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Charter Communications Holdings, LLC (Charter Holdings) and Charter
Communications Holdings Capital Corporation filed this Current Report on January
18, 2000, announcing the transfer of cable systems from Charter Communications
Holding Company, LLC (Charter Holdco). Charter Holdings and Charter
Communications Holdings Capital Corporation amended this Current Report on March
16, 2000, to include historical financial statements and pro forma financial
information. The disclosure under Item 2 in the original report is hereby
incorporated by reference into this Amended Report. This Amended Report is
being filed to include the reports of independent auditors for the historical
financial statements of Fanch Cablevision, L.P. and affiliates (Fanch) and to
remove the term "unaudited" from Fanch's historical financial statements.
Fanch's combined financial position and results of operations remain unchanged
from the filing on March 16, 2000.



ITEM 2. ACQUISITION OF ASSETS.

On January 1, 2000, Charter Holdings and Charter Holdco, the parent of
Charter Holdings, effected a number of transactions to transfer acquired cable
systems to Charter Holdings. As a result of these transactions, Charter Holdings
became the indirect parent of cable systems of Fanch, Falcon Communications,
L.P. (Falcon), now known as CC VII Holdings, LLC, and Avalon Cable LLC (Avalon),
now known as CC V Holdings, LLC.

Charter Holdings and Charter Communications Holdings Capital Corporation
filed this Current Report on January 18, 2000, announcing the transfer of cable
systems to Charter Holdings, and the disclosure under Item 2 in the original
report is hereby incorporated by reference into this Amended Report. This
Amended Report is being filed to provide certain historical financial statements
of Fanch, Falcon and Avalon and pro forma financial information reflecting the
transfer of cable systems to Charter Holdings.



ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL INFORMATION AND EXHIBITS

(a) Financial statements of businesses acquired.

Audited financial statements of Falcon, Fanch and Avalon are
included herein beginning on page F-1.

(b) Pro forma financial information.

Pursuant to Article 11 of Regulation S-X, pro forma unaudited
financial information that gives effect to the transfer of
cable systems to Charter Holdings are included herein
beginning on page P-1.

(c) Exhibits.

* previously filed.

Contribution and Sale Agreement entered into as of
December 30, 1999, by and among Charter Communications
Holding Company, LLC, CC VII Holdings, LLC, and Charter
Communications VII, LLC.*

Contribution and Sale Agreement entered into as of
December 30, 1999, by and among Charter Communications
Holding Company, LLC and Charter Communications
Holdings, LLC.*
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REPORT OF INDEPENDENT AUDITORS

Partners
Falcon Communications, L.P.

We have audited the accompanying consolidated balance sheets of Falcon
Communications, L.P. (successor to Falcon Holding Group, L.P.) as of December
31, 1997 and 1998, and the related consolidated statements of operations,
partners' deficit and cash flows for each of the three years in the period ended
December 31, 1998. These consolidated financial statements are the
responsibility of the Partnership's management. Our responsibility is to express
an opinion on these consolidated 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 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. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the consolidated financial position of
Falcon Communications, L.P. (successor to Falcon Holding Group, L.P.) at
December 31, 1997 and 1998 and the results of its operations and its cash flows
for each of the three years in the period ended December 31, 1998, in conformity
with generally accepted accounting principles.

/S/ ERNST & YOUNG LLP

Los Angeles, California
March 5, 1999



FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

CONSOLIDATED BALANCE SHEETS

ASSETS:
Cash and cash equivalents...... ..ottt ininenennnns

Receivables:
Trade, less allowance of $825,000 and $670,000 for

POSSIble 10SSES. ittt it ittt ittt i i e e
Affiliates . it e e e e
Other asSSetsS . ittt ittt i ittt ittt e
Property, plant and equipment, less accumulated
depreciation and amortization.............. ... i,
Franchise cost, less accumulated amortization of
$203,700,000 and $226,526,000. ... .00ttt

Goodwill, less accumulated amortization of $18,531,000 and
$25, 646,000 . ¢ ittt e e e e e e e e
Customer lists and other intangible costs, less
accumulated amortization of $25,517,000 and
$59,422,000 . ittt e e e e e e e
Deferred loan costs, less accumulated amortization of
$7,144,000 and $2,014,000. ...ttt ennennnn

LIABILITIES AND PARTNERS' DEFICIT

LIABILITIES:

NOteS PayabD e . ittt it et e e e e e e e
Accounts payable. . .ttt e e e e e e
ACCTUEA ERPENSES . ¢ vt it ittt it tte ettt taetae it eneennennns
Customer deposits and prepayments..........eeeeienenenanns
Deferred 1NCOME £aAXES. ..ttt ittt ittt ittt ininnnnnnns
Minority Interest. . ...ttt ittt et
Equity in losses of affiliated partnerships in excess of
Investment. ot i e e e e

B P 0 B N

COMMITMENTS AND CONTINGENCIES
REDEEMABLE PARTNERS' EQUITY ...t itiii ittt ininnnennnnnnnas

PARTNERS' DEFICIT:

General PaArtNeLS . it ittt ittt ittt ittt ittt e e e
Limited PaArtnerS . @it it ittt ettt ettt ettt e e e

TOTAL PARTNERS' DEFICIT. ..ttt ittt ittt ininenennnnennas

DECEMBER 31,

(DOLLARS IN THOUSANDS)

$ 13,917 $ 14,284
13,174 15,760
11,254 2,322
16,352 16,779

324,559 505,894
222,281 397,727
66,879 135,308
59,808 333,017
12,134 24,331

$ 740,358 $1,445,422
$ 911,221 $1,611,353
9,169 10,341
52,789 83,077
1,452 2,257
7,553 8,664

354 403

3,202 —--
985,740 1,716,095
171,373 133,023
(13,200) (408,369)
(403,555) 4,673
(416,755) (403, 696)
$ 740,358 $1,445,422

See accompanying notes to consolidated financial statements.
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FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

CONSOLIDATED STATEMENTS OF OPERATIONS

YEAR ENDED DECEMBER 31,

(DOLLARS IN THOUSANDS)

REVENUES .+t e ettt ettt ettt et e et e et ettt $217,320

EXPENSES:

S VICE COSE St ittt ittt ettt ettt ettt e e 60,302
General and administrative expenses.................. 36,878
Depreciation and amortization.................. ... 100,415
Total EXPeNSES . vttt ittt e ttteinneenneenns 197,595
Operating income (lOSS) ... iiiiiiiiinnnnnnnn. 19,725

OTHER INCOME (EXPENSE) :

Interest exXpense, Net......uiiiiiiiiiiiiinininenenennn (71,602)
Equity in net income (loss) of investee
partnerships. .. ...t i i i e (44)
Other income (exXpense), NeL......iuiiitnenenennnnennns 814
Income tax benefit (expense)...........ciiiiiiiinin.n 1,122
Net loss before extraordinary item..................... (49, 985)
Extraordinary item, retirement of debt................. --
L 1 1 $(49,985)

$255,886

75,643
46,437
118,856

$(60,838)

$ 307,558

97,832
63,401
152,585

(102,591)

(176)
(2,917)
(1,897)

(113,841)
(30,642)

$(144,483)

See accompanying notes to consolidated financial statements.
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FALCON COMMUNICATIONS,

(SUCCESSOR TO FALCON HOLDING GROUP,

CONSOLIDATED STATEMENTS OF PARTNERS'

PARTNERS'

January 1,
Sale of marketable

securities.......... ... ...

Capital contribution..........

Net loss for year.............

DEFICIT,

PARTNERS' DEFICIT,
December 31, 1996......c0iiiiunn..
Reclassification from
redeemable partners'

PARTNERS' DEFICIT,
December 31, 1997...... ...

Reclassification of partners'
deficit......iiiiiiiii,

Redemption of partners'
interests...... ... i

Net assets retained by the
managing general partner....

Reclassification from
redeemable partners'

Acquisition of Falcon Video
and TCI net assets..........

Capital contributions.........

Net loss for year.............

PARTNERS'
December 31,

DEFICIT,
1998. . it

See accompanying notes to

L.P.
L.P.)
DEFICIT
UNREALIZED GAIN ON
GENERAL LIMITED AVAILABLE-FOR-SALE
PARTNERS PARTNERS SECURITIES
(DOLLARS IN THOUSANDS)
$ (12,091) $(399,423) $(167)
-= -- 167
-- 5,000 -
(500) (49,485) -=
(12,591) (443,908) -
-- 100,529 -=
J— 53 -
(609) (60,229) --
(13,200) (403,555) -
(408,603) 408,603 -
(155,908) - -
(5,392) - -
38,350 - -=
280,409 - -=
83 - -
(144,108) (375) -
$(408,369) $ 4,673 s --
consolidated financial statements.
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$(411,681)

167
5,000
(49,985)

(456,499)

100,529
53
(60,838)

(416,755)

(155,908)

(5,392)

38,350

280,409
83
(144,483)
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FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

YEAR ENDED DECEMBER 31,

(DOLLARS IN THOUSANDS)

Cash flows from operating activities:
L= SR Y= $ (49,985)
Adjustments to reconcile net loss to net cash
provided by operating activities:

Payment-in-kind interest expense................ 26,580
Amortization of debt discount................... --
Depreciation and amortization................... 100,415
Amortization of deferred loan costs............. 2,473
Write-off deferred loan costs...........ooviu.n. -
Gain on sale of securities.............c. ... (2,264)
Gain on casualty 1lOSSE€S....iuiiiiiiiiininnnnnnn -
Equity in net (income) loss of investee

partnerships...... .ot 44
Provision for losses on receivables, net of

FECOVEr IS it ittt ittt et ettt eeeeeeeeeeeeeeeeenn 2,417
Deferred INCOME LAXES. . v e teeeeeneeneeenenenennn (2,684)
Other. o i i e e 764

Increase (decrease) from changes in:

RECEIVAD LIS . ittt ittt ettt ettt et e e e e e (2,420)
Other assets. ... .ottt (274)
Accounts payable. ...t i i e 4,750
ACCTUEd EXPENSES .t v vttt et e tete e teneaeaeaenaenens 10,246
Customer deposits and prepayments............... 569
Net cash provided by operating activities....... 90,631

Cash flows from investing activities:

Capital expenditUres. . ...ttt inennenenennns (57,668)
Proceeds from sale of available-for-sale

[T Bl e I = 9,502
Increase in intangible assets............ ... (4,847)
Acquisitions of cable television systems........... (247,397)
Cash acquired in connection with the acquisition of

TCI and Falcon Video Communications, L.P. ...... -
Proceeds from sale of cable system................. 15,000
Assets retained by the Managing General Partner.... -
(Ol o 1,163

Net cash used in investing activities........... (284,247)

Cash flows from financing activities:

Borrowings from notes payable.......... ... 700,533
Repayment of debt...... ..., (509,511)
Deferred 10AN COSES . vttt tin e teeeinneeeeeeneeenennn (3,823)
Capital contributions..........oiiiiiiiiiinnnnnnnnn 5,000
Redemption of partners' interests.................. -
Minority interest capital contributions............ -

Net cash provided by (used in) financing

F T ol v I o Y = 192,199
Increase (decrease) in cash and cash equivalents..... (1,417)
Cash and cash equivalents, at beginning of year...... 15,050
Cash and cash equivalents, at end of year............ $ 13,633

$(60,838)

20,444

118,856
2,192

(3,476)

(443)

(76,323)

(1,770)

S (144,483)

19,342
152,585
2,526
10,961

(314)

176

(96,367)

(7,124)
(83,391)

317

(3,656)
1,893

2,388,607
(2,244,752)
(25,684)

(1,170)
83

See accompanying notes to consolidated financial statements.
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FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 -- SUMMARY OF ACCOUNTING POLICIES
FORM OF PRESENTATION

Falcon Communications, L.P., a California limited partnership (the
"Partnership") and successor to Falcon Holding Group, L.P. ("FHGLP"), owns and
operates cable television systems serving small to medium-sized communities and
the suburbs of certain cities in 25 states. On September 30, 1998, pursuant to a
Contribution and Purchase Agreement dated as of December 30, 1997, as amended
(the "Contribution Agreement"), FHGLP acquired the assets and liabilities of
Falcon Video Communications, L.P. ("Falcon Video" or the "Falcon Video
Systems"), in exchange for ownership interests in FHGLP. Simultaneously with the
closing of that transaction, in accordance with the Contribution Agreement,
FHGLP contributed substantially all of the existing cable television system
operations owned by FHGLP and its subsidiaries (including the Falcon Video
Systems) to the Partnership and TCI Falcon Holdings, LLC ("TCI") contributed
certain cable television systems owned and operated by affiliates of TCI (the
"TCI Systems") to the Partnership (the "TCI Transaction"). As a result, TCI
holds approximately 46% of the equity interests of the Partnership and FHGLP
holds the remaining 54% and serves as the managing general partner of the
Partnership. The TCI Transaction is being accounted for as a recapitalization of
FHGLP into the Partnership and the concurrent acquisition by the Partnership of
the TCI Systems.

The consolidated financial statements include the accounts of the
Partnership and its subsidiary holding companies and cable television operating
partnerships and corporations, which include Falcon Cable Communications LLC
("Falcon LLC"), a Delaware limited liability company that serves as the general
manager of the cable television subsidiaries. The assets contributed by FHGLP to
the Partnership excluded certain immaterial investments, principally FHGLP's
ownership of 100% of the outstanding stock of Enstar Communications Corporation
("ECC"), which is the general partner and manager of fifteen limited
partnerships operating under the name "Enstar". ECC's ownership interest in the
Enstar partnerships ranges from 0.5% to 5%. Upon the consummation of the TCI
Transaction, the management of the Enstar partnerships was assigned to the
Partnership by FHGLP. The consolidated statements of operations and statements
of cash flows for the year ended December 31, 1998 include FHGLP's interest in
ECC for the nine months ended September 30, 1998. The effects of ECC's
operations on all previous periods presented are immaterial.

Prior to closing the TCI Transaction, FHGLP owned and operated cable
television systems in 23 states. FHGLP also controlled, held varying equity
interests in and managed certain other cable television partnerships (the
"Affiliated Partnerships") for a fee. FHGLP is a limited partnership, the sole
general partner of which is Falcon Holding Group, Inc., a California corporation
("FHGI"). FHGI also holds a 1% interest in certain of the subsidiaries of the
Partnership. At the beginning of 1998, the Affiliated Partnerships were
comprised of Falcon Classic Cable Income Properties, L.P. ("Falcon Classic")
whose cable television systems are referred to as the "Falcon Classic Systems,"
Falcon Video and the Enstar partnerships. As discussed in Note 3, the Falcon
Classic Systems were acquired by FHGLP during 1998. The Falcon Video Systems
were acquired on September 30, 1998 in connection with the TCI Transaction. As a
result of these transactions, the Affiliated Partnerships consist solely of the
Enstar partnerships from October 1, 1998 forward.

All significant intercompany accounts and transactions have been eliminated
in consolidation. The consolidated financial statements do not give effect to
any assets that the partners may have
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\ FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)

outside their interests in the Partnership, nor to any obligations, including
income taxes, of the partners.

On July 12, 1996, the Partnership acquired the assets of Falcon Cable
Systems Company ("FCSC"), an Affiliated Partnership. The results of operations
of these cable systems have been included in the consolidated financial
statements from July 12, 1996. Management fees and reimbursed expenses received
by the Partnership from FCSC for the period of January 1, 1996 through July 11,
1996 are also included in the consolidated financial statements and have not
been eliminated in consolidation. See Note 3.

CASH EQUIVALENTS

For purposes of the consolidated statements of cash flows, the Partnership
considers all highly liquid debt instruments purchased with an initial maturity
of three months or less to be cash equivalents. Cash equivalents at December 31,
1996, 1997 and 1998 included $4.1 million, $4.5 million and $345,000 of
investments in commercial paper and short-term investment funds of major
financial institutions.

INVESTMENTS IN AFFILIATED PARTNERSHIPS

Prior to closing the TCI Transaction, the Partnership was the general
partner of certain entities, which in turn acted as general partner of the
Affiliated Partnerships. The Partnership's effective ownership interests in the
Affiliated Partnerships were less than one percent. The Affiliated Partnerships
were accounted for using the equity method of accounting. Equity in net losses
were recorded to the extent of the investments in and advances to the
partnerships plus obligations for which the Partnership, as general partner, was
responsible. The liabilities of the Affiliated Partnerships, other than amounts
due the Partnership, principally consisted of debt for borrowed money and
related accrued interest. The Partnership's ownership interests in the
Affiliated Partnerships were eliminated in 1998 with the acquisition of Falcon
Video and Falcon Classic and the retention by FHGLP of its interests in the
Enstar partnerships.

PROPERTY, PLANT, EQUIPMENT AND DEPRECIATION AND AMORTIZATION

Property, plant and equipment are stated at cost. Direct costs associated
with installations in homes not previously served by cable are capitalized as
part of the distribution system, and reconnects are expensed as incurred. For
financial reporting, depreciation and amortization is computed using the
straight-line method over the following estimated useful lives.

CABLE TELEVISION SYSTEMS:

Headend buildings and equipment............oiiuieeninen. 10-16 years
Trunk and distribution.......... ... 5-15 years
Microwave equipment........i it tiitinnteneeeneennnnn 10-15 years

OTHER:

Furniture and equipment..........c.iiuiiiinnennnnnn. 3-7 years
BT/ o o 2 3-10 years
Leasehold improvementsS. ...t i ittt neenneennennn Life of lease
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FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
FRANCHISE COST AND GOODWILL

The excess of cost over the fair values of tangible assets and customer
lists of cable television systems acquired represents the cost of franchises and
goodwill. In addition, franchise cost includes capitalized costs incurred in
obtaining new franchises and in the renewal of existing franchises. These costs
are amortized using the straight-line method over the lives of the franchises,
ranging up to 28 years (composite 15 year average). Goodwill is amortized over
20 years. Costs relating to unsuccessful franchise applications are charged to
expense when it is determined that the efforts to obtain the franchise will not
be successful.

CUSTOMER LISTS AND OTHER INTANGIBLE COSTS

Customer lists and other intangible costs include customer lists, covenants
not to compete and organization costs which are amortized using the
straight-line method over two to five years.

In 1998, the American Institute of Certified Public Accountants issued
Statement of Position 98-5, "Reporting on Costs of Start-Up Activities". The new
standard, which becomes effective for the Partnership on January 1, 1999,
requires costs of start-up activities, including certain organization costs, to
be expensed as incurred. Previously capitalized start-up costs are to be written
off as a cumulative effect of a change in accounting principle. The Partnership
believes that adoption of this standard will not have a material impact on the
Partnership's financial position or results of operations.

DEFERRED LOAN COSTS

Costs related to borrowings are capitalized and amortized to interest
expense over the life of the related loan.

RECOVERABILITY OF ASSETS

The Partnership assesses on an ongoing basis the recoverability of
intangible assets (including goodwill) and capitalized plant assets based on
estimates of future undiscounted cash flows compared to net book value. If the
future undiscounted cash flow estimates were less than net book value, net book
value would then be reduced to estimated fair value, which generally
approximates discounted cash flows. The Partnership also evaluates the
amortization periods of assets, including goodwill and other intangible assets,
to determine whether events or circumstances warrant revised estimates of useful
lives.

REVENUE RECOGNITION

Revenues from customer fees, equipment rental and advertising are
recognized in the period that services are delivered. Installation revenue is
recognized in the period the installation services are provided to the extent of
direct selling costs. Any remaining amount is deferred and recognized over the
estimated average period that customers are expected to remain connected to the
cable television system. Management fees are recognized on the accrual basis
based on a percentage of gross revenues of the respective cable television
systems managed. Effective October 1, 1998, 20% of the management fees from the
Enstar partnerships is retained by FHGLP.

F-9
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FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
DERIVATIVE FINANCIAL INSTRUMENTS

As part of the Partnership's management of financial market risk and as
required by certain covenants in its New Credit Agreement, the Partnership
enters into various transactions that involve contracts and financial
instruments with off-balance-sheet risk, principally interest rate swap and
interest rate cap agreements. The Partnership enters into these agreements in
order to manage the interest-rate sensitivity associated with its variable-rate
indebtedness. The differential to be paid or received in connection with
interest rate swap and interest rate cap agreements is recognized as interest
rates change and is charged or credited to interest expense over the life of the
agreements. Gains or losses for early termination of those contracts are
recognized as an adjustment to interest expense over the remaining portion of
the original life of the terminated contract.

In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards ("SFAS") No. 133, "Accounting for
Derivative Instruments and Hedging Activities," which is required to be adopted
in years beginning after June 15, 1999. The Partnership expects to adopt the new
statement effective January 1, 2000. SFAS 133 will require the Partnership to
recognize all derivatives on the balance sheet at fair value. Derivatives that
are not hedges must be adjusted to fair value through income. If the derivative
is a hedge, depending on the nature of the hedge, changes in the fair value of
derivatives are either offset against the changes in fair value of assets,
liabilities, or firm commitments through earnings or recognized in other
comprehensive income until the hedged item is recognized in earnings. The
ineffective portion of a derivative's change in fair value will be immediately
recognized in earnings. The Partnership believes that adoption of SFAS 133 will
not have a material impact on the Partnership's financial position or results of
operations.

INCOME TAXES

The Partnership and its subsidiaries, except for Falcon First, are limited
partnerships or limited liability companies and pay no income taxes as entities
except for nominal taxes assessed by certain state jurisdictions. All of the
income, gains, losses, deductions and credits of the Partnership are passed
through to its partners. The basis in the Partnership's assets and liabilities
differs for financial and tax reporting purposes. At December 31, 1998, the book
basis of the Partnership's net assets exceeded its tax basis by $621.8 million.

REPORTING COMPREHENSIVE INCOME

In June 1997, the FASB issued SFAS No. 130, "Reporting Comprehensive
Income," which established standards for the reporting and display of
comprehensive income and its components in a full set of comparative
general-purpose financial statements. SFAS 130 became effective for the
Partnership on January 1, 1998. The Partnership does not currently have items of
comprehensive income.
ADVERTISING COSTS

All advertising costs are expensed as incurred.
USE OF ESTIMATES

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and

assumptions that affect the amounts

F-10
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FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)

reported in the financial statements and accompanying notes. Actual results
could differ from those estimates.

RECLASSIFICATIONS

Certain prior year amounts have been reclassified to conform with the 1998
presentation.

NOTE 2 -- PARTNERSHIP MATTERS

The Amended and Restated Agreement of Limited Partnership of FCLP ("FCLP
Partnership Agreement") provides that profits and losses will be allocated, and
distributions will be made, in proportion to the partners' percentage interests.
FHGLP is the managing general partner and a limited partner and owns a 54%
interest in FCLP, and TCI is a general partner and owns a 46% interest. The
partners' percentage interests are based on the relative net fair market values
of the assets contributed to FCLP under the Contribution Agreement, as estimated
at the closing. The percentage interests were subsequently adjusted to reflect
the December 1998 redemption of a small part of FHGLP's partnership interest. To
the extent the relative net fair market values of the assets contributed to FCLP
under the Contribution Agreement, as finally determined, are different from the
estimates used to calculate the partners' percentage interests, one or the other
of the partners will be required to make an additional cash capital contribution
to FCLP so as to cause the partners' capital contributions to be in proportion
to their percentage interests. Any such additional cash contribution is required
to be made only to the extent of distributions by FCLP to the contributing
partner. Any such additional cash contribution must be accompanied by interest
at 9% per year from the date of closing or, in certain cases, from the date on
which FCLP incurred any liability that affected the net fair market value of the
parties' capital contributions.

At any time after September 30, 2005, either TCI or FHGLP can offer to sell
to the other partner the offering partner's entire partnership interest in FCLP
for a negotiated price. The partner receiving such an offer may accept or reject
the offer. If the partner receiving such an offer rejects it, the offering
partner may elect to cause FCLP to be liquidated and dissolved in accordance
with the FCLP Partnership Agreement.

The Partnership expires on July 1, 2013. The Partnership will be dissolved
prior to its expiration date under certain circumstances, including the
withdrawal of FHGLP as the managing general partner (unless the partners vote to
continue the Partnership), the sale of substantially all of the Partnership's
assets, and at the election by TCI in the event of changes in FCLP's key
management.

The FCLP Partnership Agreement provides for an Advisory Committee
consisting of six individual representatives, three of whom are appointed by
FHGLP, two of whom are appointed by TCI and one of whom is appointed by joint
designation of FHGLP and TCI. The FCLP Partnership Agreement prohibits FCLP from
taking certain actions without the affirmative vote of a majority of the members
of the Advisory Committee, including, but not limited to, the following: (1) the
acquisition or disposition of assets under certain circumstances; and (2)
conducting or entering into any line of business other than the ownership and
operation of cable television systems and related and ancillary businesses.

The FCLP Partnership Agreement further prohibits the Partnership from
taking certain actions without the affirmative approval of TCI, including, but
not limited to, the following: (1) any merger, consolidation, recapitalization
or other reorganization, with certain permitted exceptions;

F-11



16
FALCON COMMUNICATIONS, L.P.
(SUCCESSOR TO FALCON HOLDING GROUP, L.P.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)

(2) the acquisition or disposition of assets under certain circumstances; (3)
any sale or disposition of assets that would result in the allocation of taxable
income or gain to TCI; (4) incurring indebtedness if, after giving effect to
such indebtedness, FCLP's Operating Cash Flow Ratio, as defined, would exceed
8.0:1 through April 15, 2000 and 7.5:1 thereafter; (5) the issuance or
redemption of any partnership interest or convertible interest, with certain
permitted exceptions; (6) any transaction with FHGLP or any affiliate of FHGLP,
with certain permitted exceptions; (7) the adoption or amendment of any
management incentive plan; (8) the incurring of Net Overhead Expenses, as
defined, that exceed 4.5% of the gross revenues of FCLP and its subsidiaries in
any fiscal year; or (9) the liquidation or dissolution of FCLP, except in
accordance with the provisions of the FCLP Partnership Agreement.

TCI may elect to purchase all of FHGLP's interests in the Partnership in
certain circumstances if a court finds that FHGLP has engaged in conduct while
acting as Managing General Partner that has resulted in material harm to the
Partnership or TCI.

Prior to the closing of the TCI Transaction, the FHGLP Partnership
Agreement gave certain partners of FHGLP certain rights and priorities with
respect to other partners. Among these rights were stated obligations of the
Partnership to redeem certain partners' partnership interests at fair value or,
in some cases, at stated value. These rights and priorities were eliminated upon
the closing of the TCI Transaction. At the closing of the TCI Transaction, a
portion of the partnership interests held by certain FHGLP limited partners,
having an agreed value of $154.7 million, were redeemed for cash.

Under the amended FHGLP partnership agreement, the non-management limited
partners of FHGLP may elect at certain times either to require the incorporation
of FHGLP or to require that FHGLP elect to incorporate FCLP. Neither of these
elections may be made prior to March 30, 2006. If the non-management limited
partners of FHGLP make either of these elections, then, at any time more than
six months after the election and prior to the date on which the incorporation
is completed, the non-management limited partners of FHGLP may elect to require
that FCLP (or, if FHGLP has purchased all of TCI's interest in FCLP, FHGLP)
purchase all of the non-management partners' partnership interests in FHGLP.
Under certain circumstances, a non-management limited partner of FHGLP may elect
to exclude its partnership interest in FHGLP from the purchase and sale and,
upon such election, all put and call rights with respect to such partner's
partnership interest in FHGLP will terminate.

The put and call rights with respect to the partnership interests of the
non-management partners will terminate automatically if either FHGLP or FCLP is
incorporated, if the corporation that succeeds to the assets of FHGLP or FCLP
concurrently effects an initial public offering, and if the aggregate price to
the public (before underwriting discounts or commissions, registration fees, and
other expenses) of all stock sold in the public offering (including stock sold
by any selling shareholders, but excluding stock of a different class from that
acquired by the non-management partners in the incorporation) is at least $150
million.

At any time on or after April 1, 2006, FCLP (or, if FHGLP has purchased all
of TCI's interest in FCLP, FHGLP) may require that each of the non-management
limited partners of FHGLP sell its entire interest in FHGLP to FCLP or FHGLP, as
applicable. In the case of either a put or a call of the non-management limited
partners' interests in FHGLP, the purchase price will equal the amount that
would be distributed to each partner in dissolution and liquidation of FHGLP,
assuming the sale of FCLP's assets at fair market value, as determined by three
appraisers.
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The estimated redemption values at December 31, 1997 and December 31, 1998
were $171.4 million and $133 million, respectively, and are reflected in the
consolidated financial statements as redeemable partners' equity. Such amounts
were determined based on management's estimate of the redemption value of such
interests under current market conditions. Management of the Partnership will
continue to adjust the recorded redemption values based on its estimate of the
relative fair value of the interests subject to redemption. The actual
redemption value of any partnership interests will generally be determined
through the third-party appraisal mechanisms described in the partnership
agreements, and the appraisers will not be bound by management's estimates.
Accordingly, such appraised valuations may be greater than or less than
management's estimates and any such variations could be significant.

While the Partnership has assumed the obligations of FHGLP under the 1993
Incentive Performance Plan (the "Incentive Performance Plan"), FHGLP has agreed
to contribute cash to the Partnership in an amount equal to any payments made by
the Partnership under the Incentive Performance Plan.

NOTE 3 -- ACQUISITIONS AND SALES

The Partnership acquired the cable television systems of FCSC on July 12,
1996 through a newly-formed subsidiary operating partnership for a purchase
price of $253 million including transaction costs. The acquisition of FCSC was
accounted for by the purchase method of accounting, whereby the purchase price
of the FCSC assets was allocated based on an appraisal. The excess of purchase
price over the fair value of net assets acquired, or $18.2 million, has been
recorded as goodwill and is being amortized using the straight-line method over
20 years.

In March and July 1998, FHGLP acquired the Falcon Classic Systems for an
aggregate purchase price of $83.4 million. Falcon Classic had revenue of
approximately $20.3 million for the year ended December 31, 1997.

As discussed in Note 1, on September 30, 1998 the Partnership acquired the
TCI Systems and the Falcon Video Systems in accordance with the Contribution
Agreement.

The acquisitions of the TCI Systems, the Falcon Video Systems and the
Falcon Classic Systems were accounted for by the purchase method of accounting,
whereby the purchase prices were allocated to the assets acquired and
liabilities assumed based on their estimated fair values at the dates of
acquisition, as follows:

FALCON VIDEO FALCON CLASSIC
TCI SYSTEMS SYSTEMS SYSTEMS

(DOLLARS IN THOUSANDS)

Purchase Price:
General partnership interests

=7 O =Y $234,457 S 43,073 S -
Debt assumed. ... v ittt iineeeeeeeeenn 275,000 112,196 -—
Debt INnCUTred. .. .iiee i eeneeeneeennnn -— -— 83,391
Other liabilities assumed............. 955 3,315 2,804
Transaction COStS. ..t ieneennn. 2,879 -— -—

513,291 158,584 86,195
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FALCON VIDEO FALCON CLASSIC
TCI SYSTEMS SYSTEMS SYSTEMS

(DOLLARS IN THOUSANDS)

Fair Market Value of Net Assets

Acquired:
Property, plant and equipment....... 77,992 41,889 33,539
Franchise COStS. ..., 170,799 36,374 7,847
Customer lists and other intangible
assetsS. .t i e 217,443 53,602 34,992
Other assSefS. ..ttt eeeennnnnnnn 4,165 2,381 3,104
470,399 134,246 79,542
Excess of purchase price over fair
value of assets acquired and
liabilities assumed............ $ 42,892 $ 24,338 S 6,653

The excess of purchase price over the fair value of net assets acquired has
been recorded as goodwill and is being amortized using the straight-line method
over 20 years. The allocation of the purchase price may be subject to possible
adjustment pursuant to the Contribution Agreement.

The general partnership interests issued in the TCI Transaction were valued
in proportion to the estimated fair value of the TCI Systems and the Falcon
Video Systems as compared to the estimated fair value of the Partnership's
assets, which was agreed upon in the Contribution Agreement by all holders of
Partnership interests.

Sources and uses of funds for each of the transactions were as follows:

FALCON VIDEO FALCON CLASSIC
TCI SYSTEMS SYSTEMS SYSTEMS

(DOLLARS IN THOUSANDS)

Sources of Funds:

Cash On hand. .. ueinie ittt et eieeeeennenn $ 11,429 $ 59,038 $ 6,591
Advance under bank credit facilities....... 429,739 56,467 76,800
Total sources of funds........... $441,168 $115,505 $83,391

Uses of Funds:
Repay debt assumed from TCI and existing
debt of Falcon Video, including accrued

T o B o = =Y $429,739 $115,505 S -
Purchase price of assets.........cvii... -= -= 83,391
Payment of assumed obligations at

ClOSINg . vttt ittt e e e e e e 6,495 -= -=
Transaction fees and expenses.............. 2,879 -= -=
Available funds.........oeiiiteennnnnnnnn 2,055 - -

Total uses of funds.............. $441,168 $115,505 $83,391

The following unaudited condensed consolidated statements of operations
present the consolidated results of operations of the Partnership as if the
acquisitions referred to above had occurred at the beginning of the periods
presented and are not necessarily indicative of what
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would have occurred had the acquisitions been made as of such dates or of
results which may occur in the future.

YEAR ENDED DECEMBER 31,

(DOLLARS IN THOUSANDS)

REVEINUES s vt vttt ettt it ettt tie ettt iie e $ 399,449 S 424,994 $ 426,827
25 1T o =T (429,891) (438,623) (444,886)

Operating loSS. . et eteeeeeenenenenenanns (30,442) (13,629) (18,059)
Interest and other expenses.................. (126,904) (115,507) (130, 632)
Loss before extraordinary item............... $(157,346) $(129,136) $(148,691)
NOTE 4 -- DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value
of each class of financial instruments for which it is practicable to estimate
that value:

CASH AND CASH EQUIVALENTS

The carrying amount approximates fair value due to the short maturity of
those instruments.

NOTES PAYABLE

The fair value of the Partnership's 11% Senior Subordinated Notes, 8.375%
Senior Debentures and 9.285% Senior Discount Debentures is based on quoted
market prices for those issues of debt. The fair value of the Partnership's
other subordinated notes is based on quoted market prices for similar issues of
debt with similar maturities. The carrying amount of the Partnership's remaining
debt outstanding approximates fair value due to its variable rate nature.

INTEREST RATE HEDGING AGREEMENTS

The fair value of interest rate hedging agreements is estimated by
obtaining quotes from brokers as to the amount either party would be required to
pay or receive in order to terminate the agreements.

The following table depicts the fair value of each class of financial
instruments for which it is practicable to estimate that value as of December
31:

CARRYING CARRYING
VALUE FAIR VALUE VALUE FAIR VALUE

(DOLLARS IN THOUSANDS)

Cash and cash equivalents................. $ 13,917 $ 13,917 $ 14,284 $ 14,284

Notes payable (Note 6):
11% Senior Subordinated NotesS........... 282,193 299,125 - -—
8.375% Senior Debentures.............o... - -— 375,000 382,500
9.285% Senior Discount Debentures....... -= -= 294,982 289,275
Bank credit facilities.................. 606,000 606,000 926,000 926,000
Other Subordinated Notes................ 15,000 16,202 15,000 16,426
Capitalized lease obligations........... 10 10 1 1
Other . it i i i i 8,018 8,018 370 370
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NOTIONAL NOTIONAL
AMOUNT FAIR VALUE AMOUNT

Interest Rate Hedging Agreements (Note 6):
Interest rate SwWapS....uieuweuneineinennnnn $585,000 s (371) $1,534,713
Interest rate caps... ..ottt 25,000 (148) -

The carrying value of interest rate swaps and caps was an asset of $402,000
at December 31, 1997 and a net obligation of $20.3 million at December 31, 1998.
See Note 6(g). The amount of debt on which current interest expense has been
affected is $520 million and $960 million for swaps at December 31, 1997 and
1998 and $25 million for caps at December 31, 1997. The balance of the contract
totals presented above reflects contracts entered into as of December 31 which
do not become effective until existing contracts expire.

NOTE 5 -- PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of:

DECEMBER 31,

(DOLLARS IN THOUSANDS)

Cable television systems..........iiiiiiiiiinnnnn. $ 555,253 S 765,641
Furniture and equipment.........oiiiiiiiiininenennn 19,067 25,576
250 o < 2 = 12,067 18,381
Land, buildings and improvementsS................... 10,723 16,505

597,110 826,103
Less accumulated depreciation and amortization..... (272,551) (320,209

$ 324,559 $ 505,894

NOTE 6 -- NOTES PAYABLE

Notes payable consist of:

DECEMBER 31,

(DOLLARS IN THOUSANDS)

FCLP (formerly FHGLP) Only:

11% Senior Subordinated Notes(a)....eeeeuweeeenmnnnnn $282,193 $ --
8.375% Senior Debentures (D) .....c.iiiiiiininnnnnnn - 375,000
9.285% Senior Discount Debentures, less

unamortized discount (b) ... vt - 294,982
Capitalized lease obligations..............oou... 10 1
Owned Subsidiaries:
Amended and Restated Credit Agreement(c)......... 606,000 -—
New Credit Facility(d) ....oeiiuieiniiniinneennennn - 926,000
Other subordinated notes(€) .....uoiiweiiennnennn. 15,000 15,000
(088 Y 8,018 370

$911,221 $1,611,353

FAIR VALUE
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(a) 11% Senior Subordinated Notes

On March 29, 1993, FHGLP issued $175 million aggregate principal amount of
11% Senior Subordinated Notes due 2003 (the "Notes"). Interest payment dates
were semi-annual on each March 15 and September 15 commencing September 15,
1993. Through September 15, 2000 FHGLP, at its option, could pay all or any
portion of accrued interest on the Notes by delivering to the holders thereof,
in lieu of cash, additional Notes having an aggregate principal amount equal to
the amount of accrued interest not paid in cash. Through December 31, 1997, the
Partnership elected to issue $107.2 million additional notes as payment-in-kind
for interest. The Partnership elected to pay the interest payment due March 15,
1998 in cash and, under the terms of the Notes, was required to continue to make
cash payments.

On May 19, 1998, FHGLP repurchased approximately $247.8 million aggregate
principal amount of the Notes for an aggregate purchase price of $270.3 million
pursuant to a fixed spread tender offer for all outstanding Notes. The Notes
tendered represented approximately 88% of the Notes previously outstanding. The
approximate $34.4 million of Notes not repurchased in the tender offer were
redeemed on September 15, 1998 in accordance with their terms.

(b) 8.375% Senior Debentures and 9.285% Senior Discount Debentures

On April 3, 1998, FHGLP and its wholly-owned subsidiary, Falcon Funding
Corporation ("FFC" and, collectively with FHGLP, the "Issuers"), sold
$375,000,000 aggregate principal amount of 8.375% Senior Debentures due 2010
(the "Senior Debentures") and $435,250,000 aggregate principal amount at
maturity of 9.285% Senior Discount Debentures due 2010 (the "Senior Discount
Debentures" and, collectively with the Senior Debentures, the "Debentures") in a
private placement. The Debentures were exchanged for debentures with the same
form and terms, but registered under the Securities Act of 1933, as amended, in
August 1998.

In connection with consummation of the TCI Transaction, the Partnership was
substituted for FHGLP as an obligor under the Debentures and thereupon FHGLP was
released and discharged from any further obligation with respect to the
Debentures and the related Indenture. FFC remains as an obligor under the
Debentures and is now a wholly owned subsidiary of the Partnership. FFC was
incorporated solely for the purpose of serving as a co-issuer of the Debentures
and does not have any material operations or assets and will not have any
revenues.

The Senior Discount Debentures were issued at a price of 63.329% per $1,000
aggregate principal amount at maturity, for total gross proceeds of
approximately $275.6 million, and will accrete to stated value at an annual rate
of 9.285% until April 15, 2003. The unamortized discount amounted to $140.3
million at December 31, 1998. After giving effect to offering discounts,
commissions and estimated expenses of the offering, the sale of the Debentures
(representing aggregate indebtedness of approximately $650.6 million as of the
date of issuance) generated net proceeds of approximately $631 million. The
Partnership used substantially all the net proceeds from the sale of the
Debentures to repay outstanding bank indebtedness.

(c) Amended and Restated Credit Agreement

The Partnership had a $775 million senior secured Amended and Restated
Credit Agreement that was scheduled to mature on July 11, 2005. The Amended and
Restated Credit Agreement required the Partnership to make annual reductions of
$1 million on the term loan portion
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commencing December 31, 1997. Maximum available borrowings under the Amended and
Restated Credit Agreement were $774 million at December 31, 1997. The Amended
and Restated Credit Agreement required interest on the amount outstanding under
the reducing revolver portion to be tied to the ratio of consolidated total debt
(as defined) to consolidated annualized cash flow (as defined). Interest rates
were based on LIBOR or prime rates at the option of the Partnership. The LIBOR
margin under the reducing revolver ranged from 0.75% to 1.625%, while interest
on the term loan was at the LIBOR rate plus 2.375%.

At December 31, 1997, the weighted average interest rate on borrowings
outstanding under the Amended and Restated Credit Agreement (including the
effects of the interest rate hedging agreements) was 7.69%. The Partnership was
also required to pay a commitment fee per annum on the unused portion.

(d) New Credit Facility

On June 30, 1998, the Partnership entered into a new $1.5 billion senior
credit facility (the "New Credit Facility") which replaced the Amended and
Restated Credit Agreement and provided funds for the closing of the TCI
Transaction. See Note 1. The borrowers under the New Credit Facility were the
operating subsidiaries prior to consummation of the TCI Transaction and,
following the TCI Transaction, the borrower is Falcon LLC. The restricted
companies, as defined under the New Credit Facility, are Falcon LLC and each of
its subsidiaries (excluding certain subsidiaries designated as excluded
companies from time to time) and each restricted company (other than Falcon LLC)
is also a guarantor of the New Credit Facility.

The New Credit Facility consists of three committed facilities (one
revolver and two term loans) and one uncommitted $350 million supplemental
credit facility (the terms of which will be negotiated at the time the
Partnership makes a request to draw on such facility). Facility A is a $650
million revolving credit facility maturing December 29, 2006; Facility B is a
$200 million term loan maturing June 29, 2007; and Facility C is a $300 million
term loan maturing December 31, 2007. All of Facility C and approximately $126
million of Facility B were funded on June 30, 1998, and the debt outstanding
under the Amended and Restated Credit Agreement of approximately $329 million
was repaid. As a result, from June 30, 1998 until September 29, 1998, FHGLP had
an excess cash balance of approximately $90 million. Immediately prior to
closing the TCI Transaction, approximately $39 million was borrowed under
Facility A to discharge certain indebtedness of Falcon Video. In connection with
consummation of the TCI Transaction, Falcon LLC assumed the approximately $433
million of indebtedness outstanding under the New Credit Facility. In addition
to utilizing cash on hand of approximately $63 million, Falcon LLC borrowed the
approximately $74 million remaining under Facility B and approximately $366
million under Facility A to discharge approximately $73 million of Falcon Video
indebtedness and to retire approximately $430 million of TCI indebtedness
assumed as part of the contribution of the TCI Systems. As a result of these
borrowings, the amount outstanding under the New Credit Facility at December 31,
1998 was $926 million. Subject to covenant limitations, the Partnership had
available to it additional borrowing capacity thereunder of $224 million at
December 31, 1998. However, limitations imposed by the Partnership's partnership
agreement as amended would limit available borrowings at December 31, 1998 to
$23.1 million.

(e) Other subordinated notes
Other subordinated notes consist of 11.56% Subordinated Notes due March
2001. The subordinated note agreement contains certain covenants which are

substantially the same as the
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covenants under the New Credit Facility, which is described in (d) above. At
December 31, 1998, management believes that the Partnership was in compliance
with such covenants.

(f) Other

Other notes payable as of December 31, 1997 consisted of $7.5 million owed
by Enstar Finance Company, LLC ("EFC"). FHGLP's interest in EFC was not
contributed to FCLP on September 30, 1998. Consequently, EFC's obligations are
excluded from those of the Partnership as of December 31, 1998.

(g) Interest Rate Hedging Agreements

The Partnership utilizes interest rate hedging agreements to establish
long-term fixed interest rates on a portion of its variable-rate debt. The New
Credit Facility requires that interest be tied to the ratio of consolidated
total debt to consolidated annualized cash flow (in each case, as defined
therein), and further requires that the Partnership maintain hedging
arrangements with respect to at least 50% of the outstanding borrowings
thereunder plus any additional borrowings of the Partnership, including the
Debentures, for a two year period. As of December 31, 1998, borrowings under the
New Credit Facility bore interest at an average rate of 7.55% (including the
effect of interest rate hedging agreements). The Partnership has entered into
fixed interest rate hedging agreements with an aggregate notional amount at
December 31, 1998 of $1.485 billion, including contracts of $160 million assumed
from Falcon Video in connection with the TCI Transaction. Agreements in effect
at December 31, 1998 totaled $910 million, with the remaining $575 million to
become effective as certain of the existing contracts mature during 1999 through
October of 2004. These agreements expire at various times through October, 2006.
In addition to these agreements, the Partnership has one interest rate swap
contract with a notional amount of $25 million under which it pays variable
LIBOR rates and receives fixed rate payments.

The hedging agreements resulted in additional interest expense of $1
million, $350,000 and $1.2 million for the years ended December 31, 1996, 1997
and 1998, respectively. The Partnership does not believe that it has any
significant risk of exposure to non-performance by any of its counterparties.

(h) Debt Maturities

The Partnership's notes payable outstanding at December 31, 1998 mature as
follows:

OTHER
8.375% SENIOR 9.285% SENIOR NOTES TO SUBORDINATED
YEAR DEBENTURES DEBENTURES BANKS NOTES OTHER

(DOLLARS IN THOUSANDS)

1999. i S - $ - $ 5,000 $ -- $371
2000 e, - - 5,000 -- -=
2001. .0 iiinnnn.. - - 5,000 15,000 -
20020 ciiiiiin e, - - 5,000 -- -=
2003 . it - - 5,000 - -

Thereafter........... 375,000 435,250 901,000 - -—

$

5,371
5,000
20,000
5,000
5,000
1,711,250
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(i) Extraordinary Item

Fees and expenses incurred in connection with the repurchase of the Notes
on May 19, 1998 and the retirement of the remaining Notes on September 15, 1998
were $19.7 million in the aggregate. In addition, the unamortized portion of
deferred loan costs related to the Notes and the Amended and Restated Credit
Agreement, which amounted to $10.9 million in the aggregate, were written off as
an extraordinary charge upon the extinguishment of the related debt.

NOTE 7 -- COMMITMENTS AND CONTINGENCIES

The Partnership leases land, office space and equipment under operating
leases expiring at various dates through the year 2039. See Note 9.

Future minimum rentals for operating leases at December 31, 1998 are as
follows:

YEAR TOTAL

(DOLLARS IN
THOUSANDS)
S $ 2,758
2000t it e e e e e e e e e et e e e 2,545
200 L e it e e e e e et e e e e e 2,264
2002t it e e e e e e e et e e 1,919
2008 . it e e e e e e e e e e e e 1,119
B oY ol Y=l 4,449
$15,054

In most cases, management expects that, in the normal course of business,
these leases will be renewed or replaced by other leases. Rent expense amounted
to $2.1 million in 1996, $2.4 million in 1997 and $3.1 million in 1998.

In addition, the Partnership rents line space on utility poles in some of
the franchise areas it serves. These rentals amounted to $2.8 million for 1996,
$3.1 million for 1997 and $3.9 million for 1998. Generally, such pole rental
agreements are short-term; however, the Partnership anticipates such rentals
will continue in the future.

Beginning in August 1997, the Partnership elected to self-insure its cable
distribution plant and subscriber connections against property damage as well as
possible business interruptions caused by such damage. The decision to
self-insure was made due to significant increases in the cost of insurance
coverage and decreases in the amount of insurance coverage available. In October
1998, the Partnership reinstated third party insurance coverage against damage
to its cable distribution plant and subscriber connections and against business
interruptions resulting from such damage. This coverage is subject to a
significant annual deductible and is intended to limit the Partnership's
exposure to catastrophic losses, if any, in future periods. Management believes
that the relatively small size of the Partnership's markets in any one
geographic area, coupled with their geographic separation, will mitigate the
risk that the Partnership could sustain losses due to seasonal weather
conditions or other events that, in the aggregate, could have a material adverse
effect on the Partnership's liquidity and cash flows. The Partnership continues
to purchase insurance coverage in amounts management views as appropriate for
all other property, liability, automobile, workers' compensation and other types
of insurable risks.
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The Partnership is required under various franchise agreements at December
31, 1998 to rebuild certain existing cable systems at a cost of approximately
$83 million.

The Partnership is regulated by various federal, state and local government
entities. The Cable Television Consumer Protection and Competition Act of 1992
(the "1992 Cable Act"), provides for among other things, federal and local
regulation of rates charged for basic cable service, cable programming service
tiers ("CPSTs") and equipment and installation services. Regulations issued in
1993 and significantly amended in 1994 by the Federal Communications Commission
(the "FCC") have resulted in changes in the rates charged for the Partnership's
cable services. The Partnership believes that compliance with the 1992 Cable Act
has had a negative impact on its operations and cash flow. It also presently
believes that any potential future liabilities for refund claims or other
related actions would not be material. The Telecommunications Act of 1996 (the
"1996 Telecom Act") was signed into law on February 8, 1996. As it pertains to
cable television, the 1996 Telecom Act, among other things, (i) ends the
regulation of certain CPSTs in 1999; (ii) expands the definition of effective
competition, the existence of which displaces rate regulation; (iii) eliminates
the restriction against the ownership and operation of cable systems by
telephone companies within their local exchange service areas; and (iv)
liberalizes certain of the FCC's cross-ownership restrictions.

The Partnership has various contracts to obtain basic and premium
programming from program suppliers whose compensation is generally based on a
fixed fee per customer or a percentage of the gross receipts for the particular
service. Some program suppliers provide volume discount pricing structures or
offer marketing support to the Partnership. The Partnership's programming
contracts are generally for a fixed period of time and are subject to negotiated
renewal. The Partnership does not have long-term programming contracts for the
supply of a substantial amount of its programming. Accordingly, no assurances
can be given that the Partnership's programming costs will not continue to
increase substantially or that other materially adverse terms will not be added
to the Partnership's programming contracts. Management believes, however, that
the Partnership's relations with its programming suppliers generally are good.

Effective December 1, 1998, the Partnership elected to obtain certain of
its programming services through an affiliate of TCI. This election resulted in
a reduction in the Partnership's programming costs, the majority of which will
be passed on to its customers in the form of reduced rates in compliance with
FCC rules. The Partnership has elected to continue to acquire its remaining
programming services under its existing programming contracts, but may elect to
acquire additional programming services through the TCI affiliate in the future.
The Partnership, in the normal course of business, purchases cable programming
services from certain program suppliers owned in whole or in part by an
affiliate of TCI.

The Partnership is periodically a party to various legal proceedings. Such
legal proceedings are ordinary and routine litigation proceedings that are
incidental to the Partnership's business, and management presently believes that
the outcome of all pending legal proceedings will not, individually or in the
aggregate, have a material adverse effect on the financial condition or results
of operations of the Partnership.

The Partnership, certain of its affiliates, and certain third parties have
been named as defendants in an action entitled Frank O'Shea I.R.A. et al. v.
Falcon Cable Systems Company, et al., Case No. BC 147386, pending in the
Superior Court of the State of California, County of Los Angeles (the "Action").
Plaintiffs in the Action are certain former unitholders of FCSC purporting to
represent a class consisting of former unitholders of FCSC other than those
affiliated with
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FCSC and/or its controlling persons. The complaint in the Action alleges, among
other things, that defendants breached their fiduciary and contractual duties to
unitholders, and acted negligently, with respect to the purchase from former
unitholders of their interests in FCSC in 1996. A settlement of the action has
been agreed to and will be presented to the court for approval on April 22,
1999. The terms of the settlement, if approved, are not expected to have a
material adverse effect on the financial condition of the Partnership. Net of
insurance proceeds, the settlement's cost to the Partnership would amount to
approximately $2.7 million, all of which had been reserved as of December 31,
1998. The Partnership recognized expenses related to the settlement of $52,000,
$145,000 and $2.5 million in 1996, 1997 and 1998, respectively.

NOTE 8 -- EMPLOYEE BENEFIT PLANS

The subsidiaries of the Partnership have a cash or deferred profit sharing
plan (the "Profit Sharing Plan") covering substantially all of their employees.
FHGLP joined in the adoption of the FHGI cash or deferred profit sharing plan as
of March 31, 1993. The provisions of this plan were amended to be substantially
identical to the provisions of the Profit Sharing Plan.

The Profit Sharing Plan provides that each participant may elect to make a
contribution in an amount up to 20% of the participant's annual compensation
which otherwise would have been payable to the participant as salary. The
Partnership's contribution to the Profit Sharing Plan, as determined by
management, 1s discretionary but may not exceed 15% of the annual aggregate
compensation (as defined) paid to all participating employees. There were no
contributions for the Profit Sharing Plan in 1996, 1997 or 1998.

On September 30 1998, the Partnership assumed the obligations of FHGLP for
its 1993 Incentive Performance Plan (the "Incentive Plan"). The value of the
interests in the Incentive Plan is tied to the equity value of certain
partnership units in FHGLP held by FHGI. In connection with the assumption by
the Partnership, FHGLP agreed to fund any benefits payable under the Incentive
Plan through additional capital contributions to the Partnership, the waiver of
its rights to receive all or part of certain distributions from the Partnership
and/or a contribution of a portion of its partnership units to the Partnership.
The benefits which are payable under the Incentive Plan are equal to the amount
of distributions which FHGI would have otherwise received with respect to
1,932.67 of the units of FHGLP held by FHGI and a portion of FHGI's interest in
certain of the partnerships that are the general partners of the Partnership's
operating subsidiaries. Benefits are payable under the Incentive Plan only when
distributions would otherwise be paid to FHGI with respect to the
above-described units and interests. The Incentive Plan is scheduled to
terminate on January 5, 2003, at which time the Partnership is required to
distribute the units described above to the participants in the Incentive Plan.
At such time, FHGLP is required to cause the units to be contributed to the
Partnership to fund such distributions. The participants in the Incentive Plan
are present and former employees of the Partnership, FHGLP and its operating
affiliates, all of whom are 100% vested. Prior to the closing of the TCI
Transaction, FHGLP amended the Incentive Plan to provide for payments by FHGLP
at the closing of the TCI Transaction to participants in an aggregate amount of
approximately $6.5 million and to reduce by such amount FHGLP's obligations to
make future payments to participants under the Incentive Plan.

In 1999, the Partnership adopted a Restricted Unit Plan (the "New FCLP
Incentive Plan" or "Plan") for the benefit of certain employees. Grants of
restricted units are provided at the discretion of the Advisory Committee. The
value of the units in the New FCLP Incentive Plan is tied to the equity value of
FCLP above a base equity as determined initially in 1999 by the
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partners, and for grants in subsequent years by an appraisal. Benefits are
payable under the New FCLP Incentive Plan only when distributions would
otherwise be payable to equity holders of FCLP. An initial grant of 100,000
units representing 2.75% of the equity of FCLP in excess of the equity base was
approved and will be allocated to the participants in the Plan. There is a
five-year vesting requirement for all participants.

NOTE 9 -- RELATED PARTY TRANSACTIONS

The Partnership is a separate, stand-alone holding company which employs
all of the management personnel. The Partnership is financially dependent on the
receipt of permitted payments from its operating subsidiaries, management and
consulting fees from domestic cable ventures, and the reimbursement of specified
expenses by certain of the Affiliated Partnerships to fund its operations.
Expected increases in the funding requirements of the Partnership combined with
limitations on its sources of cash may create liquidity issues for the
Partnership in the future. Specifically, the Amended and Restated Credit
Agreement and, subsequently, the New Credit Facility, permitted the subsidiaries
of the Partnership to remit to the Partnership no more than 4.25% of their net
cable revenues, as defined, in any year, effective July 12, 1996. Beginning on
January 1, 1999, this limitation was increased to 4.5% of net cable revenues in
any year. As a result of the 1998 acquisition by the Partnership of the Falcon
Classic and Falcon Video Systems, the Partnership will no longer receive
management fees and reimbursed expenses from Falcon Classic or receive
management fees from Falcon Video. Commencing on October 1, 1998, FHGLP retains
20% of the management fees paid by the Enstar partnerships. The management fees
earned from the Enstar partnerships were $1.9 million, $2 million and $1.9
million for the years ended December 31, 1996, 1997 and 1998, respectively.

The management and consulting fees and expense reimbursements earned from
the Affiliated Partnerships amounted to approximately $6.3 million and $3.7
million, $5.2 million and $2.1 million and $3.7 million and $1.5 million for the
years ended December 31, 1996, 1997 and 1998, respectively. The fees and expense
reimbursements of $6.3 million and $3.7 million earned in 1996 included $1.5
million and $1 million earned from FCSC from January 1, 1996 through July 11,
1996. The fees and expense reimbursements of $3.7 million and $1.5 million
earned in 1998 included $191,000 and $128,000 earned from Falcon Classic from
January 1, 1998 through July 16, 1998, and $1.2 million in management fees from
Falcon Video from January 1, 1998 through September 30, 1998. Subsequent to
these acquisitions, the amounts payable to the Partnership in respect of its
management of the former FCSC, Falcon Classic and Falcon Video Systems became
subject to the limitations contained in the Amended and Restated Credit
Agreement and, subsequently, the New Credit Facility.

Receivables from the Affiliated Partnerships for services and
reimbursements described above amounted to approximately $11.3 million and $2.3
million (which, in 1997, included $7.5 million of notes receivable from the
Enstar partnerships) at December 31, 1997 and 1998.

Included in Commitments and Contingencies (Note 7) are two facility lease
agreements with the Partnership's Chief Executive Officer and his wife, or
entities owned by them, requiring annual future minimum rental payments
aggregating $2.1 million through 2001, one facility being assumed by a
subsidiary as part of the assets acquired on July 12, 1996 from FCSC. That
subsidiary acquired the property in February 1999 for $282,500, a price
determined by two independent appraisals. During the years ended December 31,
1996, 1997 and 1998 rent expense on the first facility amounted to $397,000,
$383,000 and $416,000, respectively. The rent paid for the second facility for
the period July 12, 1996 through December 31, 1996 amounted to
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approximately $18,000, and the amount paid in each of 1997 and 1998 was
approximately $41,000.

In addition, the Partnership provides certain accounting, bookkeeping and
clerical services to the Partnership's Chief Executive Officer. The costs of
services provided were determined based on allocations of time plus overhead
costs (rent, parking, supplies, telephone, etc.). Such services amounted to
$118,300, $163,000 and $212,000 for the years ended December 31, 1996, 1997 and
1998, respectively. These costs were net of amounts reimbursed to the
Partnership by the Chief Executive Officer amounting to $75,000, $55,000 and
$72,000 for the years ended December 31, 1996, 1997 and 1998, respectively.

NOTE 10 -- OTHER INCOME (EXPENSE)

Other income (expense) is comprised of the following:

YEAR ENDED DECEMBER 31,

Gain on sale of Available-for-Sale Securities............... $ 2,264 S -- $ -=
Gain on insured casualty loSSesS......uiiiiiiii s -= 3,476 314
Write down of dnvestment........i i iniieneeeneennennnnnn (1,000) - -=
Gain (loss) on sale of investment........ii ittt iinnnnnnennnn - (1,360) 174
Net lawsuit settlement COSES. . uiiitiin et teneeeneennennnnnn -— (1,030) (2,614)
Other, Mel ...ttt ittt et ittt it i e e (450) (201) (791)

NOTE 11 -- SUBSEQUENT EVENTS

In March 1999, AT&T and Tele-Communications, Inc. completed a merger under
which Tele-Communications, Inc. became a unit of AT&T called AT&T Broadband &
Internet Services. The unit will continue to be headquartered in the Denver
area. Leo J. Hindery, Jr., who had been president of Tele-Communications, Inc.
since January 1997, was named President and Chief Executive Officer of AT&T
Broadband & Internet Services, which became the owner of TCI Falcon Holdings,
LLC as a result of the merger.

The Partnership entered into a letter of intent with AT&T to form a joint
venture. This Jjoint venture would provide local or any-distance communications
services, other than mobile wireless services, video entertainment services and
high speed Internet access services, to residential and certain small business
customers under the AT&T brand name over the Partnership's infrastructure.
Formation of the joint venture is subject to certain conditions. The Partnership
is unable to predict if or when such conditions will be met.
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NOTE 12 -- SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
OPERATING ACTIVITIES

During the years ended December 31, 1996, 1997 and 1998, the Partnership
paid cash interest amounting to approximately $39.7 million, $48.1 million and
$84.9 million, respectively.
INVESTING ACTIVITIES

See Note 3 regarding the non-cash investing activities related to the
acquisitions of the cable systems of the TCI Systems, the Falcon Video Systems,
the Falcon Classic Systems and FCSC.
FINANCING ACTIVITIES

See Note 3 regarding the non-cash financing activities relating to the
acquisitions of the cable systems of the TCI Systems, the Falcon Video Systems,

the Falcon Classic Systems and FCSC. See Note 2 regarding the reclassification
to redeemable partners' equity.
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NOTE 13 -- FCLP (PARENT COMPANY ONLY)

The following parent-only condensed financial information presents Falcon
Communications, L.P.'s balance sheets and related statements of operations and
cash flows by accounting for the investments in its subsidiaries on the equity
method of accounting. The condensed balance sheet information for 1997 and
condensed statement of operations information through September 30, 1998 is for
FHGLP (parent only). The accompanying condensed financial information should be
read in conjunction with the consolidated financial statements and notes
thereto.

CONDENSED BALANCE SHEET INFORMATION

DECEMBER 31,

(DOLLARS IN THOUSANDS)

ASSETS:
Cash and cash equivalents...... ..ttt inenenennn. S 8,177 S 1,605
Receivables:
Intercompany notes and accrued interest receivable.... 226,437 655,128

Due from affiliates and other entities, of which
$23,374,000 was contractually restricted or
otherwise deferred at December 31, 1997 (see Note

5 25,340 2,129
Prepaid expenses and other.......... ..., 711 236
Investments in affiliated partnerships................... 12,827 -=
Other 1nVesStmMeNt S . ittt ittt ettt ettt et eeeeennnnaaaas 1,519 -
Property, plant and equipment, less accumulated

depreciation and amortization............. ... ... 1,323 3,599
Deferred loan costs, less accumulated amortization....... 4,846 20,044

$ 281,180 S 682,741

LIABILITIES:

NOtES PaAVAD L. i ittt ettt it e et ettt et ettt e e $ 10 $ -
Senior notes payable. ... ..ttt e e e e 282,193 669,982
Notes payable to affiliates....... ... -= 70,805
Accounts payable. ...ttt e e e e e e 179 135
ACCIUEA EXPEINSES e v v v et ettt e it e e ete et aneeeneeeeeenesnnsnn 14,025 14,000

Equity in net losses of subsidiaries in excess of
INVEeSEmMeNt . i e e e e e e e e e e 230,155 198,492
TOTAL LIABILITIES . &t ittt ittt ttteeeeeeeeenennnnnnn 526,562 953,414
REDEEMABLE PARTNERS' EQUITY ...ttt enneenneennennn 171,373 133,023
PARTNERS ' DEFICTIT . i ittt it it ettt tetaetneene e e ennennenn (416,755) (403,696)

$ 281,180 $ 682,741
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FCLP (PARENT COMPANY ONLY)

)

(CONTINUED)

CONDENSED STATEMENT OF OPERATIONS INFORMATION

YEAR ENDED DECEMBER 31,

1996 1997
(DOLLARS
REVENUES :
Management fees:
Affiliated Partnerships.................. S 3,962 s 2,873
SUDSIAIariesS . i ve et ittt e teee et e 12,020 13,979
International and other.................. 413 281
Total reVeNUES . . ittt et eeennnnnneeenn 16,395 17,133
EXPENSES:
General and administrative expenses......... 9,096 11,328
Depreciation and amortization............... 375 274
Total EeXPensSesS....i.ieiiininenennns 9,471 11,602
Operating income (loss)............. 6,924 5,531
OTHER INCOME (EXPENSE) :
Interest INCOME. . v i ittt ittt ettt ittt 19,884 22,997
Interest EXPEeNSe. ..t it ittt eeneenn (27,469) (30,485)
Equity in net losses of subsidiaries........ (50,351) (56,422)
Equity in net losses of investee
partnerships......... i, (73) (4)
Other, NeL ..ttt ittt e ittt e et eie e 1,100 (2,455)
Net loss before extraordinary item............ (49,985) (60,838)
Extraordinary item, retirement of debt........ -- -=
NET LOSS . i ittt it ittt tteteeeeinenseneennn $(49,985) $(60,838)

$ 2,120

50,562
(59,629)
(105,659)

(120,287)
(24,196)

$(144,483)
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CONDENSED STATEMENT OF CASH FLOWS INFORMATION

Net cash provided by (used in)

Operating activities.......oi i,

Cash flows from investing activities:

Distributions from affiliated partnerships.......
Capital expendituUres......c.cooiiiiiiininnnnenennn.

Investments in affiliated partnerships and other

investments. ...ttt e

Proceeds from sale of investments and other

o= S

Proceeds from sale of available-for-sale

securities. ... ... i
Assets retained by Falcon Holding Group, L.P.....

Net cash provided by (used in) investing

ACtivities. i e

Cash flows from financing activities:

Repayment of debt...... ...
Borrowings from notes payable............c.cooi...
Borrowings from subsidiaries............... . ...
Capital contributions..........ciiiiiiiiinenn.
Redemption of partners' equity...................
Deferred loan COSES..i it ii it iiiiiiii i,

Net cash provided by (used in) financing

activities. ..l e e

Net increase (decrease) in cash and cash

EqUIVAlentS . ittt ittt e e e e e e e e
Cash and cash equivalents, at beginning of year....

Cash and cash equivalents, at end of year..........

(CONTINUED)

YEAR ENDED DECEMBER 31,

(282,203)
650,639
70,805

(1,170)
(21,204)
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To the Board of Managers
of Avalon Cable LLC

In our opinion, the accompanying consolidated balance sheets and the
related consolidated statements of operations, changes in members' interest and
cash flows present fairly, in all material respects, the financial position of
Avalon Cable LLC and its subsidiaries (the "Company") at December 31, 1997 and
1998 and the results of their operations, changes in members' interest and their
cash flows for the period from September 4, 1997 (inception), through December
31, 1997 and for the year ended December 31, 1998 in conformity with generally
accepted accounting principles. These financial statements are the
responsibility of the Company's management; our responsibility is to express an
opinion on the financial statements based on our audits. We conducted our audits
of these statements in accordance with generally accepted auditing standards
which require that we plan and perform the audits 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 audits provide a
reasonable basis for the opinion expressed above.

PRICEWATERHOUSECOOPERS LLP
New York, New York

March 30, 1999, except for Note 12,
as to which the date is May 13, 1999
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ASSETS
CURRENT ASSETS:

Subscriber receivables, less allowance for doubtful accounts

Total current assSetsS. ...ttt ittt ittt
Property, plant and equipment, net..........c.ciiiiiiininn.n
Intangible assets, Net. ...ttt
Other assets. ..t i i i i i i i it i i i

Total @sSets. ittt i i i it i e e e

LIABILITIES AND MEMBERS' INTEREST
CURRENT LIABILITIES:

Current portion of notes payable........oiiiiiiiiiiinnnnn.
Accounts payable and accrued €XPENSES.......uevueuenenenennnn
Accounts payable, net-affiliate........iiiiiiiinininnnnn.
Advance billings and customer deposits............oiiiiin.
Total current liabilities...... ...,
Note payable, net of current portion..............c.ciiion.n.
Note payable-affiliate...... .o,
Deferred income taxeS......uuiiini ittt it innennennenns
Total liabilities. ...ttt i
Minority Interest.. ...ttt ittt et et

Commitments and contingencies (Note 10)

MEMBERS' INTEREST:

Members' Capital. ... i ittt ittt ittt et ee et
Accumulated earnings (deficit) ......ooiiiiiiiiiininininnnn.

Total member's interest........ii it iinnn.n

Total liabilities and member's interest.....................

DECEMBER 31,

$ 9,288 $ --
5,862 -
124 -

479 -

580 504
16,333 504
111,421 -
462,117 -
227 -
$590,098 $504
$ 20 S --
11,646 -
2,023 500
3,171 -
16,860 500
402,949 -
3,341 -
1,841 -
424,991 500
13,855 -
166,630 -
(15,378) 4
151,252 4
$590,098 $504

The accompanying notes are an integral part of these consolidated financial

statements.
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CONSOLIDATED STATEMENT OF OPERATIONS

FOR THE YEAR

ENDED
DECEMBER 31,

REVENUE :
BaSiC SEIVICES . ettt ittt ettt ettt sttt ettt S 14,976
PremMiUmM SE T VI S e v vttt ittt ettt ettt eeeeeeeeeennaaaeeeeenn 1,468
L 8 5 o 1,743
TOtal FEVENUES .t ittt i ittt et e e e eeeneeeeseeeeeeeenenenannnnns 18,187
Operating expenses:
Selling, general and administrative..................... 4,207
23T ot 11 1 o X 4,564
Technical and operations...... ... iiititeenenenenennn 1,951
Depreciation and amortization.............coiiiiiiiinnnn. 8,183
Loss from operations.......oiuiu ittt (718)
Other income (expense):
Interest INCOME. ...ttt ittt ittt ittt ittt 173
Interest EXPENSE . i ittt ittt ittt ittt ittt eenneenn (8,223)
Other expense, Net.......iiuiiiii ittt enenennn (65)
Income (loss) before InCome taXeS. ...t eeeeeeeeennnnn (8,833)
Provision for income taXes........iiuiiiiiiin s (186)
Income (loss) before minority interest and extraordinary

o 1N (9,019)
Minority interest in consolidated entity................ (398)
Income (loss) before the extraordinary loss on early

extinguishment of debt........ ... . i i, (9,417)
Extraordinary loss on early extinguishment of debt...... (5,965)
Net INnCOME (10SS) vt v e it teteeeeeeeeeeeeeeeenenenenenens $(15,382)

The accompanying notes are an integral part of these
statements.
F-31
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AVALON CABLE LLC AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN MEMBERS'
FROM THE PERIOD FROM SEPTEMBER 4,

Net income for the period from
September 4, 1997 through
December 31, 1997.............

Issuance of Class A units.......

Issuance of Class B-1 units in
consideration for Avalon Cable
of New England LLC............

Contribution of assets and
liabilities of Avalon Cable of
Michigan Inc......... ..o

Net loss for the year ended
December 31, 1998.............

Balance at December 31, 1998....

The accompanying notes are an integral part of these

INTEREST

1997 (INCEPTION) THROUGH DECEMBER 31, 1998

CLASS A CLASS B-1 ACCUMULATED

—————————————————————————————————————— EARNINGS

UNITS S UNITS $ (DEFICIT)

(DOLLARS IN THOUSANDS, EXCEPT SHARE DATA)

-- $ - - s - s 4

45,000 45,000 -- -- --

- -- 64,696 4,345 --

-- -- 510,994 117,285 --

- -- -- - (15,382)

45,000 $45,000 575,690  $121,630 $(15,378)

TOTAL
MEMBERS'
INTEREST

$ 4
45,000

4,345

117,285

(15,382)

$151,252

statements.
F-32
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AVALON CABLE LLC AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE PERIOD

FOR THE YEAR SEPTEMBER 4, 1997
ENDED (INCEPTION)
DECEMBER 31, 1998 DECEMBER 31, 1997

(DOLLARS IN THOUSANDS)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net INnCOME (10SS) v vt v tn it teteeee e e e seeeeenenenenenens S (15,382) $ 4
Adjustments to reconcile net income to net cash provided

by operating activities

Depreciation and amortization.............coiiiiiiiiinnn. 8,183 --
Deferred income taxeS, NeL ...t iienntineeeeneeneennnnn 1,010 -
Extraordinary loss on extinguishment of debt............ 5,965 --
Provision for loss on accounts receivable............... 75 -
Minority interest in consolidated entity................ 398 --
Accretion of senior discount Notes.........eueeeeueeennnnn 1,083 --
Changes in operating assets and liabilities Increase in
subscriber receivables. vttt e e e (1,679)

Increase in accounts receivable-affiliates.............. (124) -
Increase in prepaid expenses and other current assets... (76) (4)
Increase in accounts payable and accrued expenses....... 4,863 --
Increase in accounts payable-affiliates................. 1,523 -=
Increase in advance billings and customer deposits...... 1,684 --
Change in Other, net...... ...ttt iiiiiininnnnnn (227) -—
Net cash provided by operating activities............... 7,296 -=

CASH FLOWS FROM INVESTING ACTIVITIES:

Capital expenditures. ... .ottt enennn (11,468) --
Acquisitions, net of cash acquired........... ... .. ..., (554,402) -=
Net cash used in investing activities................... (565,870) -=

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from issuance of credit facility............... 265,888 --
Principal payment on credit facility............ ... ..., (125,013) -=
Proceeds from issuance of senior subordinated debt...... 150,000 -
Proceeds from issuance of note payable-affiliate........ 3,341 --
Proceeds from issuance of senior discount notes......... 110,411 -
Proceeds from other notes payable............coiiiienn.. 600 -=
Payments for debt issuance CoOStS.......c.iiiiiiiinnnnn. (3,995) -
Contribution by members. ... ... ittt itienenenenennn 166,630 --
Net cash provided by financing activities............... 567,862 --

INnCrease 1IN CaASh. ...ttt ittt ittt eeeeeeeeeennn 9,288 -
Cash, beginning of period........ciiiiiiiiiiininnnnnnn -

Cash, end Of Period. .. .. uiiiiiiintitiiininiieiiaannnnn. $ 9,288 S$--

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for interest................ S 3,480 $—-

The accompanying notes are an integral part of these consolidated financial
statements.
F-33
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998
(DOLLARS IN THOUSANDS)

1. BASIS OF PRESENTATION AND DESCRIPTION OF BUSINESS

Avalon Cable LLC ("Avalon"), and its wholly owned subsidiaries Avalon Cable
Holdings Finance, Inc. ("Avalon Holdings Finance") and Avalon Cable of Michigan
LLC ("Avalon Michigan"), were formed in October 1998, pursuant to the laws of
the State of Delaware, as a wholly owned subsidiary of Avalon Cable of New
England Holdings, Inc. ("Avalon New England Holdings").

On November 6, 1998, Avalon New England Holdings contributed its 100%
interest in Avalon Cable of New England LLC ("Avalon New England") to Avalon in
exchange for a membership interest in Avalon. This contribution was between
entities under common control and was accounted for similar to a
pooling-of-interests. Under this pooling-of-interests method, the results of
operations for Avalon include the results of operations from the date of
inception (September 4, 1997) of Avalon New England. On that same date, Avalon
received $63,000 from affiliated entities, which was comprised of (i) a $45,000
capital contribution by Avalon Investors, LLC ("Avalon Investors") and (ii) a
$18,000 promissory note from Avalon Cable Holdings LLC ("Avalon Holdings"),
which was used to make a $62,800 cash contribution to Avalon New England.

The cash contribution received by Avalon New England was used to (i)
extinguish existing indebtedness of $29,600 and (ii) fund a $33,200 loan to
Avalon Holdings Finance which matures on December 31, 2001.

On December 10, 1998, Avalon received a dividend distribution from Avalon
New England in the amount of $18,206, which was used by Avalon to pay off the
promissory note payable to Avalon Holdings, plus accrued interest.

Avalon Cable of Michigan, Inc. was formed in June 1998, pursuant to the
laws of the state of Delaware, as a wholly owned subsidiary of Avalon Cable of
Michigan Holdings, Inc. ("Michigan Holdings".) On June 3, 1998, Avalon Cable of
Michigan, Inc. entered into an Agreement and Plan of Merger (the "Agreement")
among Avalon Cable of Michigan, Inc., Michigan Holdings and Cable Michigan, Inc.

("Cable Michigan"), pursuant to which Avalon Cable of Michigan, Inc. will merge
into Cable Michigan and Cable Michigan will become a wholly owned subsidiary of
Michigan Holdings (the "Merger"). As part of the Merger, the name of the company

was changed to Avalon Cable of Michigan, Inc.

In accordance with the terms of the Agreement, each share of common stock,
par value $1.00 per share ("common stock"), of Cable Michigan outstanding prior
to the effective time of the Merger (other than treasury stock shares owned by
Michigan Holdings or its subsidiaries, or shares as to which dissenters' rights
have been exercised) shall be converted into the right to receive $40.50 in cash
(the "Merger Consideration"), subject to certain possible closing adjustments.

In conjunction with the acquisition of Cable Michigan, Avalon Cable of
Michigan, Inc. acquired Cable Michigan's 62% ownership interest in Mercom, Inc.
("Mercom") .

On November 6, 1998, Avalon Cable of Michigan, Inc. completed its Merger.
The total consideration payable in conjunction with the Merger, including fees
and expenses is $431,629, including repayment of all existing Cable Michigan
indebtedness and accrued interest of $135,205. Subsequent to the Merger, the
arrangements with RCN and CTE for certain support
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services were terminated. The Agreement also permitted Avalon Cable of Michigan,
Inc. to agree to acquire the remaining shares of Mercom that it did not own.

Michigan Holdings contributed $137,375 in cash to Avalon Cable of Michigan,
Inc., which was used to consummate the Merger. On November 5, 1998, Michigan
Holdings received $105,000 in cash in exchange for promissory notes to lenders
(the "Bridge Agreement"). On November 6, 1998, Michigan Holdings contributed the
proceeds received from the Bridge Agreement and an additional $35,000 in cash to
Avalon Cable of Michigan Inc. in exchange for 100 shares of common stock.

On March 26, 1999, Avalon completed a series of transactions to facilitate
certain aspects of its financing between affiliated entities under common
control. As a result of these transactions:

- Avalon Cable of Michigan Inc. contributed its assets and liabilities
excluding deferred tax liabilities, net to Avalon in exchange for an
approximate 88% voting interest in Avalon. Avalon contributed these
assets and liabilities to its wholly-owned subsidiary, Avalon Cable of
Michigan.

- Avalon Michigan has become the operator of the Michigan cluster replacing
Avalon Cable of Michigan, Inc.

- Avalon Michigan is an obligor on the Senior Subordinated Notes replacing
Avalon Cable of Michigan, Inc., and

- Avalon Cable of Michigan, Inc. is a guarantor of the obligations of
Avalon Michigan under the Senior Subordinated Notes. Avalon Cable of
Michigan, Inc. does not have significant assets, other than its
investment in Avalon.

- Avalon is an obligor on the Senior Discount Notes replacing Avalon Cable
of Michigan Holdings, Inc.

As a result of the reorganization between entities under common control,
Avalon accounted for the reorganization similar to a pooling-of-interests. Under
the pooling-of-interests method, the results of operations for Avalon include
the results of operations from the date of inception (June 2, 1998) inception of
Avalon Cable of Michigan, Inc. and the date of acquisition of the completed
acquisitions.

Avalon New England and Avalon Michigan provide cable service to the western
New England area and the state of Michigan, respectively. Avalon cable systems
offer customer packages of basic and premium cable programming services which
are offered at a per channel charge or are packaged together to form a tier of
services offered at a discount from the combined channel rate. Avalon cable
systems also provide premium cable services to their customers for an extra
monthly charge. Customers generally pay initial connection charges and fixed
monthly fees for cable programming and premium cable services, which constitute
the principal sources of revenue for Avalon.

Avalon Holdings Finance was formed for the sole purpose of facilitating
financings associated with the acquisitions of various cable operating

companies. Avalon Holdings Finance conducts no other activities.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of consolidation

The consolidated financial statements of Avalon and its subsidiaries,
include the accounts of Avalon and its wholly owned subsidiaries, Avalon New
England, Avalon Michigan and Avalon Holdings Finance (collectively, the
"Company"). All significant transactions between Avalon and its subsidiaries
have been eliminated.

Use of estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and use
assumptions that affect the reported amounts of assets and liabilities and the
disclosure for contingent assets and liabilities at the date of the financial
statements as well as the reported amounts of revenues and expenses during the
reported period. Actual results may vary from estimates used.

Revenue recognition

Revenue 1s recognized as cable services are provided. Installation fee
revenue 1is recognized in the period in which the installation occurs to the
extent that direct selling costs meet or exceed installation revenues.

Advertising costs

Advertising costs are charged to operations as incurred. Advertising costs
were $82 for the year ended December 31, 1998.

Concentration of credit risk

Financial instruments which potentially expose the Company to a
concentration of credit risk include cash and subscriber and other receivables.
The Company had cash in excess of federally insured deposits at financial
institutions at December 31, 1998. The Company does not believe that such
deposits are subject to any unusual credit risk beyond the normal credit risk
associated with operating its business. The Company extends credit to customers
on an unsecured basis in the normal course of business. The Company maintains
reserves for potential credit losses and such losses, in the aggregate, have not
historically exceeded management's expectations. The Company's trade receivables
reflect a customer base centered in the state of Michigan and New England. The
Company routinely assesses the financial strength of its customers; as a result,
concentrations of credit risk are limited.

Property, plant and equipment

Property, plant and equipment is stated at its fair value for items
acquired from Cable Michigan, historical cost for the minority interests share
of Mercom property, plant and equipment and cost for additions subsequent to the
merger. Initial subscribers installation costs, including materials, labor and
overhead costs, are capitalized as a component of cable plant and equipment. The
cost of disconnection and reconnection are charged to expense when incurred.
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Depreciation is computed for financial statement purposes using the
straight-line method based upon the following lives:

Y250 o T =T 5 years
Cable plant and equipment...... ...t iiiiinnnnnnns 5-12 years
Office furniture and equipment....... ...t 5-10 years
Buildings and improvements..........o.iiiiiiiiiiin it 10-25 years

Intangible assets

Intangible assets represent the estimated fair value of cable franchises
and goodwill resulting from acquisitions. Goodwill is the excess of the purchase
price over the fair value of the net assets acquired, determined through an
independent appraisal. Deferred financing costs represent direct costs incurred
to obtain long-term financing and are amortized to interest expense over the
term of the underlying debt utilizing the effective interest method.
Amortization is computed for financial statement purposes using the
straight-line method based upon the anticipated economic lives:

Cable franChises...... ittt it ittt 13-15 years
[T 15 years
Non-compete agreement...... ..ottt eieeeeennnnnnn 5 years

Accounting for impairments

The Company follows the provisions of Statement of Financial Accounting
Standards No. 121 -- "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of" ("SFAS 121").

SFAS 121 requires that long-lived assets and certain identifiable
intangibles to be held and used by an entity be reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. In performing the review for recoverability, the Company
estimates the net future cash flows expected to result from the use of the asset
and its eventual disposition. If the sum of the expected net future cash flows
(undiscounted and without interest charges) is less than the carrying amount of
the asset, an impairment loss is recognized. Measurement of an impairment loss
for long-lived assets and identifiable intangibles expected to be held and used
is based on the fair value of the asset.

No impairment losses have been recognized by the Company pursuant to SFAS
121.

Financial instruments

The Company estimates that the fair value of all financial instruments at
December 31, 1998 does not differ materially from the aggregate carrying values
of its financial instruments recorded in the accompanying balance sheet. The
fair value of the notes payable-affiliate are considered to be equal to carrying
values since the Company believes that its credit risk has not changed from the
time this debt instrument was executed and therefore, would obtain a similar
rate in the current market.

Income taxes
The Company is not subject to federal and state income taxes since the
income or loss of the Company is included in the tax returns of Avalon Cable of

Michigan, Inc. and the Company's
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minority partners. However, Mercom, its majority-owned subsidiary is subject to
taxes that are accounted for using Statement of Financial Accounting Standards
No. 109 -- "Accounting for Income Taxes". The statement requires the use of an
asset and liability approach for financial reporting purposes. The asset and
liability approach requires the recognition of deferred tax assets and
liabilities for the expected future tax consequences of temporary differences
between financial reporting basis and tax basis of assets and liabilities. If it
is more likely than not that some portion or all of a deferred tax asset will
not be realized, a valuation allowance is recognized.

3. MEMBERS' CAPITAL

Avalon has authorized two classes of equity units; class A units ("Class A
Units") and class B units ("Class B Units") (collectively, the "Units"). Each
class of the Units represents a fractional part of the membership interests in
Avalon and has the rights and obligations specified in Avalon's Limited
Liability Company Agreement. Each Class B Unit is entitled to voting rights
equal to the percentage such units represents of the aggregate number of
outstanding Class B Units. The Class A Units are not entitled to voting rights.

Class A Units

The Class A Units are participating preferred equity interests. A preferred
return accrues annually (the Company's "Preferred Return") on the initial
purchase price (the Company's "Capital Value") of each Class A Unit at a rate of
15, or 17% under certain circumstances, per annum. The Company cannot pay
distributions in respect of other classes of securities including distributions
made in connection with a liquidation until the Company's Capital Value and
accrued Preferred Return in respect of each Class A Unit is paid to the holders
thereof (such distributions being the Company's "Priority Distributions"). So
long as any portion of the Company's Priority Distributions remains unpaid, the
holders of a majority of the Class A Units are entitled to block certain actions
by the Company including the payment of certain distributions, the issuance of
senior or certain types of pari passu equity securities or the entering into or
amending of certain related-party agreements. In addition to the Company's
Priority Distributions, each Class A Unit is also entitled to participate in
common distributions, pro rata according to the percentage such unit represents
of the aggregate number of the Company's units then outstanding.

Class B Units

The Class B Units are junior equity securities which are divided into two
identical subclasses, Class B-1 Units and Class B-2 Units. After the payment in
full of Avalon's Priority Distributions, each Class B Unit is entitled to
participate in distributions pro rata according to the percentage such unit
represents of the aggregate number of the Avalon units then outstanding.

4. MERGER AND ACQUISITIONS

The Merger was accounted for using the purchase method of accounting.
Accordingly, the consideration was allocated to the net assets acquired based on
their fair market values at the date of the Merger. The purchase price was
allocated as follows: current assets and liabilities at fair values of $470,
approximately $94,000 to property, plant and equipment, $315,000 to cable
franchises and the excess of consideration paid over the fair market value of
the net assets acquired, or goodwill, of $81,705, offset by deferred taxes net
of $60,000.
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The Merger agreement between Michigan Holdings and Avalon Cable of
Michigan, Inc. permitted Avalon Cable of Michigan, Inc. to agree to acquire the
1,822,810 shares (approximately 38% of the outstanding stock) of Mercom that it
did not own (the "Mercom Acquisition™). On September 10, 1998 Avalon Cable of
Michigan, Inc. and Mercom entered into a definitive agreement (the "Mercom
Merger Agreement") providing for the acquisition by Avalon Cable of Michigan,
Inc. of all of such shares at a price of $12.00 per share. Avalon Cable of
Michigan, Inc. completed this acquisition in March 1999. The total estimated
consideration payable in conjunction with the Mercom Acquisition, excluding fees
and expenses was $21,900.

In March 1999, Avalon Michigan acquired the cable television systems of
Nova Cablevision, Inc., Nova Cablevision VI, L.P. and Nova Cablevision VII, L.P.
for approximately $7,800, excluding transaction fees.

On May 29, 1998, the Company acquired certain assets of Amrac Clear View, A
Limited Partnership ("Amrac") for consideration of $8,124, including acquisition
costs of $589. The acquisition was accounted for using the purchase method of
accounting. Accordingly, the consideration was allocated to the net assets
acquired based on the fair market values at the date of acquisition as
determined through the use of an independent appraisal. The excess of the
consideration paid over the estimated fair market value of the net assets
acquired, or goodwill, was $256.

On July 21, 1998, the Company acquired certain assets and liabilities from
Pegasus Cable Television, Inc. and Pegasus Cable Television of Connecticut, Inc.
(collectively, "Pegasus") for consideration of $30,467, including acquisition
costs of $175. The acquisition was accounted for using the purchase method of
accounting. Accordingly, the consideration was allocated to the net assets
acquired based on the fair market values at the date of acquisition as
determined through use of an independent appraisal. The excess of the
consideration paid over the estimated fair market value of the net assets
acquired, or goodwill, was $977.

Unaudited pro forma results of operations of the Company for the year ended

December 31, 1998, as if the Merger and acquisitions occurred on January 1,
1998.

DECEMBER 31,

1998
(ONAUDTTED)
ROV EIIUC S . v v et e e e ee e ee e eeoaeeneseesaeeneeaeeneenseeneeneenns $ 96,751
Loss from operations. . ...ttt ittt e e e e e, ;:Tz?;;:)

=S o I Y= = $(22,365)

In September 1998, the Company entered into a definitive agreement to
purchase all of the cable systems of Taconic Technology Corporation ("Taconic")
for approximately $8,525 (excluding transaction fees). As of December 31, 1998,
the Company incurred $41 of transaction costs related to the acquisition of
Taconic. This merger is expected to close in the second quarter of 1999.

F-39



44
AVALON CABLE LLC AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
5. PROPERTY, PLANT AND EQUIPMENT

At December 31, 1998, property, plant and equipment consists of the
following:

Cable plant and equipment. ... ...ttt ininenennnnnns $106,602
V=Y o 15 T 20 I 2,572
Office furniture and fixtures........... .ottt 1,026
Buildings and improvementsS.........ouiu i ininnennnnnas 2,234
ConstruCtion 1N PrOCESS. it ittt ittt ettt ettt eeeeeanan 768

113,202
Less: accumulated depreciation..........oiuiiiiiiiiininnnnnns (1,781)

$111,421

Depreciation expense charged to operations was $1,781 for the year ended
December 31, 1998.

6. INTANGIBLE ASSETS

At December 31, 1998, intangible assets consist of the following:

1998
Cable franChisSeS .. ittt ettt ettt ettt $374,773
[T e 82,928
Deferred financing CoOsSts. ... .ttt it ittt ittt 10,658
Non-compete agreement. ... ..ttt it tneeeneeeneenneennens 100
468,459
Less: accumulated amortization.......c.eei ittt eiennnnnnnnnn (6,342)
$462,117

Amortization expense was $6,342 for the year ended December 31, 1998.
7. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

At December 31, 1998, accounts payable and accrued expenses consist of the
following:

ACCOUNES PAYAD L v vttt ittt ettt et e teee et et eeneee e $ 5,321
Accrued COrpPOrate EXPENSES .t v ettt et enneeneeeneeeneeennnn 404
Accrued Programming COSES. ..ttt ittt ittt tteeeeeeeenenennns 2,388
Taxes PaVab e . ittt et e e e e et e e 1,383
L o0 L 2,150

$11,646
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8. DEBT

At December 31, 1998, Long-term debt consists of the following:

Senior Credit Facility. ...t iin ittt iinnnenns $140,875
Senior Subordinated NOLES . . u i vt e et ee et eeneeneeenenennnn 150,000
Senior DisSCOUNt NOLES . ittt ittt ittt e eteeeseeeeeeeeeeennnnnn 111,494
Other Note Payable. ... .ttt ittt ittt 600

402,969
Less: current portion of notes payable........... ... ... 20

$402,949

Credit Facilities

On May 28, 1998, Avalon New England entered into a term loan and revolving
credit agreement with a major commercial lending institution (the "Credit
Agreement") . The Credit Agreement allowed for aggregate borrowings under Term
Loans A and B (collectively, the "Term Loans") and a revolving credit facility
of $30,000 and $5,000, respectively. The proceeds from the Term Loans and
revolving credit facility were used to fund the acquisitions made by Avalon New
England and to provide for Avalon New England's working capital requirements.

In December 1998, Avalon New England retired the Term Loans and revolving
credit agreement through the proceeds of a capital contribution from Avalon. The
fees and associated costs relating to the early retirement of this debt was
$1,110.

On November 6, 1998, Avalon New England became a co-borrower along with
Avalon Michigan and Avalon Cable Finance, Inc. ("Avalon Finance"), affiliated
companies (collectively referred to as the "Co-Borrowers"), on a $320,888 senior
credit facility, which includes term loan facilities consisting of (i) tranche A
term loans of $120,888 and (ii) tranche B term loans of $170,000, and a
revolving credit facility of $30,000 (collectively, the "Credit Facility").
Subject to compliance with the terms of the Credit Facility, borrowings under
the Credit Facility will be available for working capital purposes, capital
expenditures and pending and future acquisitions. The ability to advance funds
under the tranche A term loan facility terminated on March 31, 1999. The tranche
A term loans are subject to minimum quarterly amortization payments commencing
on January 31, 2001 and maturing on October 31, 2005. The tranche B term loans
are subject to minimum quarterly payments commencing on January 31, 2001 with
substantially all of tranche B term loans scheduled to be repaid in two equal
installments on July 31, 2006 and October 31, 2006. The revolving credit
facility borrowings are scheduled to be repaid on October 31, 2005.

On November 6, 1998, Avalon Michigan borrowed $265,888 under the Credit
Facility. In connection with the Senior Subordinated Notes and Senior Discount
Notes offerings, Avalon Michigan repaid $125,013 of the Credit Facility, and the
availability under the Credit Facility was reduced to $195,000. Avalon Michigan
had borrowings of $11,300 and $129,575 outstanding under the tranche A and
tranche B term note facilities, respectively, and had available $30,000 for
borrowings under the revolving credit facility. Avalon New England and Avalon
Finance had no borrowings outstanding under the Credit Facility at December 31,
1998.

The interest rate under the Credit Facility is a rate based on either (i)
the Base Rate (a rate per annum equal to the greater of the prime rate and the
federal funds rate plus one-half of 1%) or (ii) the Eurodollar Rate (a rate per
annum equal to the Eurodollar base rate divided by 1.00 less the Eurocurrency
reserve requirement plus, in either case, the applicable margin). As of
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December 31, 1998, the applicable margin was (a) with respect to the tranche B
term loans was 2.75% per annum for Base Rate loans and 3.75% per annum for
Eurodollar loans and (b) with respect to tranche A term loans and the revolving
credit facility was 2.00% per annum for Base Rate loans and 3.00% for Eurodollar
loans. The applicable margin for the tranche A term loans and the revolving
credit facility are subject to performance based grid pricing which is
determined based upon the consolidated leverage ratio of the Co-Borrowers. The
interest rate for the tranche A and tranche B term loans outstanding at December
31, 1998 was 8.58% and 9.33%, respectively. Interest is payable on a quarterly
basis. Accrued interest on the borrowings incurred by Avalon Cable of Michigan
Inc. under the credit facility was $1,389 at December 31, 1998.

The Credit Facility contains restrictive covenants which among other things
require the Co-Borrowers to maintain certain ratios including consolidated
leverage ratios and the interest coverage ratio, fixed charge ratio and debt
service coverage ratio.

The obligations of the Co-Borrowers under the Credit Facility are secured
by substantially all of the assets of the Co-Borrowers. In addition, the
obligations of the Co-Borrowers under the Credit Facility are guaranteed by
affiliated companies; Avalon Cable of Michigan Holdings, Inc., Avalon Cable
Finance Holdings, Inc., Avalon New England Holdings, Inc., Avalon Cable
Holdings, LLC and the Company.

A Change of Control as defined under the Credit Facility agreement would
constitute an event of default under the Credit Facility giving the lender the
right to terminate the credit commitment and declare all amounts outstanding
immediately due and payable.

Subordinated Debt

In December 1998, Avalon New England and Avalon Michigan became co-issuers
of a $150,000 principal balance, Senior Subordinated Notes ("Subordinated
Notes") offering. In conjunction with this financing, Avalon New England
received $18,130 from Avalon Michigan as a partial payment against the Company's
note receivable-affiliate from Avalon Michigan. Avalon Michigan paid $75 in
interest during the period from October 21, 1998 (inception) through December
31, 1998. The cash proceeds received by Avalon New England of $18,206 was paid
to Avalon as a dividend.

The Subordinated Notes mature on December 1, 2008, and interest accrued at
a rate of 9.375% per annum. Interest is payable semi-annually in arrears on June
1 and December 1 of each year, commencing on June 1, 1999. Accrued interest on
the Subordinated Notes was $1,078 at December 31, 1998.

The Senior Subordinated Notes will not be redeemable at the Co-Borrowers'
option prior to December 1, 2003. Thereafter, the Senior Subordinated Notes will
be subject to redemption at any time at the option of the Co-Borrowers, in whole
or in part at the redemption prices (expressed as percentages of principal
amount) set forth below plus accrued and unpaid interest, if any, thereon to the
applicable redemption date, if redeemed during the twelve-month period beginning
on December 1 of the years indicated below:

YEAR PERCENTAGE
2 104.688%
20 103.125%
2 0 P 101.563%
2006 and thereafter. ... ittt ittt 100.000%
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The scheduled maturities of the long-term debt are $2,000 in 2001, $4,000
in 2002, $7,000 in 2003, and the remainder thereafter.

At any time prior to December 1, 2001, the Co-Borrowers may on any one or
more occasions redeem up to 35% of the aggregate principal amount of Senior
Subordinate Notes originally issued under the Indenture at a redemption price
equal to 109.375% of the principal amount thereof, plus accrued and unpaid
interest, if any, to the redemption date, with the net cash proceeds of any
equity offering and/or the net cash proceeds of a strategic equity investment;
provided that at least 65% of the aggregate principal amount at maturity of
Senior Subordinated Notes originally issued remain outstanding immediately after
each such redemption.

As used in the preceding paragraph, "Equity Offering and Strategic Equity
Investment" means any public or private sale of Capital Stock of any of the
Co-Borrowers pursuant to which the Co-Borrowers together receive net proceeds of
at least $25 million, other than issuances of Capital Stock pursuant to employee
benefit plans or as compensation to employees; provided that to the extent such
Capital Stock is issued by the Co-Borrowers, the net cash proceeds thereof shall
have been contributed to one or more of the Co-Borrowers in the form of an
equity contribution.

The Indentures provide that upon the occurrence of a change of control (a
"Change of Control") each holder of the Notes has the right to require the
Company to purchase all or any part (equal to $1,000 or an integral multiple
thereof) of such holder's Notes at an offer price in cash equal to 101% of the
aggregate principal amount thereon plus accrued and unpaid interest and
Liquidated Damages (as defined in the Indentures) thereof, if any, to the date
of purchase.

The Senior Discount Notes

On December 3, 1998, the Company, Avalon Michigan and Avalon Cable Holdings
Finance, Inc. (the "Holding Co-Borrowers") issued $196.0 million aggregate
principal amount at maturity of 117/8% Senior Discount Notes ("Senior Discount
Notes") due 2008.

The Senior Discount Notes were issued at a substantial discount from their
principal amount at maturity, to generate gross proceeds of approximately $110.4
million. Interest on the Senior Discount Notes will accrue but not be payable
before December 1, 2003. Thereafter, interest on the Senior Discount Notes will
accrue on the principal amount at maturity at a rate of 11.875% per annum, and
will be payable semi-annually in arrears on June 1 and December 1 of each year,
commencing December 1, 2003. Prior to December 1, 2003, the accreted value of
the Senior Discount Notes will increase, representing amortization of original
issue discount, between the date of original issuance and December 1, 2003 on a
semi-annual basis using a 360-day year comprised of twelve 30-day months, such
that the accreted value shall be equal to the full principal amount at maturity
of the Senior Discount Notes on December 1, 2003. Original issue discount
accretion on the Senior Discount Notes was $1,083 at December 31, 1998.

On December 1, 2003, the Holding Co-Borrowers will be required to redeem an
amount equal to $369.79 per $1,000 principal amount at maturity of each Senior
Discount Note then outstanding on a pro rata basis at a redemption price of 100%
of the principal amount at maturity of the Senior Discount Notes so redeemed.

On or after December 1, 2003, the Senior Discount Notes will be subject to
redemption at any time at the option of the Holding Co-borrowers, in whole or in
part, at the redemption prices, which are expressed as percentages of principal
amount, shown below plus accrued and unpaid
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interest, if any, and liquidated damages, if any, thereon to the applicable

redemption date, if redeemed during the twelve-month period beginning on
December 1 of the years indicated below:

YEAR PERCENTAGE
2003 . e e e e e et e e e 105.938%
2004 s i e e e e e e e e e e e 103.958%
2 0 101.979%
2006 and thereafter. ... .ttt i, 100.000%

Notwithstanding the foregoing, at any time before December 1, 2001, the
holding companies may on any one or more occasions redeem up to 35% of the
aggregate principal amount at maturity of senior discount notes originally
issued under the Senior Discount Note indenture at a redemption price equal to
111.875% of the accreted value at the date of redemption, plus liquidated
damages, if any, to the redemption date, with the net cash proceeds of any
equity offering and/or the net cash proceeds of a strategic equity investment;
provided that at least 65% of the aggregate principal amount at maturity of
Senior Discount Notes originally issued remain outstanding immediately after
each occurrence of such redemption.

Upon the occurrence of a Change of Control, each holder of Senior Discount
Notes will have the right to require the Holding Co-Borrowers to repurchase all
or any part of such holder's Senior Discount Notes pursuant to a Change of
Control offer at an offer price in cash equal to 101% of the aggregate principal
amount thereof plus accrued and unpaid interest and liquidated damages thereon,
if any, to the date of purchase.

Mercom debt

In August 1997, the Mercom revolving credit agreement for $2,000 expired.
Mercom had no borrowings under the revolving credit agreement in 1996 or 1997.

On September 29, 1997, Cable Michigan, Inc. purchased and assumed all of
the bank's interest in the term credit agreement and the note issued thereunder.
Immediately after the purchase, the term credit agreement was amended in order
to, among other things, provide for less restrictive financial covenants,
eliminate mandatory amortization of principal and provide for a bullet maturity
of principal on December 31, 2002, and remove the change of control event of
default. Mercom's borrowings under the term credit agreement contain pricing and
security provisions substantially the same as those in place prior to the
purchase of the loan. The borrowings are secured by a pledge of the stock of
Mercom's subsidiaries and a first lien on certain of the assets of Mercom and
its subsidiaries, including inventory, equipment and receivables. At December
31, 1998, $14,151 of principal was outstanding. The borrowings under the term
credit agreement are eliminated in the Company's consolidated balance sheet.

Note payable

Avalon New England issued a note payable for $500 which is due on May 29,
2003, and bears interest at a rate of 7% per annum (which approximates Avalon
New England's incremental borrowing rate) payable annually. Additionally, Avalon
New England has a $100 non-compete agreement. The agreement calls for five
annual payments of $20, commencing on May 29, 1999.
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9. INCOME TAXES
The income tax provision in the accompanying consolidated financial

statements of operations relating to Mercom, Inc., a majority-owned subsidiary,
is comprised of the following:

1998
CURRENT
=Y L= 0 S --
S = -
Total Current. .. ... i it ittt i e -
DEFERRED
Federal. ittt it i et e e e e e e 171
S = = 15
Total Deferred. ... ...t i ittt it ii e 186
Total provision for income taxesS..........iuiuiiiiinnnnnnnnnn. $186

The benefit for income taxes is different from the amounts computed by
applying the U.S. statutory federal tax rate of 35% for 1998. The differences
are as follows:

1998
Loss before provision for income taxes.............ciiiiinnn $(8,833)
Federal tax provision at statutory rates.................... $(3,092)
State Income taxesS.. ...ttt ittt i i e e (182)
Allocated L0 MEMDET S . v i ittt ittt ettt ettt eeeeeeeeeeeeeeennnnn 3,082
[T e 6
Provision for 1NCOME LAXES. ...t $ 186
TAX NET
OPERATING EXPIRATION
YEAR LOSSES DATE
S $922 2018

Temporary differences that give rise to significant portion of deferred tax
assets and liabilities at December 31 are as follows:

1998
NOL CATTYfOrWATAS e v v vt v ee et tteee e teeesetaneeeenneeneennnnns $ 922
ST B Y 459
[0 o0 Ll o Y 20
Total deferred ASSEetS . it et in et teeeeeneeeneeeneeneeens 1,401
Property, plant and equipment......... ...t iiiiiiininnnennn (2,725)
Intangible assetsS. .ttt ittt et e e e (38)
Total deferred 1iabilitieS . e e ettt tteeeeeeeeeenneeennns (2,763)
LSS0 o oo = (1,362)
Valuation alloWanCe. ...ttt ittt ittt enenenennns -=
Total deferred LaXeS . v vt e e ittt e e ettt ettt eeeeeeenannnnnns $(1,362)
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10. COMMITMENTS AND CONTINGENCIES
Leases

Avalon New England and Avalon Michigan rent poles from utility companies
for use in their operations. While rental agreements are generally short-term,
Avalon New England and Avalon Michigan anticipate such rentals will continue in
the future. Avalon New England and Avalon Michigan also lease office facilities
and various items of equipment under month-to-month operating leases. Rent
expense was $58 for the year ended December 31, 1998. Rental commitments are
expected to continue at approximately $1 million a year for the foreseeable
future, including pole rental commitments which are cancelable.

Legal matters

Avalon and its subsidiaries are subject to regulation by the Federal
Communications Commission ("FCC") and other franchising authorities.

Avalon and its subsidiaries are subject to the provisions of the Cable
Television Consumer Protection and Competition Act of 1992, as amended, and the
Telecommunications Act of 1996. Avalon and its Subsidiaries have either settled
challenges or accrued for anticipated exposures related to rate regulation;
however, there is no assurance that there will not be further additional
challenges to its rates.

In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the financial condition or results of operations of
Avalon and its subsidiaries.

11. RELATED PARTY TRANSACTIONS AND BALANCES

During 1998, Avalon New England received $3,341 from Avalon Holdings. In
consideration for this amount, Avalon New England executed a note payable to
Avalon Holdings. This note is recorded as note payable-affiliate on the balance
sheet at December 31, 1998. Interest accrues at a rate of 5.57% per year and
Avalon New England has recorded accrued interest on this note of $100 at
December 31, 1998.

12. SUBSEQUENT EVENT

In May 1999, the Company signed an agreement with Charter Communications,
Inc. ("Charter Communications") under which Charter Communications agreed to
purchase Avalon Cable LLC's cable television systems and assume some of their
debt. The acquisition by Charter Communications is subject to regulatory
approvals. The Company expects to consummate this transaction in the fourth
quarter of 1999.

This agreement, if closed, would constitute a change in control under the
Indenture pursuant to which the Senior Subordinated Notes and the Senior
Discount Notes (collectively, the "Notes") were issued. The Indenture provides
that upon the occurrence of a change of control of the Company (a "Change of
Control") each holder of the Notes has the right to require the Company to
purchase all or any part (equal to $1,000 or an integral multiple thereof) of
such holder's Notes at an offer price in cash equal to 101% of the aggregate
principal amount thereon (or 101% of the accreted value for the Senior Discount
Notes as of the date of purchase if prior to the full accretion date) plus
accrued and unpaid interest and Liquidated Damages (as defined in the Indenture)
thereof, if any, to the date of purchase.
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This agreement, if closed, would represent a Change of Control which, on
the closing date, constitutes an event of default under the Credit Facility
giving the lender the right to terminate the credit commitment and declare all
amounts outstanding immediately due and payable. Charter Communications has
agreed to repay all amounts due under the Credit Facility or cause all events of
default under the Credit Facility arising from the Change of Control to be
waived.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareholders of
Avalon Cable of Michigan, Inc.

In our opinion, the accompanying consolidated balance sheets and the
related consolidated statements of operations and changes in shareholders'
deficit and of cash flows present fairly, in all material respects, the
financial position of Cable Michigan, Inc. and subsidiaries (collectively, the
"Company") at December 31, 1996 and 1997 and November 5, 1998, and the results
of their operations and their cash flows for each of the two years ended
December 31, 1996 and 1997 and the period from January 1, 1998 to November 5,
1998, in conformity with generally accepted accounting principles. 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 of these statements in accordance with
generally accepted auditing standards which require that we plan and perform the
audits 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 audits provide a reasonable basis for the opinion expressed
above.

PRICEWATERHOUSECOOPERS LLP

New York, New York
March 30, 1999
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CONSOLIDATED BALANCE SHEETS

DECEMBER 31, NOVEMBER 5,
1997 1998

ASSETS

Cash and temporary cash investments............ ..., $ 17,219 S 6,093
Accounts receivable, net of reserve for doubtful accounts of

$541 at December 31, 1997 and $873 at November 5, 1998.... 3,644 4,232
Prepayments and other....... ..ttt 663 821
Accounts receivable from related parties.................... 166 396
Deferred INCOME LaAXES . i ettt teeeeeeeeenneeeeeeeeeeeeennnn 1,006 541
Total CUFreNnt ASSEeES . i ittt ittt e ettt eeeeeeeeeeeeeeennnnnneans 22,698 12,083
Property, plant and equipment, net..........c.ciiiiiiininannn 73,836 77,565
Intangible assets, Net. ...ttt 45,260 32,130
Deferred charges and other assets........... i 803 9,442
TOtAl @SS LSt i ittt i it ittt ettt et ettt ettt e e $142,597 $131,220

LIABILITIES AND SHAREHOLDERS' DEFICIT

Current portion of long-term debt.........oiuiiiiiiininnenn.. S -— $ 15,000
Accounts payable. ...ttt e e e e e e 5,564 8,370
Advance billings and customer deposits............coiiiiiin. 2,242 1,486
ACCTUEA AR S e v vttt ettt e ettt eeeeeeeeeeeennaeeeeeeseeeeeennns 167 1,035
Accrued cable programming €XPeNSE........ueeuenenenenenennnn 2,720 5,098
ACCIUEA EXPENSES e v vt v et et et et et e e e eeteeeaeaeaeeeeenenenens 4,378 2,052
Accounts payable to related parties...........ciiiiiiiiiin. 1,560 343
Total current 1iabilities...u ittt eeeeennnnnnnnnn 16,631 33,384
Long-—term debt ...ttt it ittt e e e e ettt e 143,000 120,000
Deferred INCOME LaAXES . i ettt eeeeeeeeennnneeeeeeeeeeeennnn 22,197 27,011
Total liabilities. ..ttt ittt ittt it 181,828 180,395
Minority Interest. ...ttt ittt ittt it e 14,643 14,690
Commitments and contingencies (Note 11)........c.0ciiiuiuninnn. - -
Preferred StoCk..... .l i i i i e - -
COMMON SEOCK . vttt it it it ittt it i ittt e e e -- -=
Common shareholders' deficit....... ..., (53,874) (63,865)
Total Liabilities and Shareholders' Deficit................. $142,597 $131,220

The accompanying notes are an integral part of these consolidated financial
statements.
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CABLE MICHIGAN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

REVENUES .t ittt ittt ittt i it et it
Costs and expenses, excluding management fees

and depreciation and amortization..............
Management fees........ .t i i
Depreciation and amortization..................
Merger related €XPENSES.......iiiiiiiiinnenennn

Operating INCOME. ...ttt ittt enenenens
Interest INCOME. . vt ittt iin ittt ittt iinennnn
Interest eXPeNSE. ...ttt ittt innnnnnnnnnnens
Gain on sale of Florida cable system...........
Other (expense), Net......iiiiiiiiiiinininennn.

(Loss) before income taxesS....ioiweiiineneeennn
(Benefit) from income taxes.............oviun..n

(Loss) before minority interest and equity in
unconsolidated entities.......... ... . .

Minority interest in loss (income) of
consolidated entity....... .ol

NEt (LOSS) e vttt teeeteeeeeeeeeeeeeesesoneenennes

Basic and diluted earnings per average common
share Net (loss) to shareholders.............

Average common shares and common stock
equivalents outstanding........... ..o

FOR THE YEARS ENDED
DECEMBER 31,

PE

FOR THE
RIOD FROM

JANUARY 1, 1988 TO
NOVEMBER 5, 1998

(DOLLARS IN THOUSANDS EXCEPT PER SHARE

$ 76,187 $ 81,299
40,593 44,467
3,498 3,715
31,427 32,082

669 1,035

127 358
(15,179) (11,751)

-- 2,571

(736) (738)
(15,119) (8,525)
(5,712) (4,114)
(9,407) (4,411)
1,151 53

$  (8,256) $  (4,358)
$ (1.20) & (.63)
6,864,799 6,870,528

AND SHARE AMOUNTS)

$

$

The accompanying notes are an integral part of these consolidated financial

statements.
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74,521
41,552
3,156

28,098
5,764

(1.53)

6,891,932



55

CABLE MICHIGAN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIT

Balance, December 31, 1995.....

Balance, December 31, 1996.....
Net loss from 1/1/97 through
9/30/97 e v i e
Net loss from 10/1/97 through
12/31/97 ¢ ev i i i
Transfers from RCN
Corporation.........ovuivuvn.n
Common stock issued in
connection with the
Distribution.................

Balance, December 31, 1997.....
Net loss from January 1, 1998
to November 5, 1998..........
Exercise of stock options......
Tax benefits of stock option
exercises...... .o

Balance, November 5, 1998......

The accompanying notes are an

FOR THE YEARS ENDED DECEMBER 31, 1996 AND 1997 AND
THE PERIOD FROM JANUARY 1, 1998 TO NOVEMBER 5, 1998

COMMON ADDITIONAL SHAREHOLDER'S TOTAL
SHARES COMMON PAID-IN NET SHAREHOLDERS'
OUTSTANDING STOCK CAPITAL DEFICIT INVESTMENT DEFICIT

(DOLLARS IN THOUSANDS EXCEPT SHARE AMOUNTS)

1,000 $ 1 S - $ -- $(73,758) $(73,757)

__ — - —-- (8,256) (8,256)

__ - — - 2,272 2,272
00 1 - — 9,72 (79,741
- - - - (3,251) (3,251)

__ _— — (1,107) - (1,107)

__ - — - 30,225 30,225
6,870,165 6,870 -= (59,638) 52,768 -=
6,871,165 6,871 - (60,745 — (53,874)
- - - (10,534) -= (10,534)

30,267 30 351 - -- 381

__ - 162 - - 162
6,901,432 $6,001  $513  §(71,279)  § - $(63,865)

integral part of these consolidated financial
statements.
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CABLE MICHIGAN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED
DECEMBER 31,

1996 1997
(DOLLARS IN

CASH FLOWS FROM OPERATING ACTIVITIES
D S S 0 = $ (8,256) $ (4,358)
Gain on pension curtailment/settlement.............cccuovvun.. (855) -—
Depreciation and amortization..........uiiiiiiiiinnnnnnnnnn 31,427 32,082
Deferred income taxes, Nel.....ii i ittt ittt eeeeeeennnnnn 988 (4,359)
Provision for losses on accounts receivable................. 843 826
Gain on sale of Florida cable systems.......... ... - (2,571)
Increase (decrease) in minority interest.................... (1,151) (53)
Other non-cash 1temMS. .. ittt ittt ittt et ettt ettt eennaaaan 2,274 1,914
Net change in certain assets and liabilities, net of

business acquisitions
Accounts receivable and customer depositsS.............oo..n. (1,226) (617)
Accounts payable. .ottt e e e e et 1,365 2,234
ACCTUEA EXPEINSES v vttt vttt vttt o et neeeneenneeneeeneeeneenneen 125 580
ACCTUEA AKX S et vt ittt ettt ettt eeeeeeeeeeneeeeeeeeeeeeeeeennn (99) ol
Accounts receivable from related parties.................... 567 1,549
Accounts payable to related parties...........ciiiiiiiiiin. 1,314 (8,300)
L ol o o L 501 (644)
Net cash provided by operating activities................... 27,817 18,344
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant and equipment.................. (9,605) (14,041)
Acquisitions, net of cash acquired...........iiiiiiiinnon. -= (24
Proceeds from sale of Florida cable systems................. -= 3,496
[0 T 390 560
Net cash used in investing activities............. ... (9,215) (10,009)
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of long-term debt....... .. ... -= 128,000
Redemption of long-term debt....... ..t ininnnnns (1,500) (17,430)
Proceeds from the issuance of common stock.................. -= -=
Transfers from ClE. ..ttt et en e eeeeeeeneeeneeeneeneeens - 12,500
Change in affiliate notes, net...... ... ... (16,834) (116,8306)
Payments made for debt financing costs..........cceiiiiion.. -= (647)
Net cash provided by (used in) financing activities......... (18,334) 5,587
Net increase/ (decrease) in cash and temporary cash

INVESEMENE S . o ittt ittt e i e e e e e et e e 268 13,922
Cash and temporary cash investments at beginning of year.... 3,029 3,297
Cash and temporary cash investments at end of year.......... $ 3,297 $ 17,219
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid during the year for Interest........... ... v, $ 15,199 $ 11,400
INCOME LAXES . ittt ittt ittt it et entn e e eeeenenenenenenenennns 29 370

Supplemental Schedule of Non-cash Investing and Financing Activities:

In September 1997, in connection with the transfer of CTE's investment in
Mercom to the Company, the Company assumed CTE's $15,000 Term Credit Facility.

Certain intercompany accounts receivable and payable and intercompany note
balances were transferred to shareholders' net investment in connection with

the Distribution described in note 1.

The accompanying notes are an integral part of these consolidated financial

statements.
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FOR THE PERIOD FROM
JANUARY 1, 1998 TO
NOVEMBER 5, 1998

THOUSANDS)

$(10,534)

28,098
(3,360)
710
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CABLE MICHIGAN, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)
DECEMBER 31, 1998

1. BACKGROUND AND BASIS OF PRESENTATION

Prior to September 30, 1997, Cable Michigan, Inc. and subsidiaries (the
"Company") was operated as part of C-TEC Corporation ("C-TEC"). On September 30,
1997, C-TEC distributed 100 percent of the outstanding shares of common stock of
its wholly owned subsidiaries, RCN Corporation ("RCN") and the Company to
holders of record of C-TEC's Common Stock and C-TEC's Class B Common Stock as of
the close of business on September 19, 1997 (the "Distribution") in accordance
with the terms of the Distribution Agreement dated September 5, 1997 among
C-TEC, RCN and the Company. The Company consists of C-TEC's Michigan cable
operations, including its 62% ownership in Mercom, Inc. ("Mercom"). In
connection with the Distribution, C-TEC changed its name to Commonwealth
Telephone Enterprises, Inc. ("CTE"). RCN consists primarily of C-TEC's bundled
residential voice, video and Internet access operations in the Boston to
Washington, D.C. corridor, its existing New York, New Jersey and Pennsylvania
cable television operations, a portion of its long distance operations and its
international investment in Megacable, S.A. de C.V. C-TEC, RCN, and the Company
continue as entities under common control until the Company completes the Merger
(as described below) .

On June 3, 1998, the Company entered into an Agreement and Plan of Merger
(the "Agreement") among the Company, Avalon Cable of Michigan Holdings Inc.
("Avalon Holdings") and Avalon Cable of Michigan Inc. ("Avalon Sub"), pursuant
to which Avalon Sub will merge into the Company and the Company will become a
wholly owned subsidiary of Avalon Holdings (the "Merger").

In accordance with the terms of the Agreement, each share of common stock,
par value $1.00 per share ("common stock"), of the Company outstanding prior to
the effective time of the Merger (other than treasury stock, shares owned by
Avalon Holdings or its subsidiaries, or shares as to which dissenters' rights
have been exercised) shall be converted into the right to receive $40.50 in cash
(the "Merger Consideration"), subject to certain possible closing adjustments.

On November 6, 1998, the Company completed its merger into and with Avalon
Cable Michigan, Inc. The total consideration payable in conjunction with the
merger, including fees and expenses is approximately 431,600. Subsequent to the
merger, the arrangements with RCN and CTE (as described below) were terminated.
The Merger agreement also permitted the Company to agree to acquire the
remaining shares of Mercom that it did not own.

Cable Michigan provides cable services to various areas in the state of
Michigan. Cable Michigan's cable television systems offer customer packages for
basic cable programming services which are offered at a per channel charge or
packaged together to form a tier of services offered at a discount from the
combined channel rate. Cable Michigan's cable television systems also provide
premium cable services to their customers for an extra monthly charge. Customers
generally pay initial connection charges and fixed monthly fees for cable
programming and premium cable services, which constitute the principle sources
of revenue for the Company.

The consolidated financial statements have been prepared using the
historical basis of assets and liabilities and historical results of operations
of all wholly and majority owned subsidiaries. However, the historical financial
information presented herein reflects periods during which the Company did not
operate as an independent company and accordingly, certain assumptions were made
in preparing such financial information. Such information, therefore, may not
necessarily reflect the results of operations, financial condition or cash flows
of the Company
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)

in the future or what they would have been had the Company been an independent,
public company during the reporting periods. All material intercompany
transactions and balances have been eliminated.

RCN's corporate services group has historically provided substantial
support services such as finance, cash management, legal, human resources,
insurance and risk management. Prior to the Distribution, the corporate office
of C-TEC allocated the cost for these services pro rata among the business units
supported primarily based on assets; contribution to consolidated earnings
before interest, depreciation, amortization, and income taxes; and number of
employees. In the opinion of management, the method of allocating these costs is
reasonable; however, such costs are not necessarily indicative of the costs that
would have been incurred by the Company on a stand-alone basis.

CTE, RCN and the Company have entered into certain agreements subsequent to
the Distribution, and governing various ongoing relationships, including the
provision of support services between the three companies, including a
distribution agreement and a tax-sharing agreement.

The fee per year for support services from RCN will be 4.0% of the revenues
of the Company plus a direct allocation of certain consolidated cable
administration functions of RCN. The direct charge for customer service along
with the billing service and the cable guide service will be a pro rata share
(based on subscribers) of the expenses incurred by RCN to provide such customer
service and to provide such billing and cable guide service for RCN and the
Company.

CTE has agreed to provide or cause to be provided to RCN and the Company
certain financial data processing services for a transitional period after the
Distribution. The fees for such services will be an allocated portion (based on
relative usage) of the cost incurred by CTE to provide such financial data
processing services to all three groups.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Use of estimates

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 and
disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Cash and temporary cash investments
For purposes of reporting cash flows, the Company considers all highly
liquid investments purchased with an original maturity of three months or less
to be temporary cash investments. Temporary cash investments are stated at cost,
which approximates market.
Property, plant and equipment and depreciation
Property, plant and equipment reflects the original cost of acquisition or
construction, including payroll and related costs such as taxes, pensions and

other fringe benefits, and certain general administrative costs.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
Depreciation is provided on the straight-line method based on the useful

lives of the various classes of depreciable property. The average estimated
lives of depreciable cable property, plant and equipment are:

2 B 0 15 5 = 12-25 years
Cable television distribution equipment..................... 8.5-12 years
BV o o 2 Y 5 years
Other equUiPmMent . ... ittt ittt ittt et et et e et ieieeeanan 12 years

Maintenance and repair costs are charged to expense as incurred. Major
replacements and betterments are capitalized. Gain or loss is recognized on
retirements and dispositions.

Intangible assets

Intangible assets are amortized on a straight-line basis over the expected
period of benefit ranging from 5 to 19.3 years. Intangible assets include cable
franchises. The cable systems owned or managed by the Company are constructed
and operated under fixed-term franchises or other types of operating authorities
(referred to collectively herein as "franchises") that are generally
nonexclusive and are granted by local governmental authorities. The provisions
of these local franchises are subject to federal regulation. Costs incurred to
obtain or renew franchises are capitalized and amortized over the term of the
applicable franchise agreement.

Accounting for impairments

The Company follows the provisions of Statement of Financial Accounting
Standards No. 121 -- "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of" ("SFAS 121").

SFAS 121 requires that long-lived assets and certain identifiable
intangibles to be held and used by an entity be reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. In performing the review for recoverability, the Company
estimates the net future cash flows expected to result from the use of the asset
and its eventual disposition. If the sum of the expected net future cash flows
(undiscounted and without interest charges) is less than the carrying amount of
the asset, an impairment loss is recognized. Measurement of an impairment loss
for long-lived assets and identifiable intangibles expected to be held and used
is based on the fair value of the asset.

No impairment losses have been recognized by the Company pursuant to SFAS
121.

Revenue recognition
Revenues from cable programming services are recorded in the month the
service is provided. Installation fee revenue is recognized in the period in
which the installation occurs.
Advertising expense
Advertising costs are expensed as incurred. Advertising expense charged to
operations was $514, $560, and $505 in 1996, 1997, and for the period from

January 1, 1998 to November 5, 1998 respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
Stock-based compensation

The Company applies Accounting Principles Board Opinion No.

25 -- "Accounting for Stock Issued to Employees" ("APB 25") in accounting for
its stock plans. The Company has adopted the disclosure-only provisions of
Statement of Financial Accounting Standards No. 123 -- "Accounting for
Stock-Based Compensation" ("SFAS 123").

Earnings (loss) per share

The Company has adopted statement of Financial Accounting Standards No.
128 -- "Earnings Per Share" ("SFAS 128"). Basic earnings (loss) per share is
computed based on net income (loss) divided by the weighted average number of
shares of common stock outstanding during the period.

Diluted earnings (loss) per share is computed based on net income (loss)
divided by the weighted average number of shares of common stock outstanding
during the period after giving effect to convertible securities considered to be
dilutive common stock equivalents. The conversions of stock options during
periods in which the Company incurs a loss from continuing operations is not
assumed since the effect is anti-dilutive. The number of stock options which
would have been converted in 1997 and in 1998 and had a dilutive effect if the
Company had income from continuing operations are 55,602 and 45,531,
respectively.

For periods prior to October 1, 1997, during which the Company was a wholly
owned subsidiary of C-TEC, earnings (loss) per share was calculated by dividing
net income (loss) by one-fourth the average common shares of C-TEC outstanding,
based upon a distribution ratio of one share of Company common stock for each
four shares of C-TEC common equity owned.

Income taxes

The Company and Mercom file separate consolidated federal income tax
returns. Prior to the Distribution, income tax expense was allocated to C-TEC's
subsidiaries on a separate return basis except that C-TEC's subsidiaries receive
benefit for the utilization of net operating losses and investment tax credits
included in the consolidated tax return even if such losses and credits could
not have been used on a separate return basis. The Company accounts for income
taxes using Statement of Financial Accounting Standards No. 109 -- "Accounting
for Income Taxes". The statement requires the use of an asset and liability
approach for financial reporting purposes. The asset and liability approach
requires the recognition of deferred tax assets and liabilities for the expected
future tax consequences of temporary differences between financial reporting
basis and tax basis of assets and liabilities. If it is more likely than not
that some portion or all of a deferred tax asset will not be realized, a
valuation allowance is recognized.

Reclassification

Certain amounts have been reclassified to conform with the current year's
presentation.

3. BUSINESS COMBINATION AND DISPOSITIONS

The Agreement between Avalon Cable of Michigan Holdings, Inc. and the
Company permitted the Company to agree to acquire the 1,822,810 shares
(approximately 38% of the outstanding stock) of Mercom that it did not own (the
"Mercom Acquisition"). On September 10, 1998 the Company and Mercom entered into
a definitive agreement (the "Mercom Merger Agreement") providing for the
acquisition by the Company of all of such shares at a price of $12.00 per share.
The Company completed this acquisition in March 1999.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)

The total estimated consideration payable in conjunction with the Mercom
Acquisition, excluding fees and expenses was $21,900.

In March 1999, Avalon Michigan Inc. acquired the cable television systems
of Nova Cablevision, Inc., Nova Cablevision VI, L.P. and Nova Cablevision VII,
L.P. for approximately $7,800, excluding transaction fees.

In July 1997, Mercom sold its cable system in Port St. Lucie, Florida for
cash of approximately $3,500. The Company realized a pretax gain of $2,571 on

the transaction.

4. PROPERTY, PLANT AND EQUIPMENT

DECEMBER 31, NOVEMBER 5,
1997 1998

Cable Plant ... e e e e e e e e e eeeeanennenneneenns $158, 655 $ 174,532
Buildings and land..........oiiiiiiiiiiiiiiiinen. 2,837 2,917
Furniture, fixtures and vehicleS........iuveuuuenn. 5,528 6,433
Construction in ProCesSS. ... .ttt 990 401
Total property, plant and equipment............... 168,010 184,283
Less accumulated depreciation............c.cueien.. (94,174) (106,718)
Property, plant and equipment, net................ $ 73,836 s 77,565

Depreciation expense was $15,728, $16,431 and $14,968 for the years ended
December 31, 1996 and 1997, and the period from January 1, 1998 to November 5,
1998, respectively.

5. INTANGIBLE ASSETS

Intangible assets consist of the following at:

DECEMBER 31, NOVEMBER 5,
1997 1998

Cable FranChisSesS .o u i ettt et tie et eeeneennns $134,889 $ 134,889
Noncompete agreementsS. ... .t innnnnenenennns 473 473
[T e 3,990 3,990
(0 Y 1,729 1,729
0 o= 141,081 141,081
Less accumulated amortization..............ocuuo.. (95,821) (108, 951)
Intangible assets, Net..... it $ 45,260 $ 32,130

Amortization expense charged to operations for the years ended December 31,
1996 and 1997 was $15,699 and $15,651, respectively, and $13,130 for the period
from January 1, 1998 to November 5, 1998.
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6. INCOME TAXES

The income tax provision (benefit) in the accompanying consolidated
financial statements of operations is comprised of the following:

1996 1997 1998

CURRENT

Federal. vttt i i i i e e e e $(6,700) $ 245 S 320
S = - -- 28
Total CULTLENET . ittt ittt ittt ettt ettt ettt e eeeeeeennnnas (6,700) 245 348
DEFERRED:

Federal. vttt i i i e et e e e 988 (4,359) (2,074)
o= o SN - - (183)
Total Deferred. ...ttt ettt et etteeeeennnnnnns 988 (4,359) (2,257)
Total (benefit) for income taxesS........uiiuieeenennn $(5,712) S(4,114) $(1,909)

The benefit for income taxes is different from the amounts computed by
applying the U.S. statutory federal tax rate of 35% for 1996, 34% for 1997 and
35% for the period from January 1, 1998 to November 5, 1998. The differences are
as follows:

YEAR ENDED
DECEMBER 31, PERIOD FROM
——————————————————— JANUARY 1, 1998 TO
1996 1997 NOVEMBER 11, 1998
(Loss) before (benefit) for income
AR S e ittt it ittt e e e $(15,119) $(8,525) $(12,368)
Federal tax (benefit) at statutory
= T $ (5,307) $(2,899) S (4,329)
State INnCome taAXEeS .. uuw'eeeeeeeoeeeennnnn - - (101)
Goodwill. ittt i e e 175 171 492
Increase (decrease) in valuation
Al lOWANCE e v v ettt ettt et en et (518) (1,190) -
Nondeductible expenses.........c.cuuveeun.n. -= 147 2,029
Benefit of rate differential applied to
reversing timing differences........... -= (424) -=
Other, Nel ...ttt ittt eeieeeenenn (62) 81 -
(Benefit) for income taxes............o... S (5,712) $(4,114) $ (1,909

Mercom, which files a separate consolidated income tax return, has the
following net operating losses available:

TAX NET
OPERATING EXPIRATION
YEAR LOSSES DATE
100 e e e e $ 435 2007
S $2,713 2010

In 1997, Mercom was liable for Federal Alternative Minimum Tax (AMT). At
December 31, 1997 and at November 5, 1998, the cumulative minimum tax credits
are $141 and $141, respectively. This amount can be carried forward indefinitely
to reduce regular tax liabilities that exceed AMT in future years.
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Temporary differences that give rise to a significant portion of deferred
tax assets and liabilities are as follows:

DECEMBER 31, NOVEMBER 5,

1997 1998
NOL CArryforWardS . v e e e neeeeeneeneeneeneeneeneenns $ 1,588 $ 1,132
Alternative minimum tax credits............. .. .. 141 141
TSR o Y 753 210
[O ol o U AP 230 309
Total deferred aSSetS . v i it ittt ettt ttieeeeennnnns 2,712 1,792
Property, plant and equipment............. ... .. (11,940) (10,515)
Intangible assetsS. ...ttt ittt ittt (11,963) (10,042)
Total deferred liabilities......... ..., (23,903) (20,557)
1SS0 o o - T (21,191) (18,765)
Valuation alloWanCe. ...ttt inenenenennnnnn - -
Total deferred LaXeS .. v u e e ettt ettt eeeeeeennnnnnnn $(21,191) $(18,765)

In the opinion of management, based on the future reversal of taxable
temporary differences, primarily depreciation and amortization, the Company will
more likely than not be able to realize all of its deferred tax assets. As a
result, the net change in the valuation allowance for deferred tax assets during
1997 was a decrease of $1,262, which $72 related to Mercom of Florida.

Due to the sale of Mercom of Florida, the Company's deferred tax
liabilities decreased by $132.

7. DEBT

Long-term debt outstanding at November 5, 1998 is as follows:

DECEMBER 31, NOVEMBER 5,

1997 1998
Term Credit Facility. . e e oe ot inetnnineeneeneennens $100,000 $100,000
Revolving Credit Facility.....oiiiiiiniinnennnnnnn 28,000 20,000
TEYM LOAM .t 4 e ettt e ettt et e e e e eeeaeeeneeeeeeneeenennn 15,000 15,000
0 o= 143,000 135,000
Current portion of long-term debt................... - 15,000
Total Long-Term Debt ... e e eneineeneeneennenn $143,000 $120,000

Credit Facility

The Company had an outstanding line of credit with a banking institution
for $3 million. No amounts were outstanding under this facility.

The Company has in place two secured credit facilities (the "Credit
Facilities") pursuant to a single credit agreement with a group of lenders for
which First Union National Bank acts as agent (the "Credit Agreement"), which
was effective as of July 1, 1997. The first is a five-year revolving credit
facility in the amount of $65,000 (the "Revolving Credit Facility"). The second
is an eight-year term credit facility in the amount of $100,000 (the "Term
Credit Facility").
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The interest rate on the Credit Facilities will be, at the election of the
Company, based on either a LIBOR or a Base Rate option (6.25% at November 5,
1998) (each as defined in the Credit Agreement).

The entire amount of the Term Credit Facility has been drawn and as of
November 5, 1998, $100,000 of the principal was outstanding thereunder. The
entire amount of the Revolving Credit Facility is available to the Company until
June 30, 2002. As of November 5, 1998, $20,000 of principal was outstanding
thereunder. Revolving loans may be repaid and reborrowed from time to time.

The Term Credit Facility is payable over six years in quarterly
installments, from September 30, 1999 through June 30, 2005. Interest only is
due through June 1999. The Credit Agreement is currently unsecured.

The Credit Agreement contains restrictive covenants which, among other
things, require the Company to maintain certain debt to cash flow, interest
coverage and fixed charge coverage ratios and place certain limitations on
additional debt and investments. The Company does not believe that these
covenants will materially restrict its activities.

Term Loan

On September 30, 1997, the Company assumed all obligations of CTE under a
$15 million credit facility extended by a separate group of lenders for which
First Union National Bank also acts as agent (the "$15 Million Facility"). The
$15 Million Facility matures in a single installment on June 30, 1999 and is
collateralized by a first priority pledge of all shares of Mercom owned by the
Company. The $15 Million Facility has interest rate provisions (6.25% at
November 5, 1998), covenants and events of default substantially the same as the
Credit Facilities.

On November 6, 1998, the long-term debt of the Company was paid off in
conjunction with the closing of the merger.

Mercom debt

In August 1997, the Mercom revolving credit agreement for $2,000 expired.
Mercom had no borrowings under the revolving credit agreement in 1996 or 1997.

On September 29, 1997, the Company purchased and assumed all of the bank's
interest in the term credit agreement and the note issued thereunder.
Immediately after the purchase, the term credit agreement was amended in order
to, among other things, provide for less restrictive financial covenants,
eliminate mandatory amortization of principal and provide for a bullet maturity
of principal on December 31, 2002, and remove the change of control event of
default. Mercom's borrowings under the term credit agreement contain pricing and
security provisions substantially the same as those in place prior to the
purchase of the loan. The borrowings are secured by a pledge of the stock of
Mercom's subsidiaries and a first lien on certain of the assets of Mercom and
its subsidiaries, including inventory, equipment and receivables. At November 5,
1998, $14,151 of principal was outstanding. The borrowings under the term credit
agreement are eliminated in the Company's consolidated balance sheet.

8. COMMON STOCK AND STOCK PLANS
The Company has authorized 25,000,000 shares of $1 par value common stock,
and 50,000,000 shares of $1 par value Class B common stock. The Company also has

authorized
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10,000,000 shares of $1 par value preferred stock. At November 5, 1998,
6,901,432 common shares are issued and outstanding.

In connection with the Distribution, the Company Board of Directors (the
"Board") adopted the Cable Michigan, Inc. 1997 Equity Incentive Plan (the "1997
Plan"), designed to provide equity-based compensation opportunities to key
employees when shareholders of the Company have received a corresponding benefit
through appreciation in the value of Cable Michigan Common Stock.

The 1997 Plan contemplates the issuance of incentive stock options, as well
as stock options that are not designated as incentive stock options,
performance-based stock options, stock appreciation rights, performance share
units, restricted stock, phantom stock units and other stock-based awards
(collectively, "Awards"). Up to 300,000 shares of Common Stock, plus shares of
Common Stock issuable in connection with the Distribution related option
adjustments, may be issued pursuant to Awards granted under the 1997 Plan.

All employees and outside consultants to the Company and any of its
subsidiaries and all Directors of the Company who are not also employees of the
Company are eligible to receive discretionary Awards under the 1997 Plan.

Unless earlier terminated by the Board, the 1997 Plan will expire on the
10th anniversary of the Distribution. The Board or the Compensation Committee
may, at any time, or from time to time, amend or suspend and, if suspended,
reinstate, the 1997 Plan in whole or in part.

Prior to the Distribution, certain employees of the Company were granted
stock option awards under C-TEC's stock option plans. In connection with the
Distribution, 380,013 options covering Common Stock were issued. Each C-Tec
option was adjusted so that each holder would hold options to purchase shares of
Commonwealth Telephone Enterprise Common Stock, RCN Common Stock and Cable
Michigan Common Stock. The number of shares subject to, and the exercise price
of, such options were adjusted to take into account the Distribution and to
ensure that the aggregate intrinsic value of the resulting RCN, the Company and
Commonwealth Telephone Enterprises options immediately after the Distribution
was equal to the aggregate intrinsic value of the C-TEC options immediately
prior to the Distribution.
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Information relating to the Company stock options is as follows:

Outstanding December

[ o= o =T Y
D S o 1=
Canceled. .o v i i e e e e e e e

Outstanding December

Granted. . vttt i i i e e e e e e e e
2 et eI
Canceled. it e e e e e e e e

Outstanding December

[ o= o =T Y
D S a0 =T
Canceled. « vt i e e e e e e e e e

Outstanding November

Shares exercisable November 5,

The range of exercise prices for options outstanding at November 5,

was $8.46 to $31.25.

WEIGHTED
AVERAGE
NUMBER OF EXERCISE
SHARES PRICE
301,000
33,750 $ 8.82
(7,250) --
(35,500) 10.01
292,000 8.46
88,013 8.82
(375) 10.01
379,638 8.82
47,500 31.25
(26,075) 26.21
(10,250) --
390,813 $11.52
155,125 $ 8.45
1998

No compensation expense related to stock option grants was recorded in

1997. For the period ended November 5,

of $161 was recorded relating to services rendered by the Board.

1998 compensation expense in the amount

Under the term of the Merger Agreement the options under the 1997 Plan vest
upon the closing of the merger and each option holder will receive $40.50 per

option.

Pro forma information regarding net income and earnings per share is

required by SFAS 123,

for its stock options under the fair value method of SFAS 123.

and has been determined as if the Company had accounted
The fair value of
these options was estimated at the date of grant using a Black Scholes option
pricing model with the following weighted average assumptions for the period

ended November 5, 1998.

assumptions for dividend yield of 0% for 1996,

The fair value of these options was estimated at the
date of grant using a Black Scholes option pricing model with weighted average

volatility of 39.5% for 1996,
subsequent to the Distribution for 1997 and 40% for 1998;

rate of 5.95%, 6.52% and 5.68% for 1996,

1997 and 1998;

expected

38.6% prior to the Distribution and 49.8%
risk-free interest
1997 and 1998 respectively,

expected lives of 5 years for 1996 and 1997 and 6 years for 1998.

and

The weighted-average fair value of options granted during 1997 and 1998 was

$4.19 and $14.97, respectively.
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For purposes of pro forma disclosures, the estimated fair value of the
options is amortized to expense over the options' vesting period. The Company's
pro forma net earnings and earnings per share were as follows:

FOR THE YEARS FOR THE PERIOD
ENDED DECEMBER 31,  FROM JANUARY 1,
—————————————————— TO NOVEMBER 5,

1996 1997 1998
Net (Loss) as reported......uoueeienninninnennenns $(8,256) $(4,358) $(10,534)
Net (Loss) Pro fOrma........eeeiiieeninneennennn (8,256) (4,373) (10,174)
Basic (Loss) per share-as reported............... (1.20) (0.63) (1.45)
Basic (Loss) per share-pro forma................. (1.20) (0.64) (1.48)
Diluted (Loss) per share-as reported............. (1.20) (0.63) (1.45)
Diluted (Loss) per share-pro forma............... (1.20) (0.64) (1.48)

In November 1996, the C-TEC shareholders approved a stock purchase plan for
certain key executives (the "Executive Stock Purchase Plan" or "C-TEC ESPP").
Under the C-TEC ESPP, participants may purchase shares of C-TEC Common Stock in
an amount of between 1% and 20% of their annual base compensation and between 1%
and 100% of their annual bonus compensation and provided, however, that in no
event shall the participant's total contribution exceed 20% of the sum of their
annual compensation, as defined by the C-TEC ESPP. Participant's accounts are
credited with the number of share units derived by dividing the amount of the
participant's contribution by the average price of a share of C-TEC Common Stock
at approximately the time such contribution is made. The share units credited to
participant's account do not give such participant any rights as a shareholder
with respect to, or any rights as a holder or record owner of, any shares of
C-TEC Common Stock. Amounts representing share units that have been credited to
a participant's account will be distributed, either in a lump sum or in
installments, as elected by the participant, following the earlier of the
participant's termination of employment with the Company or three calendar years
following the date on which the share units were initially credited to the
participant's account. It is anticipated that, at the time of distribution, a
participant will receive one share of C-TEC Common Stock for each share unit
being distributed.

Following the crediting of each share unit to a participant's account, a
matching share of Common Stock is issued in the participant's name. Each
matching share is subject to forfeiture as provided in the C-TEC ESPP. The
issuance of matching shares will be subject to the participant's execution of an
escrow agreement. A participant will be deemed to be the holder of, and may
exercise all the rights of a record owner of, the matching shares issued to such
participant while such matching shares are held in escrow. Shares of restricted
C-TEC Common Stock awarded under the C-TEC ESPP and share units awarded under
the C-TEC ESPP that relate to C-TEC Common Stock were adjusted so that following
the Distribution, each such participant was credited with an aggregate
equivalent value of restricted shares of common stock of CTE, the Company and
RCN. In September 1997, the Board approved the Cable Michigan, Inc. Executive
Stock Purchase Plan, ("the "Cable Michigan ESPP"), with terms substantially the
same as the C-TEC ESPP. The number of shares which may be distributed under the
Cable Michigan ESPP as matching shares or in payment of share units is 30,000.

9. PENSIONS AND EMPLOYEE BENEFITS
Prior to the Distribution, the Company's financial statements reflect the
costs experienced for its employees and retirees while included in the C-TEC

plans.
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Through December 31, 1996, substantially all employees of the Company were
included in a trusteed noncontributory defined benefit pension plan, maintained
by C-TEC. Upon retirement, employees are provided a monthly pension based on
length of service and compensation. C-TEC funds pension costs to the extent
necessary to meet the minimum funding requirements of ERISA. Substantially, all
employees of C-TEC's Pennsylvania cable television operations (formerly Twin
Country Trans Video, Inc.) were covered by an underfunded plan which was merged
into C-TEC's overfunded plan on February 28, 1996.

The information that follows relates to the entire C-TEC noncontributory
defined benefit plan. The components of C-TEC's pension cost are as follows for
1996:

Benefits earned during the year (service costs)............. $ 2,365
Interest cost on projected benefit obligation............... 3,412
Actual return on plan assetsS. ... ittt ittt (3,880)
Other components —=— Net..... ..ttt ittt iniiinnnnnns (1,4506)
Net periodic pension COSt. ...ttt ininennns $ 441

The following assumptions were used in the determination of the
consolidated projected benefit obligation and net periodic pension cost (credit)
for December 31, 1996:

Discount Rate. ... ..ttt ittt e 7.5%
Expected long-term rate of return on plan assets............ 8.0%
Weighted average long-term rate of compensation increases... 6.0%

The Company's allocable share of the consolidated net periodic pension
costs (credit), based on the Company's proportionate share of consolidated
annualized salaries as of the valuation date, was approximately $10 for 1996.
These amounts are reflected in operating expenses. As discussed below, no
pension cost (credit) was recognized in 1997.

In connection with the restructuring, C-TEC completed a comprehensive study
of its employee benefit plans in 1996. As a result of this study, effective
December 31, 1996, in general, employees of the Company no longer accrue
benefits under the defined benefit pension plans and became fully vested in
their benefit accrued through that date. C-TEC notified affected participants in
December 1996. In December 1996, C-TEC allocated pension plan assets of $6,984
and the related liabilities to a separate plan for employees who no longer
accrue benefits after sum distributions. The allocation of assets and
liabilities resulted in a curtailment/settlement gain of $4,292. The Company's
allocable share of this gain was $855. This gain results primarily from the
reduction of the related projected benefit obligation. The curtailed plan has
assets in excess of the projected benefit obligation.

C-TEC sponsors a 401 (k) savings plan covering substantially all employees
of the Company who are not covered by collective bargaining agreements.
Contributions made by the Company to the 401 (k) plan are based on a specific
percentage of employee contributions. Contributions charged to expense were $128
in 1996. Contributions charged to expense in 1997 prior to the Distribution were
$107.

In connection with the Distribution, the Company established a qualified
saving plan under Section 401 (k) of the Code. Contributions charged to expense
in 1997 were $53. Contributions charged to expense for the period from January
1, 1998 to November 5, 1998 were $164.

F-64



69
CABLE MICHIGAN, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
10. COMMITMENTS AND CONTINGENCIES

Total rental expense, primarily for office space and pole rental, was $984,
$908 and $1,077 for the year ended December 31, 1996, 1997 and for the period
from January 1, 1998 to November 5, 1998, respectively. Rental commitments are
expected to continue to approximate $1 million a year for the foreseeable
future, including pole rental commitments which are cancelable.

The Company is subject to the provisions of the Cable Television Consumer
Protection and Competition Act of 1992, as amended, and the Telecommunications
Act of 1996. The Company has either settled challenges or accrued for
anticipated exposures related to rate regulation; however, there is no assurance
that there will not be further additional challenges to its rates. The 1996
statements of operations include charges aggregating approximately $833 relating
to cable rate regulation liabilities. No additional charges were incurred in the
year ended December 31, 1997 and for the period from January 1, 1998 to November
5, 1998.

In the normal course of business, there are various legal proceedings
outstanding. In the opinion of management, these proceedings will not have a
material adverse effect on the financial condition or results of operations of
the Company.

The Company has agreed to indemnify RCN and C-TEC and their respective
subsidiaries against any and all liabilities which arise primarily from or
relate primarily to the management or conduct of the business of the Company
prior to the effective time of the Distribution. The Company has also agreed to
indemnify RCN and C-TEC and their respective subsidiaries against 20% of any
liability which arises from or relates to the management or conduct prior to the
effective time of the Distribution of the businesses of C-TEC and its
subsidiaries and which is not a true C-TEC liability, a true RCN liability or a
true Company liability.

The Tax Sharing Agreement, by and among the Company, RCN and C-TEC (the
"Tax Sharing Agreement"), governs contingent tax liabilities and benefits, tax
contests and other tax matters with respect to tax returns filed with respect to
tax periods, in the case of the Company, ending or deemed to end on or before
the Distribution date. Under the Tax Sharing Agreement, adjustments to taxes
that are clearly attributable to the Company group, the RCN group, or the C-TEC
group will be borne solely by such group. Adjustments to all other tax
liabilities will be borne 50% by C-TEC, 20% by the Company and 30% by RCN.

Notwithstanding the above, if as a result of the acquisition of all or a
portion of the capital stock or assets of the Company, the Distribution fails to
qualify as a tax-free distribution under Section 355 of the Internal Revenue
Code, then the Company will be liable for any and all increases in tax
attributable thereto.
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11. AFFILIATE AND RELATED PARTY TRANSACTIONS

The Company has the following transactions with affiliates:

FOR THE YEAR FOR THE
ENDED PERIOD ENDED
————————————————— NOVEMBER 5,

1996 1997 1998
Corporate office costs allocated to the Company... $ 3,498 $3,715 51,866
Cable staff and customer service costs allocated
from RCN Cable. ittt ittt it in e 3,577 3,489 3,640
Interest expense on affiliate notes............... 13,952 8,447 795
Royalty fees charged by CTE...... ..., 585 465 -=
Charges for engineering services.................. 296 -= --
Other affiliate expenses........c.ivuiiiiiininnnnns 189 171 157

In addition, RCN has agreed to obtain programming from third party
suppliers for Cable Michigan, the costs of which will be reimbursed to RCN by
Cable Michigan. In those circumstances where RCN purchases third party
programming on behalf of both RCN and the Company, such costs will be shared by
each company, on a pro rata basis, based on each company's number of
subscribers.

At December 31, 1997 and November 5, 1998, the Company has accounts
receivable from related parties of $166 and $396 respectively, for these
transactions. At December 31, 1997 and November 5, 1998, the Company has
accounts payable to related parties of $1,560 and $343 respectively, for these
transactions.

The Company had a note payable to RCN Corporation of $147,567 at December
31, 1996 primarily related to the acquisition of the Michigan cable operations
and its subsequent operations. The Company repaid approximately $110,000 of this
note payable in 1997. The remaining balance was transferred to shareholder's net
investment in connection with the Distribution.

12. OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

The Company places its cash and temporary investments with high credit
quality financial institutions. The Company also periodically evaluates the
creditworthiness of the institutions with which it invests. The Company does,
however, maintain unsecured cash and temporary cash investment balances in
excess of federally insured limits.

The Company's trade receivables reflect a customer base centered in the
state of Michigan. The Company routinely assesses the financial strength of its
customers; as a result, concentrations of credit risk are limited.

13. DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value
of each class of financial instruments for which it is practicable to estimate
that value:

a. The fair value of the revolving credit agreement is considered to
be equal to carrying value since the debt re-prices at least every six
months and the Company believes that its credit risk has not changed from
the time the floating rate debt was borrowed and therefore, would obtain
similar rates in the current market.
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b. The fair value of the cash and temporary cash investments
approximates fair value because of the short maturity of these instruments.

14. QUARTERLY INFORMATION (UNAUDITED)
The Company estimated the following quarterly data based on assumptions

which it believes are reasonable. The quarterly data may differ from quarterly
data subsequently presented in interim financial statements.

FIRST SECOND THIRD FOURTH
QUARTER QUARTER QUARTER QUARTER
1998
REVENUE . t vttt ittt ettt ti e tae et e $20,734 $22,311 $22,735 $ 8,741
Operating income before depreciation,
amortization, and management fees...... 9,043 10,047 10,185 12,277
Operating income (lOSS) ....iiiiieinnnnnn. 7,000 (3,324) (674) (7,051)
Net (L1OSS) euiiitin ittt ii i (1,401) (5,143) (2,375) (1,615)
Net (loss) per average Common Share...... (0.20) (0.75) (0.34) (0.23)
1997
REVENUE. t vttt ittt ittt ittt it ene e $19,557 $20,673 $20,682 $20,387
Operating income before depreciation,
amortization, and management fees...... 8,940 9,592 9,287 9,013
Operating income (loss).......covuiuinnn. 275 809 (118) 69
NEet (1OSS) v vvte it teeeeeeeeeeeenenenanns N/A N/A N/A (1,107)
Net (loss) per average Common Share...... N/A N/A N/A (0.16

The fourth quarter information for the quarter ended December 31, 1998
includes the results of operations of the Company for the period from October 1,
1998 through November 5, 1998.
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Report of Independent Auditors

The Audit Committee
Charter Communications, Inc.

We have audited the accompanying combined balance sheets of Fanch Cable Systems
Sold to Charter Communications, Inc. (comprised of components of TWFanch-one
Co., components of TWFanch-two Co., Mark Twain Cablevision, North Texas
Cablevision LTD., Post Cablevision of Texas L.P., Spring Green Communications
L.P., Fanch Narragansett CSI L.P., Cable Systems Inc., ARH, and Tioga), as of
November 11, 1999 and December 31, 1998, and the related combined statements of
operations, net assets and cash flows for the period from January 1, 1999
through November 11, 1999 and for the years ended December 31, 1998 and 1997.
These financial statements are the responsibility of Fanch Communications,
Inc.'s management. Our responsibility is to express an opinion on these
financial statements based on our audits. We did not audit the financial
statements of North Texas Cablevision, LTD., Spring Green Communications L.P.,
Cable Systems Inc. and Fanch Narragansett CSI Limited Partnership, which
statements reflect total assets of $18,289,788 as of December 31, 1998 and
total revenues of $14,562,704 and $11,906,101 for the years ended December 31,
1998 and 1997. Those statements were audited by other auditors whose reports
have been furnished to us, and our opinion, insofar as it relates to data
included for North Texas Cablevision LTD., Spring Green Communications L.P.,
Cable Systems Inc. and Fanch Narragansett CSI Limited Partnership, is based
solely on the reports of the other auditors.

We conducted our audits in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free
of material misstatement. 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. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, based on our audits and the reports of other auditors, the
financial statements referred to above present fairly, in all material respects,
the combined financial position of Fanch Cable Systems Sold to Charter
Communications, Inc. at November 11, 1999 and December 31, 1998, and the
combined results of its operations and its cash
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flows for the period from January 1, 1999 through November 11, 1999 and the
years ended December 31, 1998 and 1997 in conformity with accounting principles
generally accepted in the United States.

/s/ Ernst & Young LLP
Denver, Colorado

January 28, 2000
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Report of Independent Auditors

The Shareholders

Cable Systems, Inc.

The Partners

Fanch Narragansett CSI Limited Partnership

We have audited the accompanying balance sheets of Cable Systems, Inc. and Fanch
Narragansett CSI Limited Partnership as of December 31, 1998 and 1997, and the
related statements of operations and cash flows for the years then ended. These
financial statements are the responsibility of the Corporation's management.

Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards 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. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

The accompanying combined financial statements have been prepared pursuant to
Section 5.04(a) of the Loan Agreement between Cable Systems, Inc., Fanch
Narragansett CSI Limited Partnership and Fleet National Bank. Generally accepted
accounting principles do not recognize consolidated financial statements when a
less than 50% ownership ratio exists between two companies. As a result, our
opinion is restricted to the individual company statements shown.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial position of Cable Systems, Inc. and Fanch
Narragansett CSI Limited Partnership at December 31, 1998 and 1997, and the
results of its operations and cash flows for the year then ended in conformity
with generally accepted accounting principles.

/s/ Shields & Co.
March 9, 1999

Englewood, Colorado



75
Report of Independent Auditors

The Partners
North Texas Cablevision, Ltd.

We have audited the accompanying consolidated balance sheets of North Texas
Cablevision, Ltd. as of December 31, 1998 and 1997, and the related consolidated
statements of operations and partners' deficit and cash flows for the years then
ended. These financial statements are the responsibility of the Partnership's
management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards 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. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial position of North Texas Cablevision, Ltd.
at December 31, 1998 and 1997, and the results of its operations and its cash

flows for the years then ended in conformity with generally accepted accounting
principles.

/s/ Shields & Co.

March 9, 1999

Englewood, Colorado
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Report of Independent Auditors

The Partners
Spring Green Communications, L.P.

We have audited the accompanying balance sheet of Spring Green Communications,
L.P. as of December 31, 1998 and 1997, and the related statements of operations
and partners' capital and cash flows from inception November 3, 1997, through
December 31, 1998. These financial statements are the responsibility of the
Partnership'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 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. An audit
also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial position of Spring Green Communications,
L.P. at December 31, 1998 and 1997, and the results of its operations and its
cash flows for the periods ended December 31, 1997, and 1998 in conformity with
generally accepted accounting principles.

/s/ Shields & Co.
March 10, 1999

Englewood, Colorado
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Fanch Cable Systems Sold to Charter Communications,

Combined Balance Sheets

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, less allowance for doubtful
accounts of approximately $229,000 and $443,000
in 1999 and 1998, respectively

Prepaid expenses and other current assets

Total current assets

Property, plant and equipment:

Transmission and distribution
systems and related equipment
Furniture and equipment

Less accumulated depreciation
Net property, plant and equipment

Goodwill, net of accumulated amortization of
approximately $85,370,000 and $63,030,000 in 1999
and 1998, respectively

Subscriber lists, net of accumulated amortization of
approximately $28,168,000 and $15,024,000 in 1999
and 1998, respectively

Other intangible assets, net of accumulated
amortization of approximately $ 17,157,000 and
$14,411,000 in 1999 and 1998, respectively

Total intangible assets

Other assets

Total assets

Inc.

NOVEMBER 11
1999

$ 568,583

7,424,375
1,529,577

9,522,535

325,687,737
13,704,415

339,392,152
(73,807,164)

265,584,988

515,312,398

67,444,869

12,032,316

594,789,583

DECEMBER 31
1998

809,720

3,236,751
1,645,785

5,692,256

200,526,755
8,389,207

208,915,962
(52,484,281)

156,431,681

266,776,690

17,615,056

11,482,409

295,874,155

1,050,815

$869,897,106

$459,048,907
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LIABILITIES AND NET ASSETS
Current liabilities:

Accounts payable and other accrued liabilities
Subscriber advances and deposits

Total current liabilities

Net assets

Total liabilities and net assets

See accompanying notes.

NOVEMBER 11
1999

DECEMBER 31
1998

$

7,065,436
5,492,869

$ 13,630,205
2,033,992

12,558,305

857,338,801

15,664,197

443,384,710

$

869,897,106

$ 459,048,907
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Fanch Cable Systems Sold to Charter Communications,

Combined Statements of Operations

Revenues:
Service
Installation and other

Operating expenses, excluding depreciation

and amortization

Selling, general and administrative expenses

Income before other expenses
Other expenses:

Depreciation and amortization
Management fees

Loss (gain) on disposal of assets
Other (income) expense, net

Net income before tax expense

Income tax expense

Net income

See accompanying notes.

PERIOD FROM

JANUARY 1 TO

NOVEMBER 11
1999

YEAR ENDED DECEMBER 31

1998

1997

$ 165,967,333
19,948,268

$ 123,183,391
17,920,743

$ 113,954,539
16,587,074

185,915,601

58,504,674
27,071,932

141,104,134

42,616,007
20,361,890

130,541,613

40,346,214
21,363,377

85,576,606

100,338,995

62,097,138
6,161,558
8,135,954

(340,049)

62,977,897

78,126,237

45,885,038
3,998,259
6,420,250

313,693

61,709,591

68,832,022

61,502,426
3,663,561
(1,229,272)

232,102

24,284,394

197,334

21,508,997

286,451

4,663,205

2,260,369

S 24,087,060

$ 21,222,546

$ 2,402,836
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Fanch Cable Systems Sold to Charter Communications, Inc.

Combined Statements of Net Assets

PERIOD FROM
JANUARY 1 TO

NOVEMBER 11 YEAR ENDED DECEMBER 31

1999 1998 1997
Net assets at beginning of period $ 443,384,710 $ 455,085,231 $ 481,540,621
Net income 24,087,060 21,222,546 2,402,836
Contributions from (payments to) owners 389,867,031 (32,923,067) (28,858,226
Net assets at end of period $ 857,338,801 $ 443,384,710 $ 455,085,231

See accompanying notes.
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Fanch Cable Systems Sold to Charter Communications,

Combined Statements of Cash Flows

OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Loss (gain) on disposal of assets
(Increase) decrease in accounts receivable,
prepaid expenses and other current assets
(Decrease) increase in accounts payable and other
accrued liabilities and subscriber advances and
deposits

Net cash provided by operating activities
INVESTING ACTIVITIES

Acquisition of systems

Purchases of property, plant and equipment
Additions to intangibles, net

Proceeds from sale of equipment

Net cash used in investing activities

FINANCING ACTIVITIES
Contributions from (payments to) owners

Net cash provided by (used in) financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes.

Inc.

PERIOD FROM

JANUARY 1 TO

NOVEMBER 11 YEAR ENDED DECEMBER 31
1999 1998 1997

$ 24,087,060 $ 21,222,546 $ 2,402,836

62,097,138 45,885,038 61,502,426

8,135,954 6,420,250 (1,229,272)
(3,020,601) (2,053,483) 2,067,370
(3,105,892) 1,434,001 (4,676,441)
88,193,659 72,908,442 60,066,919

(413,345,351) - (18,243,593)

(64,956,476) (39,343,681) (17,213,637)
- (909,674) (1,116,251)
- 103,028 5,337,321
(478,301,827) (40,150,327) (31,236,160)

389,867,031 (32,923,067) (28,858,226

389,867,031 (32,923,067) (28,858,226

(241,137) (164,952) (27,467)
809,720 974,672 1,002,139
$ 568,583 $ 809,720 $ 974,672
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Fanch Cable Systems Sold to Charter Communications, Inc.
Notes to Combined Financial Statements

November 11, 1999

1. BASIS OF PRESENTATION

ACQUISITION BY CHARTER COMMUNICATIONS, INC. AND BASIS OF PRESENTATION

The Fanch Cable Systems Sold to Charter Communications, Inc. are comprised of
the following entities: components of TWFanch-one Co., components of TWFanch-two
Co., Mark Twain Cablevision, North Texas Cablevision LTD., Post Cablevision of
Texas L.P., Spring Green Communications L.P., Fanch Narragansett CSI L.P., Cable
Systems Inc., ARH, and Tioga (the "Combined Systems"). The Combined Systems were
managed by Fanch Communications, Inc. (the "Management Company") .

Pursuant to a purchase agreement, dated May 12, 1999 between certain partners
("Partners") of the Combined Systems and Charter Communications, Inc.
("Charter"), the Partners of the Combined Systems entered into a distribution
agreement whereby the Partners will distribute and/or sell certain of their
cable systems to certain of their respective Partners. These Partners will then
sell the Combined Systems through a combination of asset sales and the sale of
equity and partnership interests to Charter.

Accordingly, these combined financial statements of the Combined Systems reflect
the "carved out" financial position, results of operations, cash flows and
changes in net assets of the operations of the Combined Systems as if they had
been operating as a separate company. For purposes of determining the financial
statement amounts of the Combined Systems, management excluded certain systems
(the "Excluded Systems"). In order to exclude the results of operations and
financial position of the Excluded Systems from the combined financial
statements, management has estimated certain revenues, expenses, assets and
liabilities that are not specifically identified to systems based on the ratio
of each Excluded System's basic subscribers to the total basic subscribers
served by the respective partnerships. Management believes the basis used for
these allocations is reasonable. The Combined Systems' results of operations are
not necessarily indicative of future operating results or the results that would
have occurred if the Combined Systems were a separate legal entity.

DESCRIPTION OF BUSINESS
The Combined Systems, operating in various states throughout the United States,

are principally engaged in operating cable television systems and related
activities under non-exclusive franchise agreements.

F-78



83
Fanch Cable Systems Sold to Charter Communications, Inc.

Notes to Combined Financial Statements (continued)

1. BASIS OF PRESENTATION (CONTINUED)
PRINCIPLES OF COMBINATION

The accompanying combined financial statements include the accounts of the
Combined Systems, as if the Combined Systems were a single company. All material
intercompany balances and transactions have been eliminated.

CASH, INTERCOMPANY ACCOUNTS AND DEBT

Under the Combined Systems' centralized cash management system, the cash
requirements of its individual operating units were generally subsidized by the
Management Company and the cash generated or used by the individual operating
units was transferred to/from the Management Company, as appropriate, through
the use of intercompany accounts. The resulting intercompany account balances
are included in net assets and all the net cash generated from (used in)
operations, investing activities and financing activities has been included in
the Combined Systems' net contributions by (payments to) the Management Company
in the combined statements of cash flows. The Management Company maintains
external debt to fund and manage operations on a centralized basis. Debt,
unamortized loan costs and interest expense of the Management Company have not
been allocated to the Combined Systems. As such, the debt, unamortized loan
costs, and related interest are not representative of the debt that would be
required or interest expense incurred if the Combined Systems were a separate
legal entity.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

PROPERTY, PLANT AND EQUIPMENT

The Combined Systems record additions to property, plant and equipment at cost,
which in the case of assets constructed includes amounts for material, labor and

overhead. Maintenance and repairs are charged to expense as incurred.

For financial reporting purposes, the Combined Systems use the straight-line
method of depreciation over the estimated useful lives of the assets as follows:

LIVES
Transmission and distribution systems
and related equipment 3 to 20 years
Furniture and equipment 4 to 8 1/2 years
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Fanch Cable Systems Sold to Charter Communications, Inc.
Notes to Combined Financial Statements (continued)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
INCOME TAXES
The Combined Systems pay an immaterial amount of income taxes. Taxes are paid
for Cable Systems, Inc., Hornell, ARH, Tioga, and systems operating in the State
of Michigan. The majority of the Combined Systems are various partnerships and,
as such, the tax effects of the Combined Systems' results of operations accrue
to the partners.
USE OF ESTIMATES
The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and disclosures made in
the accompanying notes to the financial statements. Actual results could differ
from those estimates.
REVENUE RECOGNITION
The Combined Systems recognize revenue when services have been delivered.
Revenues on long-term contracts are recognized over the term of the contract
using the straight-line method.
INTANGIBLES

Intangibles are recorded at cost and are amortized on a straight-line basis over
their estimated useful lives. The estimated useful lives are as follows:

LIVES
Goodwill 7 to 20 years ( 7 to 10 in 1997)
Subscriber list 3 to 7 years
Other, including franchise costs 2 to 13 years

Amortization expense was $38,229,923, $25,955,253, and $44,595,992 for the
period from January 1, 1999 to November 11, 1999 and for the years ended
December 31, 1998 and 1997, respectively. Certain of the Combined Systems
changed the estimated useful life of goodwill from 7 and 10 years in 1997 to 20
years effective January 1, 1998 to
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Fanch Cable Systems Sold to Charter Communications, Inc.

Notes to Combined Financial Statements (continued)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

better match the amortization period to anticipated economic lives of the
franchises and to better reflect industry practice. This change in estimate
resulted in an increase in net income of approximately $20 million for the year
ended December 31, 1998.

3. DISPOSAL OF ASSETS

During the periods presented, various upgrades were performed on certain plant
locations. The cost and accumulated depreciation applicable to the plant
replaced has been estimated and recorded as a loss on disposal, which is
summarized as follows:

PERIOD FROM
JANUARY 1 TO

NOVEMBER 11 YEAR ENDED DECEMBER 31

1999 1998 1997
Cost $12,238,388 $8,606,851 $ 5,529,505
Accumulated depreciation (4,102,434) (2,083,573) (2,003,191)
Proceeds - (103,028) (5,337,321)
Disposal of intangible assets - - 2,978,143
Accumulated amortization - - (2,396,408)
Loss (gain) on disposal $ 8,135,954 $6,420,250 $(1,229,272)

4. PURCHASE AND SALE OF SYSTEMS

On March 30, 1997, the Combined Systems acquired cable television systems,
including plant and franchise and business licenses, serving communities in the
states of Pennsylvania and Virginia. The purchase price was $1.4 million, of
which $765,000 was allocated to property, plant and equipment and $635,000 was
allocated to intangible assets.

Concurrent with the purchase of the systems in Pennsylvania on March 30, 1997,
the Combined Systems sold certain of these assets, including plant and franchise
and business licenses, for $340,000. No gain or loss on this transaction was
recorded.

On June 30, 1997, the Combined Systems acquired cable television systems,
including plant and franchise and business licenses, serving communities in the
State of Indiana. The purchase price was $6,345,408, of which $2,822,260 was
allocated to property, plant and equipment and $3,523,148 was allocated to
intangible assets.
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Fanch Cable Systems Sold to Charter Communications, Inc.

Notes to Combined Financial Statements (continued)

4. PURCHASE AND SALE OF SYSTEMS (CONTINUED)

On November 3, 1997, the Combined Systems acquired substantially all of the
assets, including franchise and business licenses, for cable systems serving
various communities in Wisconsin. The purchase price was $8.7 million, of which
$3.9 million was allocated to property, plant and equipment and $4.8 million was
allocated to intangible assets.

On June 12, 1998, the Combined Systems entered into an agreement to acquire
cable television systems, including plant and franchise and business licenses,
serving communities in the State of Michigan. The purchase price was $42
million, subject to purchase price adjustments. In connection with the
agreement, the Combined Systems received an additional $8.76 million in capital
contributions. The agreement was completed and the assets were transferred to
the Combined Systems on February 1, 1999. The Combined Systems recorded
approximately $11.7 million in property, plant and equipment and approximately
$30.3 million in intangible assets.

On July 8, 1998, the Combined Systems entered into an Asset Purchase Agreement
to acquire cable television systems, including plant and franchise and business
licenses, serving communities in the states of Maryland, Ohio and West Virginia.
The purchase price was $248 million, subject to purchase price adjustments. The
transaction was completed and the assets were transferred to the Combined
Systems on February 24, 1999. The Combined Systems recorded approximately $39
million to property, plant and equipment and approximately $209 million to
intangible assets.

On January 15, 1999, the Combined Systems entered into an agreement to acquire
cable television systems, including plant and franchise and business licenses,
serving communities in the State of Michigan from a related party. The purchase
price was $70 million, subject to purchase price adjustments. The agreement was
completed and the assets were transferred to the Combined Systems on March 31,
1999. In connection with the agreement, the Combined Systems received an
additional $25 million in capital contributions. The Combined Systems recorded
approximately $14.4 million to property, plant and equipment and approximately
$55.6 million to intangible assets.

On May 12, 1999, the Combined Systems entered into an agreement to acquire the
stock of ARH, Ltd. ARH, Ltd. is engaged in the business of owning and operating
cable television systems in Texas and West Virginia. The purchase price was $50
million subject to purchase price adjustments. The transaction was completed and
the assets were transferred to the Combined Systems on June 22, 1999. The
Combined Systems recorded approximately $3.9 million to property, plant and
equipment and approximately $46.1 million to intangible assets.
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Fanch Cable Systems Sold to Charter Communications, Inc.

Notes to Combined Financial Statements (continued)

4. PURCHASE AND SALE OF SYSTEMS (CONTINUED)

Unaudited pro forma operating results as though the acquisitions discussed above
had occurred at the beginning of the periods, with adjustments to give effect to
amortization of franchises and certain other adjustments for the period, are as

follows:

PERIOD FROM

JANUARY 1 TO YEAR ENDED
NOVEMBER 11 DECEMBER 31

1999 1998
Revenues $202,259,532 $197,803,975
Income from operations 92,986,581 107,053,905
Net income 27,704,095 32,130,293

The unaudited pro forma information has been presented for comparative purposes
and does not purport to be indicative of the results of operations had these
transactions been complete as of the assumed date or which may be obtained in
the future.

5. RELATED PARTIES

The Combined Systems have entered into management agreements with the Management
Company whose sole stockholder is affiliated with several of the Combined
Systems. The Combined Systems have also entered into a management agreement with
an entity (the "Affiliated Company") that has ownership interest in certain of
the Combined Systems. The agreements provide that the Management Company and the
Affiliated Company will manage their respective systems and receive annual
compensation equal to 2.5% to 5% of the gross revenues from operations from
their respective systems. Management fees were $6,161,558, $4,072,179, and
$3,663,560 for the period from January 1, 1999 to November 11, 1999 and the
years ended December 31, 1998 and 1997, respectively.

A company affiliated with the Management Company provides subscriber billing
services for a portion of the Combined Systems' subscribers. The Combined
Systems incurred fees for monthly billing and related services in the
approximate amounts of $362,000, $507,000, and $535,000 for the period from
January 1, 1999 to November 11, 1999 and the years ended December 31, 1998 and
1997, respectively.

The Combined Systems purchase the majority of their programming through the
Affiliated Company. Fees incurred for programming were approximately
$38,356,000,
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Fanch Cable Systems Sold to Charter Communications, Inc.

Notes to Combined Financial Statements (continued)

5. RELATED PARTIES (CONTINUED)

$24,600,000, and $22,200,000 for the period from January 1, 1999 to November 11,
1999 and the years ended December 31, 1998 and 1997, respectively.

The Management Company pays amounts on behalf of and receives amounts from the
Combined Systems in the ordinary course of business. Accounts receivable and
payable of the Combined Systems include amounts due from and due to the
Management Company.

6. COMMITMENTS

The Combined Systems, as an integral part of their cable operations, have
entered into lease contracts for certain items including tower rental, microwave
service and office space. Rent expense, including office, tower and pole rent,
for the period from January 1, 1999 to November 11, 1999 and the years ended
December 31, 1998 and 1997 was approximately $3,110,000, $2,462,866, and
$2,238,394, respectively. The majority of these agreements are on month-to-month
arrangements and, accordingly, the Combined Systems have no material future
minimum commitments related to these leases.

7. EMPLOYEE BENEFIT PLAN

The Combined Systems each have a defined contribution plan (the "Plan") which
qualifies under section 401 (k) of the Internal Revenue Code. Therefore, each
system of the Combined Systems participates in the respective plan. Combined
Systems contributions were approximately $497,000, $354,000, and $297,000 for
the period from January 1, 1999 to November 11, 1999 and the years ended
December 31, 1998 and 1997, respectively.



89
UNAUDITED PRO FORMA FINANCIAL STATEMENTS

The following Unaudited Pro Forma Financial Statements are based on the
historical financial statements of Charter Communications Holdings, LLC (Charter
Holdings). Since January 1, 1999, Charter Communications Holding Company, LLC
(Charter Holdco) and Charter Holdings have closed numerous acquisitions. In
addition, a subsidiary of Charter Holdings merged with Marcus Cable Holdings,
LLC (Marcus Holdings) in April 1999. Charter Holdings' consolidated financial
statements are adjusted on a pro forma basis to illustrate the estimated effects
of the acquisition of cable systems from InterMedia Capital Partners IV, L.P.,
InterMedia Partners and affiliates (collectively "InterMedia" herein), and the
transfers of Avalon Cable LLC, cable systems of Fanch Cablevision L.P. and
affiliates, and Falcon Communications, L.P. from Charter Holdco in January 2000
(the "January Transfers") as if these transactions had occurred on September 30,
1999 for the Unaudited Pro Forma Balance Sheet and to illustrate the estimated
effects of the following transactions as if they had occurred on January 1, 1998
for the Unaudited Pro Forma Statements of Operations:

(1) the acquisition of Charter Holdings on December 23, 1998 by Paul G.
Allen;

(2) the acquisition of certain cable systems from Sonic Communications
Inc. on May 20, 1998 by Charter Holdings for an aggregate purchase
price net of cash acquired, of $228.4 million, comprised of $167.5
million in cash and $60.9 million in a note payable to the seller;

(3) the acquisition of Marcus Cable Company, L.L.C. (Marcus Cable) by Mr.
Allen and Marcus Holdings' merger with and into Charter Holdings
effective March 31, 1999;

(4) the acquisitions and dispositions during 1998 by Marcus Cable;

(5) the acquisitions by Charter Communications Holding Company, Charter
Holdings and their subsidiaries completed from January 1, 1998 through
October 1, 1999;

(6) the refinancing of all the debt of our subsidiaries through the
issuance of the March 1999 Charter Holdings senior notes and senior
discount notes and funding under Charter Operating's credit
facilities; and

(7) the completion of the January Transfers, including the repurchase of
the Falcon 8.375% senior debentures due 2010 and 9.285% senior
discount debentures due 2010, and the Avalon 9.375% senior
subordinated notes due 2008 through the issuance and sale of high
yield senior notes in January 2000 (the "January 2000 Notes").

The Unaudited Pro Forma Financial Statements reflect the application of the
principles of purchase accounting to the transactions listed in items (1)
through (5) above. The allocation of certain purchase prices is based, in part,
on preliminary information, which is subject to adjustment upon obtaining
complete valuation information of intangible assets and post-closing purchase
price adjustments. We believe that finalization of the purchase prices will not
have a material impact on the results of operations or financial position of
Charter Holdings.

The Unaudited Pro Forma Financial Statements also illustrate the effects of
the issuance and sale by us of $1.532 billion January 2000 Notes. A portion of
the net proceeds were used to repurchase the notes identified in (7) above. The
remaining proceeds will be used to repurchase notes assumed in the purchase of
Bresnan Communications Company Limited Partnership.

The Unaudited pro forma adjustments are based upon available information
and certain assumptions that we believe are reasonable. In particular, the pro
forma adjustments assume that we will transfer to sellers of the InterMedia
cable systems the Indiana cable system that was retained at the time of the
InterMedia closing pending receipt of the necessary regulatory approvals.

The Unaudited Pro Forma Financial Statements of Charter Holdings do not
purport to be indicative of what our financial position or results of operations
would actually have been had the transactions described above been completed on
the dates indicated or to project our results of operations for any future date.
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CHARTER COMMUNICATIONS HOLDINGS, LLC
UNAUDITED PRO FORMA STATEMENT OF OPERATIONS
NINE MONTHS ENDED SEPTEMBER 30, 1999
CHARTER
CHARTER HOLDINGS JANUARY OFFERING
HOLDINGS ACQUISITIONS TRANSFERS ADJUSTMENTS
(NOTE A) (NOTE B) SUBTOTAL (NOTE B) (NOTE C) TOTAL
(DOLLARS IN THOUSANDS)
REVENUES .+ttt i it ittt tietneene e S 970,362 S 396,598 $ 1,366,960 $ 578,178 $ -- $ 1,945,138
Operating expenses:
Operating, general and
administrative........ ... 505,041 201,163 706,204 280,754 - 986,958
Depreciation and amortization....... 505,058 203,492 708,551 383,692 -- 1,092,242
Stock option compensation expense... 59,288 -= 59,288 -- -- 59,288
Corporate expense charges (Note D).. 18,309 32,113 50,422 14,043 -- 64,465
Management fees..........iiiiiiin.. - 6,878 6,878 4,799 - 11,677
Total operating expenses.......... 1,087,696 443,646 1,531,343 683,288 - 2,214,630
Loss from operations.................. (117,334) (47,048) (164,383) (105,110) - (269,492)
Interest EXPenNSe. .. .uei et enenenennn (310, 650) (99,161) (409,811) (196,119) (11,663) (617,593)
Interest income. .......cuueieeeennnnnn 2,284 501 2,785 807 - 3,592
Other eXPensSe.....ueie it enenenenennn. (335) (440) (775) (15) -- (790)
Loss before extraordinary item........ S (426,035) S (146,148) $ (572,184) S (300,437) $ (11,663) $ (884,283)
OTHER FINANCIAL DATA:
Adjusted EBITDA (Note E).............. S 465,321 S 195,435 3 660,756 $ 297,424 S 958,180
Adjusted EBITDA margin (Note F)....... 48.0% 49.3% 48.3% 51.4% 49.3%
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NOTES TO UNAUDITED PRO FORMA STATEMENT OF OPERATIONS

NOTE A:
following

Pro forma operating results for Charter Holdings consist of the
(dollars in thousands) :

HISTORICAL
1/1/99 1/1/99
THROUGH THROUGH
9/30/99 3/31/99
CHARTER MARCUS PRO FORMA
HOLDINGS HOLDINGS (A) ADJUSTMENTS TOTAL
ROV MU S s v v ettt ettt ettt e eeeeeeneeeeeeneeeneeeneenns $ 845,182 $ 125,180 $ - $ 970,362
Operating expenses:
Operating, general and administrative............. 436,057 68,984 -— 505,041
Depreciation and amortization..................... 441,391 51,688 11,979 (b) 505,058
Stock option compensation expense................. 59,288 -= - 59,288
Corporate expense ChargesS.......ueeeeeeeenenenennn 18,309 -= -= 18,309
Management fees...... ..ttt - 4,381 (4,381) (c) -—
Total operating EXPenSesS. .. ... v eeeeeneennenenn 955,045 125,053 7,598 1,087,696
Income (loss) from operations.............c.iiiiiuennn (109,863) 127 (7,598) (117,334)
INterest EXPENSE . v ittt it ittt teetete et eeeeeeennnn (288, 750) (27,067) 5,167 (d) (310, 650)
Interest INCOME. & vt ittt ittt et e ettt ettt eeeeeeeeennn 18,326 104 (16,146) (e) 2,284
OLNETY EXPEINSE . i i ittt it ettt ettt ettt ettt e (177) (158) -= (335)
Loss before extraordinary item..........c.cvuiiuinin.n. $  (380,464) $ (26,994) $ (18,577) $ (426,035)
(a) Marcus Holdings represents the results of operations of Marcus Cable
through March 31, 1999, the date of its merger with Charter Holdings.
(b) As a result of Mr. Allen acquiring a controlling interest in Marcus
Cable, a large portion of the purchase price was recorded as franchises
($2.5 billion) that are amortized over 15 years. This resulted in
additional amortization for the period from January 1, 1999 through
March 31, 1999. The adjustment to depreciation and amortization expense
consists of the following (dollars in millions):
WEIGHTED AVERAGE
USEFUL LIFE DEPRECIATION/
FAIR VALUE (IN YEARS) AMORTIZATION
O a= oY o s =1 = Y= 1 $2,500.0 15 S 40.8
Cable distribution systems.........oiuiiiiiininnnn. 720.0 8 21.2
Land, buildings and improvements..............oceuu.. 28.3 10 0.7
Vehicles and equipment.......c.oeiiiiiiiiininininenenns 13.6 3 1.0
Total depreciation and amortization.............. 63.7
Less-historical depreciation and amortization
of Marcus Holdings.......ouoiiiiiiininennnnnnnn (51.7)
AdJUSEMENt . v ettt e e $ 12.0
(c) Reflects the elimination of management fees.
(d) As a result of the acquisition of Marcus Cable by Mr. Allen, the
carrying value of outstanding debt was recorded at estimated fair
value, resulting in a debt premium that is to be amortized as an offset
to interest expense over the term of the debt. Interest expense was
further reduced by the effects of the extinguishment of substantially
all of our long-term debt in March 1999, excluding borrowings of our
previous credit facilities, and the refinancing of all previous credit
facilities.
(e) Reflects the elimination of interest income on excess cash since we

assumed substantially all such cash was used to acquire InterMedia.
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NOTE B:

consist of the following

NINE MONTHS ENDED SEPTEMBER 30,

Pro forma operating results for the acquisitions completed by
Charter Holdings and the entities transferred to Charter Holdings in January
(dollars in thousands) :

1999

GREATER
AMERICAN MEDIA INTERMEDIA
RENAISSANCE (A) CABLE (&) SYSTEMS (A) HELICON () RIFKIN (R) SYSTEMS OTHER (&) TOTAL
REVENUES .+ttt ittt inieneens $ 20,396 $ 12,311 S 42,348 $ 49,565 $ 152,364 $ 152,789 $ 11,303 $ 441,076
Operating expenses:
Operating, general and
administrative............. 9,382 6,465 26,067 31,693 95,077 84,174 6,213 259,071
Depreciation and amortization 8,912 5,537 5,195 16,617 77,985 79,325 3,746 197,317
Management fees.............. -= 369 - 2,511 2,513 2,356 447 8,196
Total operating expenses... 18,294 12,371 31,262 50,821 175,575 165,855 10,406 464,584
Income (loss) from operations.. 2,102 (60) 11,086 (1,256) (23,211) (13,066) 897 (23,508
Interest exXpense.........c..eu.. (6,321) (3,218) (565) (20,682) (34,926) (17,636) (1,944) (85,292)
Interest income................ 122 32 - 124 -- 187 -= 465
Other income (expense)......... - 2 (398) - (12,742) (2,719) (30) (15,887)
Income (loss) before income
taxes. . i e (4,097) (3,244) 10,123 (21,814) (70,879) (33,234) (1,077) (124,222)
Income tax expense (benefit)... (65) 5 4,535 - (1,975) (2,681) -— (181
Income (loss) before
extraordinary item........... $ (4,032) S (3,249) $ 5,588 $ (21,814) $ (68,904) $ (30,553) S (1,077) $(124,041)
NINE MONTHS ENDED SEPTEMBER 30, 1999
JANUARY TRANSFERS-HISTORICAL
FALCON FANCH AVALON TOTAL
ROV OIS . v v vttt ettt ettt it tteeaetaetaetaeene e eneeneeneeneeneeneeneenn $ 320,228 $ 155,626 $ 80,198 $ 556,052
Operating expenses:
Operating, general and administrative......... ...t iiiiinnennnn. 167,824 69,895 45,119 282,838
Depreciation and amortization........ ittt ittt ittt 168,546 49,172 33,574 251,292
Equity-based deferred compensation...........iiiuiiiiiiiiieennennnnnns 44,600 -= -= 44,600
Management fEES . .ottt ittt e e e e e e ettt et e -— 4,253 -— 4,253
Total OpPErating EXPENSES . v it ittt ittt ittt ettt et ea e neeeeeeeeeaennns 380,970 123,320 78,693 582,983
Income (loss) from OperationsS. ... ...ttt ittt ettt ittt eeaeaenennns (60,742) 32,306 1,505 (26,931)
D o ol o Y oA D g o o= I (98,931) (950) (34,340) (134,221)
INtereSt INCOmME . v vttt ittt it it ettt it ittt ittt ittt e - 9 743 752
Other INCOME (EXPEINSE) it v ittt it ittt ettt e ettt e et et ettt et eeaeeeaeeneeennnn 8,085 (842) - 7,243
Income (loss) before INCOME LaAXES . ittt eeeeeeeeeennnoeeeeeeeeeeeennn (151,588) 30,523 (32,092) (153,157)
Income tax expense (benefit) ... ...ttt ittt (3,022) 177 (1,362) (4,207)
Income (loss) before extraordinary 1tem. .......eieintnn e eneeneeneenns $(148,566) $ 30,346 $ (30,730) $(148,950)



93

Revenues

Operating expenses:

Operating, general and
administrative

Depreciation and amortization
Equity-based deferred
compensation
Corporate expense charges
Management fees

Total operating expenses

Income (loss) from operations
Interest expense

Interest income

Other income (expense)

Income (loss) before income taxes
Income tax expense (benefit)
Income (loss) before

extraordinary item

Revenues

Operating expenses:

Operating, general and
administrative

Depreciation and amortization
Equity-based deferred
compensation
Corporate expense charges
Management fees

Total operating expenses

Income (loss) from operations
Interest expense

Interest income

Other income (expense)

before income taxes
(benefit)

Income (loss)
Income tax expense

Income (loss) before
extraordinary item

Group LLC through April 30,

1999,

NINE MONTHS ENDED SEPTEMBER 30,

1999

259,071
197,317

(23,508)
(85,292)

(15,887)

(124,222)
(181)

8,286 $(49,436)
4,358 (23,566)
1,126 (20,845)
395 (1,713)
5,879 (46,124)
2,407 (3,312)
(1,366) 11
36 --

9 (21)
1,086 (3,322)
(114) --
1,200 S (3,322)

NINE MONTHS ENDED SEPTEMBER 30,

(38,700) (e) (£)

201,163
203,492

32,113
6,878

282,838
251,292

44,600

(26,931)
(134,221)
752
7,243
(157,157)
(4,207)

$ (148,950)

4,460

Renaissance represents the results of operations of Renaissance Media
the date of acquisition by Charter

Holdings. American Cable represents the results of operations of

American Cable Entertainment,
acquisition by Charter Holdings.

LLC through May 7,

1999, the date of

Greater Media Systems represents the

results of operations of cable systems of Greater Media Cablevision,

Inc. through June 30,
Holdings.

Partners I, L.P.

Charter Holdings.

Broadband Communications,

1999,

L.L.C.

1999,

the date of acquisition by Charter

Helicon represents the results of operations of Helicon
and affiliates through July 30,
acquisition by Charter Holdings.
operations through September 13,

1999, the date of

Rifkin represents the results of
the date of acquisition by
Other represents the results of operations of Vista
through July 30,

1999, the date of

acquisition by Charter Holdings and the results of operations of cable

systems of Cable Satellite of South Miami,

Inc.

the date of acquisition by Charter Holdings.

January 1,

by Rifkin, Falcon,

and Avalon.
for using the purchase method of accounting.

Fanch,

through August 4,

1999,

Represents the historical results of operations for the period from
1999 through the date of purchase for acquisitions completed
These acquisitions were accounted
The purchase price in

25,894 (g)
32,113 (f)
19,307
(22,635)
(12,514) (i)
15,459 (§)

(19, 690)
295 (k)
$(19,985)
1999
ADJUSTMENTS
$ —
(14,043)
127,217
(44,600)
14,043
82,617
(82,617)
(61,396)
(4,689)
(148,702)
4,105
$(152,807)

(
(9)

[

280,754
383,692

(
(

Hh
-
N
o
(|
w |

(105,110)

(196,119)
807
(15)

(1)

(3)

(k)



millions and closing dates for the significant acquisitions are as
follows:

RIFKIN FANCH
Purchase price............ $165.0 $42.2
Closing date.............. February 1999 February 1999
Purchase price............ $53.8 $248.0
Closing date.............. July 1999 February 1999
Purchase price............ $70.5
Closing date.............. March 1999
Purchase price............ $50.0
Closing date.............. June 1999

Represents the elimination of the operating results related to the
cable systems transferred to InterMedia as part of a swap of cable
systems in October 1999. The agreed value of our systems transferred to
InterMedia was $420.0 million. This number includes 30,000 customers
served by an Indiana cable system that we did not transfer at the time
of the InterMedia closing because some of the necessary regulatory
approvals were still pending. We are obligated to transfer this system
to InterMedia upon receipt of such regulatory approvals. We will have
to pay $88.2 million to InterMedia if we do not obtain timely
regulatory approvals for our transfer to InterMedia of the Indiana
cable system and we are unable to transfer replacement systems. No
material gain or loss was recorded on the disposition as these systems
were recently acquired and recorded at fair value at that time.

Represents the elimination of the operating results related to the sale
of a Falcon cable system sold in January 1999.

Reflects the elimination of historical revenues and expenses associated
with an entity not included in the purchase by Charter Holdings.
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Reflects a reclassification of expenses representing corporate expenses
that would have occurred at Charter Investment, Inc. totaling $46.2
million and the elimination of stock compensation expenses that were
included in operating, general and administrative expense.

Represents additional depreciation and amortization as a result of
acquisitions completed by Charter Holdings and the January Transfers. A
large portion of the purchase price was allocated to franchises ($9.9
billion) that are amortized over 15 years. The adjustment to
depreciation and amortization expense consists of the following
(dollars in millions):

WEIGHTED AVERAGE

FAIR VALUE USEFUL LIFE
D20 a8 o T o T = S 9,866.3 15
Cable distribution systems........ ..t 1,500.3 8
Land, buildings and IimprovementsS...........ieuienineneneenennns 46.8 10
Vehicles and equipment........iiiiii i i it innnenenens 77.3 3

Total depreciation and amortization......................
Less-historical depreciation and amortization............

AdJUSEMENt . ¢ ittt it e e e e e e e et e e

Reflects the elimination of change in control payments under the terms
of Falcon's equity-based compensation plans that were triggered by the
acquisition of Falcon. These plans will be terminated and the employees
will participate in the option plan of Charter Communications Holding
Company. As such, these costs will not recur.

Reflects additional interest expense on borrowings, which have been or
will be used to finance the acquisitions as follows (dollars in
millions) :

$165.0 million of credit facilities at a composite current rate of 8.7%—-AvaloN........euvveuueenn.
$150.0 million 9.375% senior subordinated NOtesS——AVAloN. ...ttt it ineeneeneetneineeneeneenns
$196.0 million 11.875% senior discount NOLES==AVALON. ...ttt ittt eeennneeennnneeennneeennnns
$870.0 million of credit facilities at a composite current rate of 8.4%--Fanch...................
$1.0 billion of credit facilities at a composite current rate of 7.9%--CC VII-(Falcon)...........
$375.0 million 8.375% senior debentures——FalCOn . @ttt ittt eneeneeneeneeneeneeneeneenns
$435.3 million 9.285% senior discount debentures——FalCON. .. ...ttt neeennnneeennneeennnns
Interest expense for recent acquisitions prior to closing at composite current rate of 8.2%......

Total Pro forma INteresSt EXPEIMSE S . vttt ittt ittt et ettt et e ettt ettt ettt et et eteeeeeneeaaeenas
Less-historical interest expense from acquired COmMPANIES. ... .ttt ittt ititnnenenenenennn

72 B 5T o8 (1Y o

An increase in the interest rate of 0.125% on all variable rate debt
would result in an increase in interest expense of $5.2 million.

Represents the elimination of gain (loss) on sale of cable systems
whose results of operations have been eliminated in (c) and (d) above.

Reflects the elimination of income tax expense (benefit) as a result of
being acquired by a limited liability company.

P-6
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NOTE C: The offering adjustment to increase interest expense by
approximately $11.7 million consists of the following (dollars in millions):

INTEREST

DESCRIPTION EXPENSE
$883.3 million of January 2000 High Yield Notes (at a blended rate of 10.5%) .ttt nnennn. S 69.9
Amortization of debt issuance costs 2.3
Total pro forma interest expense 72.2
Less-historical interest expense (60.5)
2o By BT b 1T o S 11.7

NOTE D: Charter Investment, Inc. provided corporate management and
consulting services to Charter Holdings. In connection with the initial public
offering of common stock by Charter Communications, Inc., the existing
management agreement was assigned to Charter Communications, Inc.

NOTE E: Adjusted EBITDA represents loss before extraordinary item,
income taxes, depreciation and amortization, stock option compensation expense,
corporate expense charges, management fees, and other income (expense). Adjusted
EBITDA is presented because it is a widely accepted financial indicator of a
cable company's ability to service indebtedness. However, adjusted EBITDA should
not be considered as an alternative to income from operations or to cash flows
from operating, investing or financing activities, as determined in accordance
with generally accepted accounting principles. Adjusted EBITDA should also not
be construed as an indication of a company's operating performance or as a
measure of liquidity. In addition, because adjusted EBITDA is not calculated
identically by all companies, the presentation here may not be comparable to
other similarly titled measures of other companies. Management's discretionary
use of funds depicted by adjusted EBITDA may be limited by working capital, debt
service and capital expenditure requirements and by restrictions related to
legal requirements, commitments and uncertainties.

NOTE F: Adjusted EBITDA margin represents adjusted EBITDA as a
percentage of revenues.
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CHARTER COMMUNICATIONS, HOLDINGS, LLC
UNAUDITED PRO FORMA STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 1998

CHARTER
CHARTER MARCUS HOLDINGS JANUARY OFFERING
HOLDINGS HOLDINGS ACQUISITIONS TRANSFERS ADJUSTMENTS
(NOTE A) (NOTE B) (NOTE C) SUBTOTAL (NOTE C) (NOTE D) TOTAL

(DOLLARS IN THOUSANDS)

REVENUES . ¢ttt ittt ittt tnetneeneennen $ 601,953 $ 457,929 $ 597,471 $ 1,657,353 $ 754,899 $ -- $ 2,412,252
Operating expenses:
Operating, general and administrative 304,555 236,595 291,989 833,139 371,881 - 1,205,020
Depreciation and amortization..... 370,406 258,348 330,566 959,320 524,095 - 1,483,415
Stock option compensation expense. 845 -- -- 845 -= - 845
Corporate expense charges (Note E) 16,493 17,042 20,991 54,526 21,322 - 75,848
Management fees................... -— - 14,668 14,668 6,135 - 20,803
Total operating expenses........ 692,299 511,985 658,214 1,862,498 923,433 - 2,785,931
Loss from operations................ (90, 346) (54,056) (60,743) (205,145) (168,534) -- (373,679
Interest exXpense.........ccvviieennn (200, 794) (137,627) (228,793) (567,214) (260,284) (18,272) (845,770
Other income (exXpense).............. 518 - (5,825) (5,307) (5,637) - (10,944
Loss before extraordinary item...... $(290,622) $(191,683) $ (295,361) $ (777,666) $(434,455) $ (18,272) $(1,230,393

OTHER FINANCIAL DATA:
Adjusted EBITDA (Note F)............ $ 297,398 $ 221,334 $ 305,482 $ 824,214 383,018 $ 1,207,232
Adjusted EBITDA margin (Note G)..... 49.4% 48.3% 51.1% 49.7% 50.7% 50.0%
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NOTES TO THE UNAUDITED PRO FORMA

NOTE A:

Pro forma operating results
acquisition of us on December 23,

1998 by Mr.

STATEMENT OF OPERATIONS

for Charter Holdings including the
Allen and the acquisition of Sonic

Communications, Inc. (Sonic), consist of the following (dollars in thousands) :
12/24/98 1/1/98
THROUGH THROUGH
12/31/98 1/1/98 THROUGH 12/23/98 5/20/98
CHARTER CCA CHARTERCOMM CHARTER
HOLDINGS GROUP HOLDINGS HOLDINGS SONIC ELIMINATIONS SUBTOTAL
REVENUES . vttt ittt ittt ittt et ene e $ 13,713 $ 324,432 $196,801 731 $17,276 $ $ 601,953
Operating EXPeNSEeS ...ttt enenenennns
Operating, general and administrative 7,134 164,145 98,331 25,952 8,993 304,555
Depreciation and amortization 8,318 136,689 86,741 16,864 2,279 250,891
Stock option compensation expense 845 - -- - -- 845
Management fees/corporate expense
Charges. . v ittt i e e 473 17,392 14,780 6,176 - 38,821
Total operating expenses.............. 16,770 318,226 199,852 48,992 11,272 595,112
Income (loss) from operations............. (3,057) 6,206 (3,051 739 6,004 6,841
INterest EXPENSE. .ttt ennennenn (2,353) (113,824) (66,121) (17,277) (2,624) 1,900 (c) (200,299)
Other income (EXPense) .......eeeeenenennn. 133 4,668 (1,684) (684) (15) (1,900) (c) 518
Income (loss) before income taxes......... (5,277) (102, 950) (70,8506) 17,222) 3,365 (192,940)
INCOME £AX EXPENSE .ttt vt v eeennennnnnnnnnns - -— - - 1,346 1,346
Income (loss) before extraordinary item... $ (5,277) $(102,950) $(70,856) $(17,222) $ 2,019 S $(194,286)
PRO FORMA
ADJUSTMENTS TOTAL
ROV EINMUE S e v v ittt ettt ettt ettt eeeeeeeeenn S - $ 601,953
Operating EeXPEeNnsSEesS: ... e ennennnn
Operating, general and administrative -= 304,555
Depreciation and amortization 119,515 (a) 370,406
Stock option compensation expense -= 845
Management fees/corporate expense
[ o =T ale 1 (22,328) (b) 16,493
Total operating expenses.............. 97,187 692,299
Income (loss) from operations............. (97,187) (90, 346)
Interest EXPEeNSE. ...ttt ineeeeenenenennn (495) (d) (200,794)
Other income (EXPense) ........c.eeeeuweennns - 518
Income (loss) before income taxes......... (97,682) (290, 622)
INCOMe taAX EXPENSE. .t v tienennneenenenennn (1,346) (e) -=
Income (loss) before extraordinary item... $(96,336) $(290,622)
(a) Represents additional depreciation and amortization as a result of the
acquisition of us by Mr. Allen. A large portion of the purchase price
was allocated to franchises that are amortized over 15 years. The
adjustment to depreciation and amortization expense consists of the
following (dollars in millions):
WEIGHTED AVERAGE DEPRECIATION/
FAIR VALUE USEFUL LIFE (IN YEARS) AMORTIZATION
D ar= oY o B ==Y 1Y S 3,600.0 15 S 240.0
Cable distribution systems..........oiiiiiiiiiiiinnnnn. 1,439.2 12 115.3
Land, buildings and improvements............couoeeiuenenn. 41.3 11 3.5
Vehicles and equipment. ... ...ttt enenennn 61.2 5 11.6
Total depreciation and amortization............. 370.4
Less-historical depreciation and amortization... (250.9)
AdJUSEMENE e ¢ v ettt it ettt et e e e e S 119.5
(b) Reflects the reduction in corporate expense charges of approximately

$7.9 million to reflect the actual costs incurred. Management fees



(d)

charged to CCA Group and CharterComm Holdings, L.P., companies not
controlled by Charter Investment, Inc. at that time, exceeded the
allocated costs incurred by Charter Investment, Inc. on behalf of those
companies by $7.9 million. Also reflects the elimination of
approximately $14.4 million of change of control payments under the
terms of the then-existing equity appreciation rights plans. Such
payments were triggered by the acquisition of us by Mr. Allen. Such
payments were made by Charter Investment, Inc. and were not subject to
reimbursement by us, but were allocated to us for financial reporting
purposes. The equity appreciation rights plans were terminated in
connection with the acquisition of us by Mr. Allen, and these costs
will not recur.

Represents the elimination of intercompany interest on a note payable
from Charter Holdings to CCA Group.

Reflects additional interest expense on $228.4 million of borrowings
under our previous credit facilities used to finance the Sonic
acquisition offset by a reduction of interest expense related to the
extinguishment of substantially all of our long-term debt in March
1999, excluding borrowings of our previous credit facilities, and the
refinancing of all previous credit facilities.

Reflects the elimination of income tax expense as a result of being
acquired by a limited liability company.

NOTE B: Pro forma operating results for Marcus Holdings consist of the

following (dollars in thousands) :
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YEAR ENDED

DECEMBER 31, PRO FORMA
1998 ACQUISITIONS (A) DISPOSITIONS (B) ADJUSTMENTS TOTAL
RevVeNUES. ittt ittt ittt it i S 499,820 S 2,620 S (44,511) S - S 457,929
Operating expenses:
Operating, general and
administrative...... ... 271,638 1,225 (20,971) (15,297) (c) 236,595
Depreciation and amortization....... 215,789 -— - 42,559 (d) 258,348
Corporate expense charges........... - - - 17,042 (c) 17,042
Management fees.......... ... 3,341 -— - (3,341) (c) -—
Transaction and severance costs..... 135,379 -- - (135,379) (e) -
Total operating expenses.......... 626,147 1,225 (20,971) (94,416) 511,985
Income (loss) from operations........... (126,327) 1,395 (23,540) 94,416 (54,056)
Interest EXPeNSe. ...t enenenennn (159,985) -— - 22,358 (d) (137,627)
Other income (EXPense) ........c.ceeeeee.. 201,278 -— (201,278) -— -—
Income (loss) before
extraordinary item.................. $ (85,034) $ 1,395 $ (224,818) $ 116,774 $  (191,683)
(a) Represents the results of operations of acquired cable systems prior to
their acquisition in 1998 by Marcus Cable.
(b) Represents the elimination of operating results and the corresponding
gain on sale of cable systems sold by Marcus Cable during 1998.
(c) Represents a reclassification of expenses totaling $15.3 million from
operating, general and administrative to corporate expense charges.
Also reflects the elimination of management fees and the addition of
corporate expense charges of $1.7 million for actual costs incurred by
Charter Investment, Inc. on behalf of Marcus Holdings. Management fees
charged to Marcus Holdings exceeded the costs incurred by Charter
Investment, Inc. by $1.3 million.
(d) As a result of the acquisition of Marcus Holdings by Mr. Allen, a large
portion of the purchase price was recorded as franchises ($2.5 billion)
that are amortized over 15 years. This resulted in additional
amortization for year ended December 31, 1998. The adjustment to
depreciation and amortization expense consists of the following
(dollars in millions):
WEIGHTED AVERAGE DEPRECIATION/
FAIR VALUE USEFUL LIFE (IN YEARS) AMORTIZATION
Bt o T o B == S 2,500.0 15 167.2
Cable distribution systems.........iiiiiiiiiiiiineninnnenens 720.0 8 84.5
Land, buildings and improvements.........c..oueeieeineennennnns 28.3 10 2.7
Vehicles and equipment. ... ...ttt nenenennnanas 13.6 3 4.0
Total depreciation and amortization...................... 258.4
Less-historical depreciation and amortization............ (215.8)
2N B =0 o 1Y o 42.6
Additionally, the carrying value of outstanding debt was recorded at estimated

fair value, resulting in a debt premium that is to be amortized as an offset to
interest expense over the term of the debt. This resulted in a reduction in
interest expense for the year ended December 31, 1998.

(e) As a result of the acquisition of Marcus Holdings by Mr. Allen, Marcus
Holdings recorded transaction costs of approximately $135.4 million.
These costs were primarily comprised of approximately $90.2 million in
compensation paid to employees of Marcus Holdings in settlement of
specially designated Class B membership units, approximately $24.0
million of transaction fees paid to certain equity partners for
investment banking services and $5.2 million of transaction fees paid
primarily for professional fees. In addition, Marcus Holdings recorded
costs related to employee and officer stay-bonus and severance
arrangements of approximately $16.0 million.

P-10
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NOTE C: Pro forma operating results for the acquisitions completed by
Charter Holdings and the January Transfers consist of the following (dollars in
thousands) :
YEAR ENDED DECEMBER 31, 1998
CHARTER HOLDINGS ACQUISITIONS-HISTORICAL
GREATER
AMERICAN MEDIA INTERMEDIA
RENAISSANCE CABLE SYSTEMS HELICON RIFKIN (A) SYSTEMS OTHER TOTAL
Revenues.......ooiiiiiiiiinnnnnnnn $ 41,524 $ 15,685 $ 78,635 $ 75,577 $ 124,382 $ 176,062 $ 15,812 $ 527,677
Operating exXpenses:.........c.....
Operating, general and
administrative............. 21,037 7,441 48,852 40,179 63,815 86,753 7,821 275,898
Depreciation and
amortization............... 19,107 6,784 8,612 24,290 47,657 85,982 4,732 197,164
Management fees............... - 471 -— 3,496 4,106 3,147 - 11,220
Total operating expenses... 40,144 14,696 57,464 67,965 115,578 175,882 12,553 484,282
Income from operations........... 1,380 989 21,171 7,612 8,804 180 3,259 43,395
Interest expense........c.ouvveueen. (14,358 (4,501) (535) (27,634) (30,482) (25,449) (4,023) (106,982)
Interest income.................. 158 122 -= 93 -- 341 -- 714
Other income (exXpense)........... - -- (493) - 36,279 23,030 5 58,821
Income (loss) before
income taxes.........coiiiienn. (12,820 (3,390) 20,143 (19,929) 14,601 (1,898) (759) (4,052)
Income tax expense (benefit)..... 135 -— 7,956 - (4,178) 1,623 -— 5,536
Income (loss) before
extraordinary item............ $ (12,955) $ (3,390) $ 12,187 $ (19,929) $ 18,779 $ (3,521) $ (759) $ (9,588)
YEAR ENDED DECEMBER 31, 1998
JANUARY TRANSFERS-HISTORICAL
FALCON FANCH (B) AVALON TOTAL
REVEIUES s v v it et et ettt ettt ittt ettt tae ettt $ 307,558 $ 141,104 $ 18,187 $ 466,849
Operating ERPENSES I vttt ittt ittt ettt ettt it e
Operating, general and administrative.................... 161,233 62,977 10,067 234,271
Depreciation and amortization............ ..., 152,585 45,886 8,183 206,654
Corporate exXpPense ChargesS. ... ...ttt eteeeenenenenenennns -= 105 655 760
Management fees. ...ttt e e e e e - 3,998 — 3,998
Total operating EXPenSEeS. ..ttt e tnenenennnnnns 313,818 112,966 18,905 445,689
Income (loss) from operations..........i.iiiiiiininneennennns (6,260) 28,138 (718) 21,160
INtErEeSt ERPEISE . i ittt it ettt ettt ettt ettt (102,591) (1,873) (8,223) (112,687)
Interest INCOME. ...ttt ittt ittt i ittt ettt it e -= 17 173 190
[0 o8 o o ol D g o =T o 1= (3,093) (6,628) (463) (10,184)
Income (loss) before 1NCOME LAXES. ...ttt teeeeeneeenenneennn (111,944) 19,654 (9,231) (101,521
INCOME LAX ERPEIISE .t ¢ v vt vttt e e et e ae s et teaaeeeaeeneeeensenesnns 1,897 286 186 2,369
Income (loss) before extraordinary item...............c...... $(113,841) $ 19,368 $ (9,417) $(103,890)
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Revenues.................

Operating expenses:
Operating, general

and administrative...

Depreciation and

amortization.........

Corporate expense

Total operating

eXpensesS.........

Income (loss) from

operations.............
Interest expense.........
Interest income..........
Other income (expense)...

Income (loss) before

income taxes...........
Income tax expense.......

Income (loss) before

extraordinary item.....

YEAR ENDED DECEMBER 31,

1998

275,898

197,164

43,395
(106,982)

714

58,821

ACQUISITIONS (C)

66,641

31,262

YEAR ENDED DECEMBER 31,

DISPOSITIONS (D)

(29,559)

(35,025)

7,543

HISTORICAL ACQUISITIONS (C)

DISPOSITIONS (E)

REVENUES . vttt veeeneeennn S 466,849 $290,140 S (2,090)
Operating expenses:
Operating, general
and administrative... 234,277 144,183 (979
Depreciation and
amortization......... 206,654 84,465 (956
Corporate expense
Charges..........oo... 760 14,962 --
Management fees........ 3,998 2,175 (38)
Total operating
EXPEeNnsSesS......... 445,689 245,785 (1,973)
Income (loss) from
operations............. 21,160 44,355 (117)
Interest expense......... (112,687) (22,329) 4
Interest income.......... 190 801 --
Other income (expense)... (10,184) 2,489 -—
Income (loss) before
income taxes........... (101,521) 25,316 (113)
Income tax expense....... 2,369 (1,762 --
Income (loss) before
extraordinary item..... $(103,890) $ 27,078 S (113)
(a) Rifkin includes the results of operations of Rifkin Acquisition

Partners, L.L.L.P.,

as follows (dollars in thousands):

L3S o LT

Income from operations

Income (loss) before extraordinary item

ADJUSTMENTS TOTAL
$ -- $ 597,471
(20,991) (f) 291,989
137,165 (q) 330,566
20,991 (f) 20,991
-- 14,668
137,165 658,214
(137,165) (60,743)
(108,380) (h) (228,793)
-- 1,037
(65,740) (1) (6,862)
(311,285) (295,361)
(7,977) (3) -
$(303,308) $(295,361)
1998
ADJUSTMENTS TOTAL
$ - $ 754,899
(5,600) (f) 371,881
233,932 (qg) 524,095
5,600 (£) 21,322
-- 6,135
233,932 923,433
(233,932) (168,534)
(125,272) (h) (260,284)
-- 991
1,067 (i) (6,628)
(358,137) (434,455)
(607) (3) -=
$(357,530) $(434,455)
RIFKIN
ACQUISITION OTHER
89,921 $ 34,461
1,040 7,764
24,419 (5,640)

s 124,382
8,804
18,779



(b) Fanch includes the results of operations of Fanch cable systems as
(dollars in thousands) :

follows

FANCH CABLE

SYSTEMS OTHERS TOTAL

ST o S 124,555 $ 16,549 $ 141,104
Income from OPerationS. ... ittt ittt ittt it it ittt 25,241 2,897 28,138
Income before extraordinary 1fem. ... ...ttt it e e e e eneeaeaenennns 18,814 554 19,368
(c) Represents the historical results of operations for the period from

January 1, 1998 through the date of purchase for acquisitions completed

by Renaissance, the InterMedia systems, Helicon, Rifkin, Falcon, Fanch,

and Avalon in 1998, and the historical results of operations for the

year ended December 31, 1998 for acquisitions completed in 1999.
These acquisitions were accounted for using the purchase method of accounting.
Purchase prices and the closing dates for significant acquisitions are as
follows (dollars in millions):

INTERMEDIA
RENAISSANCE SYSTEMS HELICON RIFKIN FALCON FANCH

Purchase price.... $309.5 $29.1 $26.1 $165.0 $86.2 $42.4
Closing date...... April 1998 December 1998 December 1998 February 1999 July 1998 February 1999
Purchase price.... $53.8 $158.6 $248.0

Closing date....

Purchase price....

Closing date....

Purchase price....

Closing date....

The InterMedia acquisition above was part of a "swap".

July 1999

September 1998
$513.3
September 1998

February 1999
$70.5

March 1999
$50.0

June 1999
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Represents the elimination of the operating results primarily related
to the cable systems transferred to InterMedia as part of a swap of
cable systems in October 1999. The fair value of the systems
transferred to InterMedia was $420.0 million. This number includes
30,000 customers served by an Indiana cable system that we did not
transfer at the time of the InterMedia closing because some of the
necessary regulatory approvals were still pending. We are obligated to
transfer this system to InterMedia upon receipt of such regulatory
approvals. We will have to pay $88.2 million to InterMedia if we do not
obtain timely regulatory approvals for our transfer to InterMedia of
the Indiana cable system and we are unable to transfer replacement
systems. No material gain or loss was recorded on the disposition as
these systems were recently acquired and recorded at fair value at that
time.

Represents the elimination of the operating results related to the sale
of a Falcon cable system sold in January 1999.

Reflects a reclassification of expenses representing corporate expenses
that would have occurred at Charter Investment, Inc.

Represents additional depreciation and amortization as a result of the
acquisitions completed by Charter Holdings and the January Transfers. A
large portion of the purchase price was allocated to franchises ($9.9
billion) that are amortized over 15 years. The adjustments to
depreciation and amortization expense consists of the following
(dollars in millions):

FAIR VALUE

Jar= S ot o e 1= == S S 9,866.

Land, building and improvementsS...........uiuiiieeineennennnns 46.

3
Cable distribution systems.........iiiiii ittt innenennns 1,500.3
8
3

Vehicles and equipment. ... ...ttt inenenennnanas 77.

Total depreciation and amortization.............. ...,
Less-historical depreciation and amortization.............

AdJUSEMEN T . v ottt e e e e e et

Reflects additional interest expense on borrowings which have been or
will be used to finance the acquisitions as follows (dollars in
millions) :

WEIGHTED AVERAGE
USEFUL LIFE (IN YEARS)

$2.7 billion of credit facilities at composite current rate Of 8.2% . ... ittt inninninneneennenns

$114.4 million 10% senior discoUNt NOLES——RENAISSANCE. .t vttt ittt ittt ittt ittt ettt et eennaneen

$165

$196

.0 million of credit facilities at a composite current rate of 8.7%—-Avalon........iuiiiiiniennnennns
$150.0 million 9.375% senior subordinated NOtES——AVALlON. ... ..ttt ettt etennneeennneteennneeennnnens
.0 million 11.875% senior discount NOTES——AVAlON. ...ttt ittt ittt ittt ittt et it ittt enannennn

$870.0 million of credit facilities at composite current rate of 8.4%--FancCh........uouiiiiinnnenneneenns

$1.0 billion of credit facilities at composite current rate of 7.9%--CC VII -

$375.0 million 8.375% senior debentures——FalCOm. ...ttt ettt eeenneeeennneeeennneeennneens
$435.3 million 9.285% senior discount debentures——FalCOm. ...ttt it ineeneeneeneeneeneeneeneenns

Total Pro forma INtere St ERPEISE S . & ittt ittt it et ettt ettt ettt et ettt et ea et eeeeeeeaeeeeeeneeeaeenas
Less-historical interest expense from acquired COMPANIEsS. ... ittt ittt ittt ittt teteeenenenenenennn

72N B L6 =5 11 o Y

An increase in the interest rate on all variable rate debt of 0.125% would
result in an increase in interest expense of $6.9 million.

(1) Represents the elimination of gain (loss) on the sale of cable

television systems whose results of operations have been eliminated in

(d) and (e) above.

(3) Reflects the elimination of income tax expense (benefit) as a result of

being acquired by a limited liability company.

NOTE D: The offering adjustment to increase interest expense by
approximately $18.3 million consists of the following (dollars in millions):

DEPRECIATION/
AMORTIZATION

$ 217.

—
N
s P WwaE s Jo
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$883.3 million of January 2000 High Yield Notes (at a blended rate of 10.5%)
Amortization of debt 18SUANCE COSES . .ttt i i ittt it ittt i it ittt ettt

Total Pro forma INtErEeSt ERPEISE . ¢ vttt ittt et ettt e ettt et et et et et e te e e e eeeeeeaeaeaeeeaeaeean
Less-historical Interest EXPEISE . ittt ittt it ittt ittt ettt ittt ittt ettt eaenas

72N B 6= b (11 o

NOTE E: Charter Investment, Inc. provided corporate management and
consulting services to Charter Holdings in 1998 and to Marcus Holdings beginning
in October 1998.

NOTE F: Adjusted EBITDA represents loss before minority interest,
interest, depreciation and amortization, stock option compensation expense,
corporate expense charges, management fees and other income (expense). Adjusted
EBITDA is presented because it is a widely accepted financial indicator of a
cable company's ability to service indebtedness. However, adjusted EBITDA should
not be considered as an alternative to income from operations or to cash flows
from operating, investing or financing activities, as determined in accordance
with generally accepted accounting principles. Adjusted EBITDA should also not
be construed as an indication of a company's operating performance or as a
measure of liquidity. In addition, because adjusted EBITDA is not calculated
identically by all companies, the presentation here may not be comparable to
other similarly titled measures of other companies. Management's discretionary
use of funds depicted by adjusted EBITDA may be limited by working capital, debt
service and capital expenditure requirements and by restrictions related to
legal requirements, commitments and uncertainties.

NOTE G: Adjusted EBITDA margin represents adjusted EBITDA as a
percentage of revenues.

INTEREST
EXPENSE
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ASSETS

Cash and cash equivalents......

Accounts receivable,

net.......

Receivable from related party..
Prepaid expenses and other.....

Total current assets........

Property,
Franchises..
Other assets

plant and equipment..

Total assets................

LIABILITIES AND
MEMBER'S EQUITY
Short-term debt................
Accounts payable

and accrued expenses........
Payables to manager of cable

Total current liabilities...
Long-term debt.................
Deferred management fees.......
Other long-term liabilities....
Member's equity.........o.

Total liabilities
and member's equity......

CHARTER COMMUNICATIONS HOLDINGS,

LLC
UNAUDITED PRO FORMA BALANCE SHEET

AS OF SEPTEMBER 30, 1999
CHARTER
HISTORICAL HOLDINGS JANUARY OFFERING
CHARTER ACQUISITIONS TRANSFERS ADJUSTMENTS
HOLDINGS (NOTE A) SUBTOTAL (NOTE A) (NOTE B) TOTAL
(DOLLARS IN THOUSANDS)

$ 434,183 S (392,367) S 41,816 $ (17,230) $ - 3 24,586
48,470 2,230 50,700 28,269 - 78,969
51,458 (51,458) - - - -
27,374 920 28,294 32,961 - 61,255
561,485 (440,675) 120,810 44,000 - 164,810
2,279,489 145,949 2,425,438 929,448 - 3,354,886
8,268,021 771,585 9,039,606 5,956,482 - 14,996,088
126,196 (424) 125,772 13,306 30,535 169,613
$ 11,235,191 $ 476,435 $ 11,711,626 $ 6,943,236 S 30,535 $ 18,685,397
$ - 8 - 3 -- s 852,772 S (852,772) S -
382,565 11,441 394,006 194,684 - 588,690
8,036 -- 8,036 - - 8,036
390,601 11,441 402,042 1,047,456 (852,772) 596,726
6,244,632 464,994 6,709,626 2,102,631 883,307 9,695,564
17,004 - 17,004 — - 17,004
68,648 -- 68,648 - - 68,648
4,514,306 -- 4,514,306 3,793,149 - 8,307,455
$ 11,235,191 S 476,435 $ 11,711,626 $ 6,943,236  $ 30,535 $ 18,685,397
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NOTES TO THE UNAUDITED PRO FORMA BALANCE SHEET

NOTE A:
Systems and the January Transfers consist of the following
thousands) :

Pro forma balance sheets for our recently completed InterMedia
(dollars in

AS OF SEPTEMB

ER 30, 1999

FALCON FANCH (A) AVALON TOTAL
Cash and cash equUivalents. ...ttt ittt ittt tteee et taeee e S 4,196 S 933 § 2,995 S 8,124
Accounts recelvable, Net. ...ttt ittt teneeeeeeeeeeneeeneeeeeenens 16,236 4,910 7,059 28,205
Receivable from related pParty. ...ttt ittt ittt ieeieeeeaenn 2,414 - -= 2,414
Prepaid expenses and Other. ... ..ttt ittt ittt ttteeeeenenenenenennn 30,422 1,600 879 32,901
Total CUFIrENt @SSEES . ittt ittt ittt ettt ettt tee e eeeeeeeeeeneeeneenns 53,268 7,443 10,933 71,644
Property, plant and equipment. ... ...ttt ittt ntnneenneenaeenns 549,476 254,802 121,973 926,251
L =W o ) o Y T = 372,322 4,489 468,855 845,666
O80T == i 434,163 595,637 46 1,029,846
TOTAL @SS S ittt ettt it ettt ettt et e et $1,409,229 $ 862,371 $ 601,807 $ 2,873,407
Current maturities of long-term debt. ... ..t tieinnnnnenneneennens S -= S 20,534 s 25 S 20,559
Accounts payable and acCrued EXPENSES . ...t et eeeneenneenneenenenens 147,949 24,281 22,242 194,472
Deferred FeVEIMUE . v vt ittt ettt e ettt et ee et eeeeeeeneeeeeeneeeneeeneenns -— - 3,272 3,272
Other current 1i1abilities . v i i ettt ittt ittt et eeeeeeeeeeeeeeeeeennn -— -— 2,968 2,968
Total current liabilities. ... it ittt ittt ennennn 147,949 44,815 28,507 221,271
Long=term et . vttt it ettt e e e e e ettt e e 1,681,454 7,931 451,827 2,141,212
Note payable to related party, including accrued interest............. -= 1,457 -= 1,457
Other long-term liabilities, including redeemable preferred shares.... 424,280 203 951 425,434
2 LB I (e L eI T T (844,454) 807,965 120,522 84,033
Total liabilities and equity (deficit)........cuiiiiiiiiiniinninnenn. $1,409,229 $ 862,371 $ $601,807 $ 2,873,407
AS OF SEPTEMBER 30, 1999
INTERMEDIA SYSTEMS ACQUISITION
PRO FORMA
HISTORICAL DISPOSITIONS (B) ADJUSTMENTS TOTAL
Cash and cash equivalents............ $ -= S (4,819) $(387,548) (d) S (392,367)
Accounts receivable, net............. 14,971 (1,590) (11,151) (e) 2,230
Receivable from related party........ 7,966 = (59,424) (f) (51,458)
Prepaid expenses and other........... 1,286 (366) -= 920
Total current assets...........o... 24,223 (6,775) (458,123) (440,675)
Property, plant and equipment........ 228,676 (82,727) - 145,949
FranchisesS....uue ettt eenneenns 214,182 (334,137) 891,540 (9g) 771,585
Deferred income taxXe€S.......eeeeeeee.. 15,279 = (15,279) (h) -
Other assets.......iiiiiiiiiiin. 544 (424) (544) (1) (424)
Total assetsS. it ieneennnn $482,904 $(424,063) $ 417,594 $ 476,435
Current maturities of long-term
debt. oo $ -- S - S == $ -
Short term debt......... ... . . ... -= - - -=
Accounts payable and accrued
CXPENSES e v et ettt ettt 15,504 (4,063) - 11,441
Current deferred revenue............. 11,151 - (11,151) (e) -
Note payable to related party........ 2,265 - (2,265) (3) -
Other current liabilities............ -= -- -= -=
Total current liabilities.......... 28,920 (4,063) (13,4106) 11,441
Deferred revenuUe. ... o.oueeeeeeeennneens 3,583 - (3,583) (e) -
Long-term debt......cviiiiiininiin.. -= (420,000) 884,994 (k) 464,994
Note payable to related party,
including accrued interest......... 406,975 -= (406, 975) (3) -=
Other long-term liabilities,
including redeemable preferred
Shares. ..ottt i i e 14,934 -- (14,934) (1) -
Equity (deficit)........oiiiiiiiinn. 28,492 -= (28,492) (m) -=
Total liabilities and
equity (deficit).......... ..., $482,904 $(424,063) $ 417,594 $ 476,435



Cash and cash equivalents............

Accounts receivable,

Receivable from related party........
Prepaid expenses and other...........

Total current assets...............

Property,

Total assets.....

plant and equipment........
Franchises.........
Deferred income taxes
Other assets.......

Current maturities of long-term

debt............
Short term debt....

Accounts payable and accrued

expenses........

Current deferred revenue.............
Note payable to related party........
Other current liabilities............

Total current liabilities..........

Deferred revenue

Long-term debt.....

Note payable to related party,
including accrued interest.........

Other long-term liabilities,
including redeemable preferred

shares...........

Equity (deficit)

Total liabilities and

equity

(deficit)

AS OF SEPTEMBER 30,

1999

S 8,124
28,205
2,414
32,901

71,644
926,251
845,666

1,029,846

$ 20,559

194,472
3,272

221,271

2,141,212

1,457

425,434
84,033

$2,873,407

S 418

ADJUSTMENTS
$ (25,772) (d)
(2,539) (f)
(28,311)

5,110,094 (9)

(1,016,681) (1)

$ (20,559) (k)
852,772 (k)
(3,272) (3)
(2,968) (3)
825,973
(41,332) (k)
(1,457) (3)
(425,434) (1)

3,707,352 (m)

$ 4,065,102

S (17,230)
28,269

32,961

44,000
929,448
5,956,482

13,306

852,772

194,684

1,047,456

2,102,631

3,793,149

$6,943,236
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Fanch includes the balance sheets of Fanch cable systems as follows
(dollars in thousands) :

FANCH CABLE
SYSTEMS OTHERS

Total CUFTENt @SSEES . it i in it ittt ettt te e ettt eeneneaenanns S 6,014 S 1,429
oAl BSSEE St it ittt ittt ettt ettt ettt ee e eeeeaaaeeeeeaaeeeeenn 837,398 24,973
Total current liabilitiesS. ...ttt innieenteeneennnn 21,652 23,163
e T o Z0 S 815,746 (7,781)
Total liabilities and equUity.....iii it i, 837,398 24,973

Represents the historical assets and liabilities as of September 30,
1999 of cable systems transferred to InterMedia on October 1, 1999 and
one Indiana cable system we are required to transfer to InterMedia as
part of a swap of cable systems. The cable system being swapped will be
accounted for at fair value. No material gain or loss was recorded in
conjunction with the swap.

Represents the historical assets and liabilities as of September 30,
1999 of a cable system acquired by Avalon in 2000.

Represents Charter Holdings' historical cash used to finance a portion
of the InterMedia and Avalon acquisitions.

Represents the offset of advance billings against accounts receivable
to be consistent with Charter Holdings' accounting policy and the
elimination of deferred revenue.

Reflects assets retained by the seller of $10.5 million and the
collection of the receivable of $51.5 million from Charter
Communications Holding Company in connection with the Avalon
acquisition.

Substantial amounts of the purchase price have been allocated to
franchises based on estimated fair values. This results in an
allocation of purchase price as follows (dollars in thousands):

INTERMEDIA
SYSTEMS FALCON FANCH AVALON

Working capital.......... ... ... .. S (13,110) $ (97,095) $ (16,838) $ (10,979) $

Property,

plant and equipment....... 145,949 549,476 254,802 125,170

Franchises.......... ... ... . ... 771,585 3,084,626 2,159,771 712,079

........................... (424) 3,387 7,980 1,939

$ 904,000 $ 3,540,394 § 2,405,721 S 828,209 $

$ 7,443
862,371
44,815
807,965
862,371

(138, 022)
1,075,397
6,728,067

12,882

7,678,324

The sources of cash for the InterMedia Systems and January Transfers

are as follows (dollars in millions):

Current liabilities:
Publicly held debt, at fair market value:

9.
8.
9.

375% senior subordinated notes--Avalon..............ciiiiiinnn S 151.5
375% senior debentures—-—FalcCOn.......uiiuiiiiennneeneeneenns 378.8
285% senior discount debentures--Falcon..............cocivu.n. 322.5 S 852.8

Long-term liabilities:
Publicly held debt, at fair market value:
11.875% senior discount notes—--Avalon...........iiiiiiuiinennn. 127.4
Credit facilities drawn upon close of acquisition:
CC VII=(FAlCON) 4ttt ettt et ettt ettt et eeeeeeeeeaneeeeeaeeaeeeeenn 1,012.

2,905.0

Funded equity contributions:
Net proceeds related to Initial Public Offering.................... 3,243.1
Falcon sellers' equity .ttt ittt ittt ittt tieeeannnn 550.0

$ 3,885.2



Represents the elimination of deferred income tax assets.

Represents the elimination of the unamortized historical cost of
various assets based on the allocation of purchase price (see (f)
above) as follows (dollars in thousands):

SN oY= o a8 ol N 1= B
Noncompete agreemMen S . o oottt ittt ittt ittt ettt eenneaaaeaaeeeeeeeeennnnnnnnnaas
Deferred finanCing COSES. ..ttt ittt ittt et et e et et ettt ettt aeaeeea e
[T e
[0 o8 oY= = B =

Less—accumulated amortization. ... ...t it ittt i e e e e e

Represents liabilities retained by the seller.

Represents the following (dollars in millions):

Long-term debt NOL aSSUMEd. . ot i ittt ittt ittt it ittt it ittt ittt ittt enenens S
Helicon notes (Called) .« ittt ittt ittt ittt ittt ettt
RifKkin NOtes (LeNAETed) & v v i ittt ittt ettt ettt ettt et ettt et ettt eeeeeeeeeeeeeeeeeeaeeeeens
Avalon notes (put and repurchased) ... ..ttt ittt ittt ittt ittt ettt
Falcon debentures (put and repurchased) .. ... ...ttt ittt ittt enennns

Total pro forma debt not assumed....... ...ttt ittt it ittt
Short-term debt:
9.375% senior subordinated NOLEsS——AVAlon. ... ...ttt ittt ittt ittt ittt enenenens
8.375% senior debentures——FalCOn. ...ttt ennennennennennnn
9.285% senior discount debentures——FalComn. .. ...ttt ittt einenenenens

Total short-term debt. ... . i i it i i i i e et ei e
Long-term debt:
11.875% senior discount NOLES—=AVALlON. ..ttt ittt ittt ittt ittt enenens
Credit facilities:
Charter Operating. ...ttt it it it ittt ittt et et ittt ettt
v o o

Represents the elimination of historical liabilities retained by the
seller and the elimination of Falcon's historical redeemable preferred
shares.

Represents the elimination of historical equity (deficit) of $114.3
million and additional contributions of $3,793.1 million made to us

related to the InterMedia acquisition and the January Transfers.

NOTE B: Offering adjustments represent the issuance and sale by Charter

Holdings of the January 2000 High Yield Notes, the proceeds of which were used
to repurchase the Falcon and Avalon debentures, and the addition to other assets
of a portion of the estimated expenses paid in connection with the issuance and
sale of the January 2000 High Yield Notes which were capitalized and will be
amortized over the term of the related debt.

(464,615)
(13,065)
(52,486)

(648,423)
(56,930)

(1,235,519)
218,294
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934,
Charter Communications Holdings, LLC has duly caused this report to be signed on
its behalf by the undersigned hereunto duly authorized.

CHARTER COMMUNICATIONS
HOLDINGS, LLC, a registrant

Dated March 20, 2000 By: /s/ KENT D. KALKWARF
Name: Kent D. Kalkwarf
Title: Senior Vice President and
Chief Financial Officer
(Principal Financial Officer
and Principal Accounting Officer)
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934,
Charter Communications Holdings Capital Corporation has duly caused this report
to be signed on its behalf by the undersigned hereunto duly authorized.

CHARTER COMMUNICATIONS
HOLDINGS CAPITAL CORPORATION, a
registrant

Dated March 20, 2000 By: /s/ KENT D. KALKWARF
Name: Kent D. Kalkwarf
Title: Senior Vice President and
Chief Financial Officer
(Principal Financial Officer
and Principal Accounting
Officer)



