and $13.7 million in

revenue in 2003 and 2002, respectively, or less than 1% of consolidated revenue in each year. The revenue decrease is
a result of reduced calls per line caused by continued penetration of wireless communications and a targeted reduction
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Broadband

As discussed above, on February 22, 2003, certain of the Company s subsidiaries entered into a definitive agreement to
sell substantially all of the operating assets of the Broadband segment, excluding the information technology ( IT )
consulting assets, for up to $129 million in cash and the assumption of certain long-term operating contractual
commitments. On June 6, 2003 and June 13, 2003, the purchase agreement was amended to, among other things,
reduce the initial purchase price to $108.7 million (an estimated $91.5 million in cash and $17.2 million preliminary
working capital promissory note, which was ultimately reduced to zero based on the final working capital position of
the broadband business). The buyer paid the initial cash purchase price of $91.5 million, of which $29.3 million was
placed into escrow to support certain potential purchase price adjustments and the remaining purchase price payable.
On June 13, 2003, the Company effectively transferred control of the broadband business to the buyer. In accordance
with Statement of Financial Accounting Standards No. 144 ( SFAS 144 ), the Company ceased depreciating the assets
to be sold upon entering into the definitive agreement.

Broadband revenue was $332.4 million and $911.4 million, or 21% and 42% of consolidated revenue in 2003 and
2002, respectively. Broadband generated operating income of $344.5 million in 2003, or 50% of consolidated
operating income, and operating losses of $2,415.7 million in 2002.

Subsequent to the closing of the asset sale, the Broadband segment now consists of retained liabilities not transferred

to the buyers. Prior to the sale of the broadband assets, revenue for the Broadband segment was generated from
broadband transport (which included non-cash revenue from indefeasible right of use agreements ( IRU s )), switched
voice services, data and Internet services (including data collocation and managed services) and other services. These
transport and switched voice services were generally provided over BRCOM s national optical network, which
comprised approximately 18,700 route miles of fiber-optic transmission facilities. Due to the sale of the broadband
business, the Company expects Broadband segment revenue to be zero going forward.

Broadband transport services consisted of long-haul transmission of data, voice and Internet traffic over dedicated
circuits. Revenue from the broadband transport category was primarily generated by private line monthly recurring
revenue. However, approximately 37% and 44% of the broadband transport revenue in 2003 and 2002, respectively,
was provided by IRU agreements, which cover a fixed period of time and represent the lease of capacity or network
fibers. The buyer of IRU services typically pays cash or other consideration upon execution of the contract. The
Company s policy and practice was to amortize these payments into revenue over the life of the contract. In the event
the buyer of an IRU terminated a contract prior to the contract expiration and released the Company from the
obligation to provide future services, the remaining unamortized unearned revenue was recognized in the period in
which the contract was terminated. Broadband transport services produced 48% and 51% of Broadband segment
revenue in 2003 and 2002, respectively.

Switched voice services consisted of billed minutes of use, primarily for the transmission of voice long distance
services on behalf of both wholesale and retail customers. Switched voice services provided 34% and 37% of
Broadband segment revenue in 2003 and 2002, respectively.

Network construction and other services consisted of large, joint-use network construction projects. The Company
typically gained access to rights-of-way or additional fiber routes through its network construction activities. In
November 2001, the Company announced its intention to exit the network construction business upon completion of
one remaining contract as discussed in Note 6 of the Notes to Consolidated Financial Statements. That contract to
build a fiber route system was in dispute before the interested parties reached a final settlement in February 2004 as
discussed in Note 11 of the Notes to Consolidated Financial Statements.

8
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BUSINESS OUTLOOK

There is substantial competition in the telecommunications industry. Competition may intensify due to the efforts of
existing competitors to address difficult market conditions through reduced pricing, bundled offerings or otherwise, as
well as a result of the entrance of new competitors and the development of new technologies, products and services. If
the Company cannot offer reliable, value-added services on a price competitive basis in any of its markets, it could be
adversely impacted by competitive forces. In addition, if the Company does not keep pace with technological
advances or fails to respond timely to changes in competitive factors in the industry, the Company could lose market
share or experience a decline in revenue and profit margins.

Excluding the Broadband segment, the Company expects revenue to decline in the low single-digits compared to
2003, and operating income to be in the range of $295 million to $310 million, as a result of higher sales and
marketing expense related to the Company defending its market position through incremental wireless and DSL
customer acquisitions, particularly into service bundles that include an access line. In support of these expectations, in
February 2004 the Company launched an aggressive marketing campaign titled You Add, We Subtract , designed to
promote further bundled suites of communications services on a single bill for a reduced flat monthly fee. The
Company also expects greater depreciation expense related to shortening the estimated depreciable life of its TDMA
network assets to the end of 2006. The Company expects capital expenditures to remain at approximately 10% to 12%
of future revenue.

The Company has substantial state and federal operating loss tax carryforwards. As a result, the Company expects
cash payments of less than $5 million related to income taxes in 2004. The Company expects its effective tax rate to
be approximately 50%.

CBT faces competition from other local exchange carriers, wireless service providers, interexchange carriers, cable

and satellite providers and Internet service providers. The Company believes CBT will face greater competition as

more competitors emerge and focus resources on the Greater Cincinnati metropolitan area. In November 2003, Time
Warner Cable filed an application with the Public Utilities Commission of Ohio to provide local and interexchange

voice service in several market areas in Ohio, including Cincinnati, and expects to begin offering residential service in
2004. In March 2004, the local gas and electric supplier announced that it would begin offering high-speed Internet

access over electrical lines to customers in CBT s operating area. Also, the emerging voice over internet protocol

( VoIP ) providers offering service in other areas of the country may begin offering service in CBT s operating territory.

CBW is one of six active wireless service providers in the Cincinnati and Dayton, Ohio metropolitan market areas,
including Cingular, Sprint PCS, T-Mobile, Verizon and Nextel, all of which are nationally known and well funded.
The Company anticipates that continued competition will likely continue to cause the market prices for wireless
products and services to decline in the future. CBW s ability to compete will depend, in part, on its ability to anticipate
and respond to various competitive factors affecting the telecommunications industry. Furthermore, as evidenced by
AWE s recent announcement that it has agreed to be acquired by Cingular, there has been a trend in the wireless
communications industry towards consolidation through joint ventures, reorganizations and acquisitions. The
Company expects this consolidation to lead to larger competitors with greater resources and more service offerings
than CBW. At this time it is not completely clear what impact the Cingular/AWE merger will have on the operations
of CBW or on Cingular s/AWE s desire to remain in the CBW venture. However, CBW s implementation of
GSM/GPRS should improve the Company s ability to compete through preservation and enhancement of existing
revenue streams, lower incremental capital expenditures per gross subscriber addition, lower network cost per minute
of use, and minimal additional investment in the legacy TDMA network.

9
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The Company s other subsidiaries operate in a largely local or regional area, and each of these subsidiaries faces
significant competition. CBAD s competitors include resellers, competitive local exchange providers and large
national long distance carriers such as AT&T Corp., MCI and Sprint Corporation, in addition to emerging voice over
internet protocol ( VoIP ) providers. Public competes with several other public payphone providers, some of which are
national in scope and offer lower prices for coin-based local calling services. Public has also continued to be adversely
impacted by the growing penetration of wireless communications.

CBTS competes against numerous other information technology consulting, computer system integration and
managed-service providers, many of which are larger, national in scope and better financed.

The Company intends to continue to utilize its investment in its local wireline communications network and its
regional wireless network to provide new and incremental product and service offerings to its customers in the Greater
Cincinnati and Dayton, Ohio markets and utilize its well-regarded brand name to enter new markets near its current
operating territory.

The information presented below supplements Item 7 of the Company s 2003 Annual Report on Form 10-K solely to
reflect the segment realignment, and solely with respect to the years ended December 31, 2003 and 2002.

Management s Discussion and Analysis of Financial Condition and Results of Operations

Management s Discussion and Analysis of Financial Condition and Results of Operations which follows should be
read in conjunction with the Consolidated Financial Statements and accompanying Notes to Consolidated Financial
Statements.

Cincinnati Bell Inc. ( the Company ), f/k/a Broadwing Inc., provides diversified telecommunications services through
businesses in five segments: Local, Wireless, Hardware and Managed Services, Other and Broadband. A further
discussion of these segments and their operating results is discussed in Business , and in the individual segment
discussions, which begin on page 22 of this Report on Form §-K.

Introductory Note

As previously disclosed, the Company has been investigating the allegations contained in an amended class action
securities lawsuit filed in December 2003. These allegations relate primarily to the manner in which the Company
recognized revenue, and wrote down assets, with respect to its former broadband business. The Audit Committee of
the Company s Board of Directors has now completed its investigation of those matters. In connection with that
investigation, adjustments have been identified related to the manner in which the Company recorded a particular
broadband network construction agreement entered into in 2000. These adjustments related to the timing of revenue
recognition resulting from the inappropriate inclusion of certain costs that had not been fully incurred and use of
estimates regarding the extent to which the construction contract had been completed. The Company has restated its
financial statements to reflect the revised accounting for this contract. In investigating plaintiffs other allegations, the
Audit Committee did not identify any information that warranted any modification or change to the Company s
financial statements.

In connection with the restatement relating to the construction contract, the Company s revenue for the nine month
period ended September 30, 2003 was unchanged compared to amounts previously reported, cost of services and
products for the nine month period decreased by $50.5 million, or 8.39%, and net income for the nine month period
increased by $50.5 million, or 11.52%; revenue and cost of services and products were unchanged in 2002 and the net
loss for 2002 increased by $18.0 million, or 0.43%; revenue for 2001 decreased by $30.6 million, or 1.34%, cost of
services and products for 2001 increased by $15.1 million, or 1.31%, and
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the net loss for 2001 increased by $29.4 million, or 10.27%; and revenue for 2000 decreased by $22.7 million, or
1.14%, cost of services and products for 2000 decreased by $17.9 million, or 1.85%, and the net loss for 2000
increased by $3.1 million, or 0.82%. Thus, there was no cumulative change to net income or shareowners equity from
2000 through 2003 as a result of the restatement. A summary of the effects of the restatement on the Company s
financial statements follows:

2003 2002 2001 2000
(through

9/30)
Revenue, as previously reported $1,246.6 $ 2,178.6 $2,282.9 $1,992.9
Adjustment (30.6) (22.7)
Revenue, as restated $1,246.6 $ 2,178.6 $2,252.3 $1,970.2
Cost of services and products, as previously reported $ 601.7 $ 1,035.6 $1,1542 $ 966.3
Adjustment (50.5) 15.1 (17.9)
Cost of services and products, as restated $ 5512 $ 1,035.6 $1,169.3 $ 9484
Net income (loss), as previously reported $ 4384 $(4,2223) $ (286.2) $ (377.1)
Adjustment 50.5 (18.0) (29.4) 3.1
Net income (loss), as restated $ 488.9 $(4,2403) $ (315.6) $ (380.2)

The Company s restatement includes the reversal of a related unbilled account receivable of $50.5 million that was
previously written off in the second quarter of 2003, as the account receivable was eliminated as a result of the
adjustments to revenue in 2001 and 2000.

In November 2001, the Company publicly announced its intention to exit the broadband network construction
business. Thereafter, the Company did not enter into any new network construction agreements and no revenue was
recognized in either 2002 or 2003 on the broadband network construction contract referenced above. As previously
disclosed, the Company effectively completed the sale of substantially all of the assets of its broadband business in
June 2003. See below Broadband Costs and Expenses.

As a result of the restatement of the Company s previously issued financial statements, the Company was in default on
its Credit Agreement and 16% Notes Indenture, and as a result of cross-default provisions, the Cincinnati Bell
Telephone Notes. In March 2004, the Company s Credit Agreement and 16% Notes Indenture were amended to
provide that the restatement does not constitute an event of default, which eliminated the cross-default of the
Cincinnati Bell Telephone Notes.

The Company filed amended Form 10-Qs to restate its financial statements for the quarters ended March 31, 2003,
June 30, 2003 and September 30, 2003.

The restated consolidated financial statements for the year ended December 31, 2002 in this Form 8-K supercede the
financial statements for such period in the Company s Form 10-K for the year ended December 31, 2002.
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For a further discussion of the restatement, see Note 2 of the Notes to Consolidated Financial Statements.

During the second and third quarter of 2003, the Company sold substantially all of the assets of its broadband
business, which is reported in the Broadband segment. These assets were held by the Company s wholly owned
subsidiary, BRCOM (f/k/a Broadwing Communications Inc.). Refer to Note 3 of the Notes to the Consolidated
Financial Statements for a detailed discussion of the sale. During the first quarter of 2002, the Company sold
substantially all of the assets of Cincinnati Bell Directory ( CBD ), which was previously reported in the Other
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segment. The disposition of CBD has been accounted for as a discontinued operation in accordance with SFAS 144.
Executive Summary

Cincinnati Bell Inc., is a full-service local provider of data and voice communications services and equipment and a
regional provider of wireless and long distance communications services. The Company provides telecommunications
service on its owned local network with a well-regarded brand name and reputation for service. The Company
operates in five business segments: Local, Wireless, Hardware and Managed Services, Other and Broadband.

For Cincinnati Bell, 2003 was a year of transition. The Company reached an agreement to sell substantially all of its
broadband business in February 2003 and completed the sale in the second and third quarters of the year. In March of
2003, the Company raised $350 million in new capital and renegotiated its credit facility in a challenging capital
market for telecommunications companies. In May of 2003 the Company changed its name to Cincinnati Bell in a
return to the roots of the Company s success over the past 130 years. In August of 2003, the Company exchanged the
debt and preferred stock assumed in the acquisition of the broadband business for common shares of Cincinnati Bell
Inc., reducing debt without sacrificing liquidity or utilizing cash. In July and November of 2003, the Company again
accessed the capital markets, this time as the Company focused on generating cash flow and reducing debt, raising
$500 million from the issuance of senior notes and $540 million from the issuance of senior subordinated notes. These
transactions, combined with cash flow generated from operations, allowed the Company to decrease its debt and
minority interest obligations by $675 million during 2003, to $2,328 million, and enter 2004 focused on generating
cash flow to reduce debt and defend its market position.

The Company expects 2004 to be challenging as it continues to reduce debt and defend its core businesses from new
and current competitors. In October 2003, the Company launched a GSM/GPRS wireless network in order to improve
its cost structure and to offer enhanced wireless data services. In December 2003, the Company announced
management reporting changes intended to focus resources on its key products local access, wireless, high-speed
internet access and long distance and to reduce its expense structure to generate more cash and pay down debt. In
March 2004, the Company upgraded its DSL network to provide even higher speed internet access up to four times
faster than the existing DSL network. In February 2004, the Company also launched an aggressive marketing
campaign titled You Add, We Subtract. The marketing campaign is designed to introduce a bundled suite of
communications services offering unlimited local, unlimited long distance, unlimited wireless and high-speed internet
service on a single bill for a reduced flat monthly fee. This marketing campaign expands on the Company s bundling
strategy which has been successful in increasing monthly consumer revenue per household to $74.80 in 2003 from
$72.84 in 2002, which represents a year over year increase of 3%.

Excluding the Broadband segment, the Company expects revenue to decline in the low single-digits compared to
2003, and operating income to be in the range of $295 million to $310 million as a result of higher sales and
marketing expense related to incremental wireless and DSL customer acquisitions particularly into service bundles
that include an access line. The Company believes its strategy to defend its local market and make targeted entry into
adjacent operating territories while, at the same time, reducing debt is the best approach to maintain and enhance
shareholder value. The Company also intends to maintain its reputation for quality service established over the course
of its 130-year history in the Greater Cincinnati area.

12
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Critical Accounting Policies and Estimates

The preparation of consolidated financial statements requires the Company to make estimates and judgments that
affect the reported amounts of assets, liabilities, revenue and expenses. The Company continually evaluates its
estimates, including but not limited to, those related to revenue recognition, bad debts, income taxes, fixed assets,
depreciation, access line costs, restructuring, pensions, other postretirement benefits and contingencies. The Company
bases its estimates on historical experience and on various other assumptions believed to be reasonable under the facts
and circumstances. Actual results may differ from these estimates under different assumptions or conditions.

The Company believes the following critical accounting policies impact the more significant judgments and estimates
used in the preparation of its consolidated financial statements. Additionally, the Company s senior management has
discussed the critical accounting policies and estimates with the Audit and Finance Committee. For a more detailed
discussion of the application of these and other accounting policies, refer to Note 1 of the Notes to Consolidated
Financial Statements.

Revenue Recognition The Company recognizes revenue as services are provided. Local access fees are billed
monthly, in advance, while revenue is recognized as the services are provided. Postpaid wireless, long distance,
switched access, reciprocal compensation and data and Internet product services are billed monthly in arrears, while
the revenue is recognized as the services are provided. The Company bills service revenue in regular monthly cycles,
which are dispersed throughout the days of the month. Because the day of each billing cycle rarely coincides with the
end of the Company s reporting period, for usage-based services such as postpaid wireless, long distance and switched
access the Company must estimate service revenues earned but not yet billed. The Company bases its estimates upon
historical usage and adjusts these estimates during the period in which the Company can determine actual usage,
typically in the following reporting period. If the actual usage differs materially from the estimated usage, these
adjustments may have a material impact upon operating results of the Company during the period of the adjustment.

The Company recognizes equipment revenue generally upon customer receipt or if contractually specified upon the
performance of contractual obligations, such as shipment, delivery, installation or customer acceptance.

Prior to the sale of the broadband assets in the second and third quarter of 2003 (refer to Note 3 of the Notes to the
Consolidated Financial Statements), broadband transport services were billed monthly, in advance, while revenue was
recognized as the services were provided. In addition, the Company had entered into indefeasible right-of-use ( IRU )
agreements, which represent the lease of network capacity or dark fiber, recording unearned revenue at the earlier of
the acceptance of the applicable portion of the network by the customer or the receipt of cash. The buyer of IRU
services typically paid cash or other consideration upon execution of the contract, and the associated IRU revenue was
recognized over the life of the agreement as services were provided, beginning on the date of customer acceptance. In
the event the buyer of an IRU terminated a contract prior to the contract expiration and released the Company from the
obligation to provide future services, the remaining unamortized unearned revenue was recognized in the period in
which the contract was terminated. Concurrent with the broadband asset sale, substantially all of the remaining IRU
obligations were assumed by the buyer of the broadband assets.

Cost of Providing Service Prior to the sale of the broadband assets (refer to Note 3 of the Notes to Consolidated
Financial Statements), the Company maintained an accrued liability related to the broadband business for the cost of
circuits leased from other carriers and access minutes of use not yet invoiced in order to appropriately record such
costs in the period incurred. The Company determined the estimate of the accrued cost of service liability based on a
variety of factors including circuits added or disconnected during the period, expected recovery of disputed amounts
and the mix of domestic and international access minutes of use. If the
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actual amounts recovered from disputes were less than expected or other charges were greater than expected, an
additional accrual and related expense was recorded. Concurrent with the broadband asset sale, the accrued liability
for cost of providing service was assumed by the buyer.

Income Taxes The income tax provision consists of an amount for taxes currently payable and an expense (or
benefit) for tax consequences deferred to future periods. The ultimate realization of the deferred income tax assets
depends upon the Company s ability to generate future taxable income during the periods in which basis differences
and other deductions become deductible and prior to the expiration of its net operating loss carryforwards.

In the fourth quarter of 2003, the Company reversed $823.0 million of deferred tax asset valuation allowance
previously established primarily due to the uncertainties surrounding BRCOM s liquidity that were substantially
mitigated. In 2004 the Company expects its effective tax rate to be approximately 50%.

As of December 31, 2003, the Company had net deferred tax assets of $739.3 million, which included a valuation
allowance of $262.0 million related to certain state and local net operating loss carryforwards. The Company
concluded, due to the sale of the broadband business and the historical and future projected earnings of the remaining
businesses, that the Company will utilize future deductions and available net operating loss carryforwards prior to
their expiration. The Company also concluded that it was more likely than not that certain state tax net operating loss
carryforwards would not be realized based upon the analysis described above and therefore provided a valuation
allowance.

Allowances for Uncollectible Accounts Receivable The Company establishes the allowances for uncollectible
accounts using both percentages of aged accounts receivable balances to reflect the historical average of credit losses
and specific provisions for certain large, potentially uncollectible balances. The Company believes its allowance for
uncollectible accounts is adequate based on the methods previously described. However, if one or more of the
Company s larger customers were to default on its accounts receivable obligations, or general economic conditions in
the Company s operating area deteriorated, the Company could be exposed to potentially significant losses in excess of
the provisions established. Substantially all of the Company s outstanding accounts receivable balances are with
entities located within its geographic operating areas. Regional and national telecommunications companies account

for the remainder of the Company s accounts receivable balances. No one entity or group of legally affiliated entities
represents more than 10% of the outstanding accounts receivable balances.

Estimated Useful Lives and Depreciation of Property, Plant and Equipment The Company s provision for
depreciation of telephone plant is determined on a straight-line basis using the whole life and remaining life methods.
Provision for depreciation of other property is based on the straight-line method over the estimated economic useful
life. Repairs and maintenance expense items are charged to expense as incurred.

The Company estimates the useful lives of plant and equipment in order to determine the amount of depreciation and
amortization expense to be recorded during any reporting period. The majority of the Local segment plant and
equipment is depreciated using the group method, which develops a depreciation rate (annually) based on the average
useful life of a specific group of assets rather than for each individual asset as would be utilized under the unit
method. The estimated life of the group changes as the composition of the group of assets and their related lives
change. Such estimated life of the group is based on historical experience with similar assets, as well as taking into
account anticipated technological or other changes. If technological changes were to occur more rapidly than
anticipated or in a different form than anticipated, the useful lives assigned to these assets may need to be shortened,
resulting in the recognition of increased depreciation and amortization expense in future periods. Likewise, if the
anticipated technological or other changes occur more slowly than expected, the life of the group could be extended
based on the life assigned to new assets added to
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the group. This could result in a reduction of depreciation and amortization expense in future periods. A one-year
decrease or increase in the useful life of these assets would increase or decrease depreciation and amortization expense
by approximately $15.3 million and $10.7 million, respectively. The Company has reviewed these types of assets for
impairment whenever events or circumstances indicate that the carrying amount may not be recoverable over the
remaining lives of the assets. In assessing impairments, the Company follows the provisions of Statement of Financial
Accounting Standards No. 144 Accounting for the Impairment or Disposal of Long-Lived Assets ( SFAS 144 ).

During the fourth quarter of 2003, the Company revised the estimated economic useful life of its wireless TDMA
network due to the implementation of and expected migration to its GSM/GPRS network. The Company shortened its
estimate of the economic useful life of its TDMA network to December 31, 2006. The Wireless segment recorded
additional depreciation expense of $5.2 million to reflect the acceleration of depreciation for the TDMA network. If

the migration to GSM/GPRS technology occurs more rapidly than the Company s current estimates, the Company may
be required to revise its estimate further or record an impairment charge related to its TDMA network. In 2003, the
change in estimate reduced operating income and net income by $5.2 million and $3.4 million, respectively. In 2003,
basic and diluted earnings per share were decreased by $0.02 and $0.01, respectively, as a result of this change in
estimate.

Technological change, which occurs more rapidly than expected, may have the effect of shortening the estimated
depreciable life of other network and operating assets that the Company employs. This could have a substantial impact
on the consolidated depreciation expense and net income of the consolidated Company.

Prior to the beginning of 2003, the Company estimated net removal costs for outside plant assets of CBT and to the
extent these costs exceeded gross salvage values, the Company increased its periodic depreciation expense to capture
the difference between estimated net removal costs and gross salvage values in accumulated depreciation. When the
Company retired these assets and expended the net removal costs, the Company recognized net removal costs as a
reduction to accumulated depreciation.

In connection with the adoption of Statement of Financial Accounting Standards No. 143, Accounting for Asset
Retirement Obligations ( SFAS 143 ), effective January 1, 2003, the Company removed the then existing accrued costs
for the removal of outside telephone plant from the accumulated depreciation accounts. These accrued costs totaled

$85.9 million, net of taxes, which the Company recognized as income. Refer to Note 1 of the Notes to Condensed
Consolidated Financial Statements.

Since the Company had previously accrued for net removal costs in excess of salvage value in depreciation expense,
depreciation expense for CBT was $6.7 million lower in 2003 than it would have otherwise been absent this
accounting change. In total, CBT s depreciation expense declined by $21.0 million in 2003 from $146.7 million in
2002 to $125.7 in 2003. CBT expensed $2.2 million of cost of products and services in 2003 related to net removal
costs in excess of salvage value.

Goodwill and Indefinite-Lived Intangible Assets Goodwill represents the excess of the purchase price
consideration over the fair value of assets acquired recorded in connection with purchase business combinations.
Indefinite-lived intangible assets consist primarily of Federal Communications Commission ( FCC ) licenses for
spectrum of the Wireless segment. The Company determined that its wireless licenses met the definition of
indefinite-lived intangible assets under Statement of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets ( SFAS 142 ) as the Company believes the need for wireless spectrum will continue independent of
technology and the Company may renew the wireless licenses in a routine manner every ten years for a nominal fee,
provided the Company continues to meet the service and geographic coverage provisions required by the FCC. Upon
the adoption of SFAS 142 on January 1, 2002, the Company ceased amortization of remaining goodwill and
indefinite-lived intangible assets. Pursuant to SFAS 142, goodwill and
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intangible assets not subject to amortization are tested for impairment annually, or when events or changes in
circumstances indicate that the asset might be impaired. For goodwill, a two-step impairment test is performed. The
first step compares the fair value of a reporting unit with its carrying amount, including goodwill. If the carrying value
of a reporting unit exceeds its fair value, the second step of the impairment test is performed to measure the amount of
impairment loss. The second step compares the implied fair value of the reporting unit goodwill with the carrying
amount of that goodwill. The implied fair value is determined by allocating the fair value of a reporting unit to all of
the assets and liabilities of that unit as if the reporting unit had been acquired in a business combination. The excess of
the fair value of a reporting unit over the amounts assigned to its assets and liabilities is the implied fair value of
goodwill. If the carrying amount of the reporting unit goodwill is in excess of the implied fair value of that goodwill,
then an impairment loss is recognized equal to that excess. For indefinite-lived intangible assets, the impairment test
consists of a comparison of the fair value of the intangible asset with its carrying value. If the carrying value of an
indefinite-lived intangible asset exceeds its fair value, an impairment loss is recognized in an amount equal to that
excess.

Impairment of Long-lived Assets, Other than Goodwill and Indefinite-Lived Intangibles The Company reviews
the carrying value of long-lived assets, other than goodwill and indefinite-lived intangible assets discussed above,
when events or changes in circumstances indicate that the carrying amount of the assets may not be recoverable. An
impairment loss is recognized when the estimated future undiscounted cash flows expected to result from the use of an
asset (or group of assets) and its eventual disposition are less than its carrying amount. An impairment loss is
measured as the amount by which the asset s carrying value exceeds its estimated fair value.

Competition from new or more cost effective technologies could affect the Company s ability to generate cash flow
from its network-based services. This competition could ultimately result in an impairment of certain of the Company s
tangible or intangible assets. This could have a substantial impact on the operating results of the consolidated

Company.

During the fourth quarter of 2002, the Company performed an impairment assessment of its Broadband segment
long-lived assets as a result of the restructuring plan implemented during the quarter and the strategic alternatives
being explored, including the potential sale of the Broadband business. This assessment considered all of the
contemplated strategic alternatives for the Broadband segment, including a potential sale of assets, using a
probability-weighted approach. Based on this assessment, the Company determined that the long-lived broadband
assets were impaired and recorded a $2,200.0 million non-cash impairment charge to reduce the carrying value of
these assets. Of the total charge, $1,901.7 million related to tangible fixed assets and $298.3 million related to
finite-lived intangible assets.

The Company recorded a $3.4 million asset impairment in the fourth quarter of 2003 to write-down the value of its
public payphone assets to fair value. The Company calculated the fair value of the assets utilizing a discounted cash
flow analysis based on the best estimate of projected cash flows from the underlying assets.

Pension and Postretirement Benefits The Company calculates net periodic pension and postretirement expenses
and liabilities on an actuarial basis under the provisions of Statement of Financial Accounting Standards No. 87,

Employers Accounting for Pensions ( SFAS 87 ), Statement of Financial Accounting Standards No. 106, Employers
Accounting for Postretirement Benefits Other Than Pensions ( SFAS 106 ) and Statement of Financial Accounting
Standards No. 112, Employers Accounting for Postretirement Benefits ( SFAS 112 ). The key assumptions used in
determining these calculations are disclosed in Note 15 of the Notes to Consolidated Financial Statements. The
actuarial assumptions attempt to anticipate future events and are used in calculating the expenses and liabilities related
to these plans.
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The most significant of these numerous assumptions, which are reviewed annually, include the discount rate, expected
long-term rate of return on plan assets and health care cost trend rates. The discount rate is selected based on current
market interest rates on high-quality, fixed-income investments at December 31 of each year. The health care cost
trend rate is based on actual claims experience and future projections of medical cost trends. The actuarial
assumptions used may differ materially from actual results due to the changing market and economic conditions and
other changes. Revisions to and variations from these estimates would impact assets, liabilities, costs of services and
products and selling, general and administrative expenses.

The following table represents the sensitivity of changes in certain assumptions related to the Company s pension and
postretirement plans:

Postretirement and Other

Pension Benefits Benefits
% Point Increase/(Decreashcrease/(Decreakagrease/(Decreaskcrease/(Decrease)
in 2004 in 2004
(dollars in millions) Change in Obligation Expense in Obligation Expense
Discount rate +-05% $ (20.0/20.0 $ (0.4)/0.2 $ (13.0/13.0 $ (0.3)/0.2
Expected return on assets +/- 1% $ 5.0/(5.0) $ 0.8/(0.8)
Health care cost trend +/- 1% n/a nfa $ 11.9/10.7) $ 0.7/(0.7)

The expected long-term rate of return on plan assets, developed using the building block approach, is based on the
following: the participant s benefit horizons; the mix of investments held directly by the plans, which is generally 60%
equities and 40% bonds; and, the current view of expected future returns, which is in