
CINCINNATI BELL INC
Form 10-Q/A
June 28, 2004

Edgar Filing: CINCINNATI BELL INC - Form 10-Q/A

1



Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q/A

Amendment No. 1

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2003

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                     to                    

Commission File Number 1-8519

CINCINNATI BELL INC.

Incorporated under the laws of the State of Ohio

201 East Fourth Street, Cincinnati, Ohio 45202

I.R.S. Employer Identification Number 31-1056105

Telephone � Area Code (513) 397-9900

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes x No o

At October 31, 2003, there were 244,229,002 common shares outstanding.

Edgar Filing: CINCINNATI BELL INC - Form 10-Q/A

Table of Contents 2



Table of Contents

EXPLANATORY NOTE

Pursuant to this amended Quarterly Report on Form 10-Q/A, the registrant amends �Item 1. Financial Statements�,
�Item 2. Management�s Discussion and Analysis of Financial Condition And Results of Operations� and �Item 4. Controls
and Procedures� of Part I � Financial Information, and �Item 6. Exhibits and Reports on Form 8-K� of Part II � Other
Information of its Quarterly Report on Form 10-Q as filed with the Securities and Exchange Commission on
October 15, 2003 for the quarter ended September 30, 2003. The amendment is related to the restatement of
previously reported results. The Audit Committee of the Company�s Board of Directors completed an investigation
into the allegations contained in an amended class action securities lawsuit filed in December 2003. These allegations
relate primarily to the manner in which the Company recognized revenue, and wrote down assets, with respect to its
former broadband business. In connection with that investigation, adjustments have been identified related to the
manner that the Company recorded a particular broadband network construction agreement entered into in 2000.
These adjustments related to the timing of revenue recognition resulting from the inappropriate inclusion of certain
costs that had not been fully incurred and use of estimates regarding the extent to which the construction contract had
been completed. The Company has restated its financial statements to reflect the revised accounting for this contract.
In investigating plaintiffs� other allegations, the Audit Committee did not identify any information that warranted any
modification or change to the Company�s financial statements.

This amendment does not amend any other Items except those indicated above and does not update any of the
disclosures contained in the Quarterly Report as previously filed except for certain amounts which have been
reclassified to conform to the current classifications. All other information is as of the date of original filing and
included for convenience.
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Form 10-Q/A Part I Cincinnati Bell Inc.
PART I. Financial Information
Item 1. Financial Statements
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

(Dollars in Millions, Except Per Common Share Amounts)
(Unaudited)

Three Months Nine Months
Ended September 30, Ended September 30,

2003 2002 2003 2002

(Restated)
Revenue $315.3 $570.3 $1,246.6 $ 1,669.3
Costs, Expenses, Gains and Losses
Cost of services and products (excluding depreciation
of $31.6, $96.3, $96.3 and $278.8 included below) 122.5 252.8 551.2 789.2
Selling, general and administrative 60.7 122.9 290.9 380.2
Depreciation 39.7 120.6 120.6 351.6
Amortization 0.1 6.2 0.4 19.2
Restructuring � 7.1 (3.4) 23.6
Asset impairments and other � 0.6 (0.7) 0.6
Gain on sale of broadband assets (37.3) � (336.3) �

Total operating costs, expenses, gains and losses 185.7 510.2 622.7 1,564.4

Operating Income 129.6 60.1 623.9 104.9
Minority interest expense 12.5 15.5 42.5 44.4
Interest expense and other financing costs 67.2 40.1 173.8 117.4
Loss on extinguishment of debt 17.4 � 17.4 �
Other expense (income), net (0.1) 0.8 (0.7) �

Income (loss) from continuing operations before
income taxes, discontinued operations and cumulative
effect of changes in accounting principles 32.6 3.7 390.9 (56.9)
Income tax benefit (12.1) (0.3) (12.1) (9.1)

Income (loss) from continuing operations before
discontinued operations and cumulative effect of
changes in accounting principles 44.7 4.0 403.0 (47.8)
Income from discontinued operations, net of taxes of
$119.7 � � � 217.6

44.7 4.0 403.0 169.8
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Income before cumulative effect of changes in
accounting principles
Cumulative effect of changes in accounting principles,
net of taxes of $47.6 and $5.8, respectively � � 85.9 (2,008.7)

Net Income (Loss) 44.7 4.0 488.9 (1,838.9)
Preferred stock dividends 2.6 2.6 7.8 7.8

Net Income (Loss) Applicable to Common
Shareowners $ 42.1 $ 1.4 $ 481.1 $(1,846.7)

Net Income (Loss) $ 44.7 $ 4.0 $ 488.9 $(1,838.9)
Other comprehensive income (loss), net of tax:
Unrealized gain on interest rate swaps 1.1 0.2 4.3 1.2

Comprehensive Income (Loss) $ 45.8 $ 4.2 $ 493.2 $(1,837.7)

Basic Earnings (Loss) Per Common Share
Income (loss) from continuing operations $ 0.19 $ 0.01 $ 1.79 $ (0.26)
Income from discontinued operations, net of taxes � � � 1.00
Cumulative effect of changes in accounting principles,
net of taxes � � 0.39 (9.20)

Net Earnings (Loss) per Common Share $ 0.19 $ 0.01 $ 2.18 $ (8.46)

Diluted Earnings (Loss) Per Common Share
Income (loss) from continuing operations $ 0.18 $ 0.01 $ 1.74 $ (0.26)
Income from discontinued operations, net of taxes � � � 1.00
Cumulative effect of changes in accounting principles,
net of taxes � � 0.37 (9.20)

Net Earnings (Loss) per Common Share $ 0.18 $ 0.01 $ 2.11 $ (8.46)

Weighted Average Common Shares Outstanding
(millions)
Basic 225.4 218.5 221.1 218.3
Diluted 235.2 218.9 232.0 218.3

The accompanying notes are an integral part of the financial statements.
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Form 10-Q/A Part I Cincinnati Bell Inc.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in Millions, Except Per Share Amounts)
(Unaudited)

September
30, December 31,

2003 2002

Assets
Current assets
Cash and cash equivalents $ 32.9 $ 44.9
Restricted cash � 7.0
Receivables, net of allowances of $20.4 and $53.0 139.0 240.1
Materials and supplies 40.5 32.2
Deferred income tax benefits 1.5 46.8
Prepaid expenses and other current assets 17.8 23.8

Total current assets 231.7 394.8
Property, plant and equipment, net of accumulated depreciation of $1,605.2 and
$1,659.8 923.2 867.9
Goodwill 40.9 40.9
Other intangibles, net 47.4 47.8
Other noncurrent assets 115.0 101.2

Total assets $ 1,358.2 $ 1,452.6

Liabilities and Shareowners� Deficit
Current liabilities
Short-term debt $ 135.7 $ 203.7
Accounts payable 59.0 129.4
Current portion of unearned revenue and customer deposits 39.2 118.9
Accrued taxes 53.9 84.4
Accrued restructuring 24.3 41.1
Dividends payable 2.6 30.9
Other current liabilities 134.6 141.2

Total current liabilities 449.3 749.6
Long-term debt, less current portion 2,208.0 2,354.7
Unearned revenue, less current portion 12.3 306.0
Deferred income tax liabilities 87.9 72.7
Accrued pension and postretirement benefits 72.7 64.9
Other noncurrent liabilities 20.8 59.6
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Total liabilities 2,851.0 3,607.5
Minority interest 40.0 443.9
Commitments and contingencies
Shareowners� Deficit
6 3/4% Cumulative Convertible Preferred Stock, 2,357,299 shares of all classes of
preferred stock authorized; 155,250 shares (3,105,000 depository shares) issued
and outstanding at September 30, 2003 and December 31, 2002 129.4 129.4
Common shares, $.01 par value; 480,000,000 shares authorized; 252,062,104 and
226,598,844 shares issued; 244,194,002 and 218,690,375 outstanding at
September 30, 2003 and December 31, 2002 2.5 2.3
Additional paid-in capital 2,937.5 2,365.1
Accumulated deficit (4,447.2) (4,936.1)
Accumulated other comprehensive loss (9.5) (13.8)
Common shares in treasury, at cost:
7,868,102 and 7,908,469 shares at September 30, 2003 and December 31, 2002 (145.5) (145.7)

Total shareowners� deficit (1,532.8) (2,598.8)

Total liabilities and shareowners� deficit $ 1,358.2 $ 1,452.6

The accompanying notes are an integral part of the financial statements.
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Form 10-Q/A Part I Cincinnati Bell Inc.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in Millions)
(Unaudited)

Nine Months
Ended September 30,

2003 2002

Cash Flows from Operating Activities (Restated)
Net income (loss) $ 488.9 $(1,838.9)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Cumulative effect of changes in accounting principles, net of tax (85.9) 2,008.7
Gain on sale of broadband assets (336.3) �
Gain on sale of discontinued operations � (211.8)
Loss on extinguishment of debt 17.4 �
Depreciation 120.6 351.6
Amortization 0.4 19.2
Asset impairments and other (0.7) �
Provision for loss on receivables 20.7 40.6
Noncash interest expense 66.8 31.4
Minority interest expense 42.5 44.4
Deferred income tax benefit (12.1) (9.1)
Tax benefits from employee stock option plans 0.2 0.7
Other, net 3.7 0.9
Changes in operating assets and liabilities:
Decrease (increase) in receivables 13.3 (33.6)
Decrease (increase) in prepaid expenses and other current assets (10.4) 5.1
Decrease in accounts payable (33.6) (35.0)
Decrease in accrued and other current liabilities (0.5) (67.2)
Decrease in unearned revenue (47.8) (168.5)
Decrease (increase) in other assets and liabilities, net (16.6) 1.1
Net cash used in discontinued operations � (9.5)

Net cash provided by operating activities 230.6 130.1

Cash Flows from Investing Activities
Capital expenditures (94.8) (139.9)
Proceeds from sale of investments 3.8 23.3
Proceeds from sale of broadband assets 82.7 �
Proceeds from sale of discontinued operations � 345.0
Other, net (2.8) �

Net cash provided by (used in) investing activities (11.1) 228.4
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Cash Flows from Financing Activities
Issuance of long-term debt 850.0 113.1
Repayment of long-term debt (1,008.1) (418.8)
Short-term repayments, net (4.7) (7.5)
Debt issuance costs (65.1) (8.5)
Issuance of common shares � exercise of stock options 1.6 0.5
Minority interest and preferred stock dividends paid (5.2) (32.6)

Net cash used in financing activities (231.5) (353.8)

Net increase (decrease) in cash and cash equivalents (12.0) 4.7
Cash and cash equivalents at beginning of period 44.9 30.0

Cash and cash equivalents at end of period $ 32.9 $ 34.7

The accompanying notes are an integral part of the financial statements.
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Form 10-Q/A Part I Cincinnati Bell Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Description of Business, Liquidity and Accounting Policies

Description of Business � Cincinnati Bell Inc. (�the Company�), f/k/a Broadwing Inc., provides diversified
telecommunications services through businesses in four segments: Local, Wireless, Other and Broadband. During the
first quarter of 2002, the Company sold substantially all of the assets of Cincinnati Bell Directory (�CBD�), which was
previously reported in the Other segment. During the second and third quarter of 2003, the Company sold
substantially all of the assets of the Broadband business, which was previously reported in the Broadband segment.
These assets were held by the Company�s wholly owned subsidiary, BRCOM (f/k/a Broadwing Communications Inc.).
Refer to Note 3 for a detailed discussion of the sale.

As of September 30, 2003, the Company�s primary business consisted of the Local and Wireless segment. The only
remaining BRCOM subsidiaries with operating assets were Cincinnati Bell Technology Solutions Inc. (�CBTS�), an
information technology consulting, data collocation and managed services subsidiary, and Cincinnati Bell Any
Distance (�CBAD�), a subsidiary whose assets service the Other segment�s long distance business. In addition to the
long-distance business, the Other segment also includes Cincinnati Bell Public Communications Inc. (�Public�), a public
payphone service provider.

Basis of Presentation � The Condensed Consolidated Financial Statements of the Company have been prepared
pursuant to the rules and regulations of the Securities and Exchange Commission (�SEC�) and, in the opinion of
management, include all adjustments, consisting of normal recurring adjustments and other nonrecurring adjustments
as disclosed, necessary for a fair presentation of the results of operations, financial position and cash flows for each
period presented in accordance with generally accepted accounting principles.

Certain prior year amounts have been reclassified to conform to the current classifications with no effect on financial
results. Certain information and footnote disclosures normally included in financial statements prepared in accordance
with generally accepted accounting principles have been condensed or omitted pursuant to SEC rules and regulations.

The December 31, 2002 Condensed Consolidated Balance Sheet was derived from audited financial statements, but
does not include all disclosures required by generally accepted accounting principles. It is suggested that these
Condensed Consolidated Financial Statements be read in conjunction with the notes thereto included in the Company�s
2002 Annual Report on Form 10-K.

Basis of Consolidation � The consolidated financial statements include the consolidated accounts of Cincinnati Bell
Inc. and its majority-owned subsidiaries over which it exercises control. Significant intercompany accounts and
transactions have been eliminated in the consolidated financial statements.

Use of Estimates � Preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported. Actual results could differ
from those estimates.

Unbilled Receivables � Unbilled receivables arise from local, wireless and broadband services rendered but not yet
billed, in addition to network construction revenue of the Broadband segment that was recognized under the
percentage-of-completion method. As of September 30, 2003 and December 31, 2002, unbilled receivables, net of
allowances, totaled $28.8 million and $40.4 million, respectively.

4

Edgar Filing: CINCINNATI BELL INC - Form 10-Q/A

Table of Contents 12



Edgar Filing: CINCINNATI BELL INC - Form 10-Q/A

Table of Contents 13



Table of Contents

Form 10-Q/A Part I Cincinnati Bell Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Allowances for Doubtful Accounts � The Company establishes the allowances for doubtful accounts using both
percentages of aged accounts receivable balances to reflect the historical average of credit losses and specific
provisions for certain large, potentially uncollectible balances. The Company believes that its allowance for doubtful
accounts is adequate based on the methods described above. However, if one or more of the Company�s larger
customers were to default on its accounts receivable obligations, or general economic conditions in the United States
of America deteriorated, the Company could be exposed to potentially significant losses in excess of the provisions
established.

Property, Plant and Equipment � Property, plant and equipment is stated at cost. The Company�s provision for
depreciation of telephone plant is determined on a straight-line basis using the whole life and remaining life methods.
Provision for depreciation of other property is based on the straight-line method over the estimated useful life. Repairs
and maintenance expense items are charged to expense as incurred. Pursuant to the implementation of SFAS 143,
discussed below, the cost of removal for telephone plant is now included in costs of products and services.

Goodwill and Indefinite-Lived Intangible Assets � Goodwill represents the excess of the purchase price
consideration over the fair value of assets acquired recorded in connection with purchase business combinations.
Indefinite-lived intangible assets consist primarily of Federal Communications Commission (�FCC�) licenses of the
Wireless segment. The Company determined its wireless licenses met the definition of indefinite-lived intangible
assets under Statement of Financial Accounting Standards No. 142, �Goodwill and Other Intangible Assets� (�SFAS 142�)
as the technology the Company uses to provide wireless service is not expected to change significantly in the
foreseeable future, and the wireless licenses may be renewed in a routine manner every ten years for a nominal fee,
provided that the Company continues to meet the service and geographic coverage provisions required by the FCC.
Upon the adoption of SFAS 142 on January 1, 2002, the Company recorded a goodwill impairment charge of
$2,008.7 million, net of tax, related to the Broadband segment and ceased amortization of remaining goodwill and
indefinite-lived intangible assets as discussed in Note 5.

Pursuant to SFAS 142, goodwill and intangible assets not subject to amortization are tested for impairment annually,
or when events or changes in circumstances indicate that the asset might be impaired. For goodwill, a two-step
impairment test is performed. The first step compares the fair value of a reporting unit with its carrying amount,
including goodwill. If the carrying value of a reporting unit exceeds its fair value, then the second step of the
impairment test is performed to measure the amount of impairment loss. The second step compares the implied fair
value of the reporting unit goodwill with the carrying amount of that goodwill. The implied fair value is determined
by allocating the fair value of a reporting unit to all of the assets and liabilities of that unit as if the reporting unit had
been acquired in a business combination. The excess of the fair value of a reporting unit over the amounts assigned to
its assets and liabilities is the implied fair value of goodwill. If the carrying amount of the reporting unit goodwill is in
excess of the implied fair value of that goodwill, then an impairment loss is recognized equal to that excess. For
indefinite-lived intangible assets, the impairment test consists of a comparison of the fair value of the intangible asset
with its carrying value. If the carrying value of an indefinite-lived asset exceeds its fair value, an impairment loss is
recognized in an amount equal to that excess.

Impairment of Long-lived Assets, Other than Goodwill and Indefinite-Lived Intangibles � The Company reviews
the carrying value of long-lived assets, other than goodwill and indefinite-lived assets discussed above, when events
or changes in circumstances indicate that the carrying amount of the assets may not be recoverable. An impairment
loss is recognized when the estimated future undiscounted cash flows expected to result from the use of an asset (or
group of assets) and its eventual disposition are less
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Form 10-Q/A Part I Cincinnati Bell Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

than its carrying amount. An impairment loss is measured as the amount by which the asset�s carrying value exceeds
its fair value.

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

Deferred Financing Costs� Deferred financing costs are costs incurred in connection with obtaining long-term
financing; such costs are amortized as interest expense over the terms of the related debt agreements. The related
expense, included in the Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) under
the caption �Interest expense and other financing costs�, amounted to $12.5 million and $2.7 million in the third quarter
of 2003 and 2002, respectively, and $23.7 million and $7.0 million in the nine-month period ended September 30,
2003 and 2002, respectively.

Asset Retirement Obligations � The Company adopted Statement of Financial Accounting Standards No. 143,
�Accounting for Asset Retirement Obligations� (�SFAS 143�) as of January 1, 2003. This statement requires entities to
record the fair value of a legal liability for an asset retirement obligation in the period it is incurred. The removal cost
is initially capitalized and depreciated over the remaining life of the underlying asset. The associated liability is
accreted over the life of the underlying asset. Once the obligation is ultimately settled, any difference between the
final cost and the recorded liability is recognized as income or loss on disposition. The Company determined the Local
segment did not have a liability under SFAS 143, while the Wireless segment and Other segment did have a liability.
The Company recorded a liability for removal costs at fair value of approximately $2.6 million and an asset of
approximately $2.3 million in the first quarter of 2003 related to the Wireless and Other segments. The assets will be
depreciated straight line over the remaining lives of the assets, while the interest component of the liability will be
accreted over the remaining lives of the assets. Additionally, the Company recorded a non-recurring increase to net
income as a change in accounting principle as of January 1, 2003 of $85.9 million, net of tax. The Local segment
recorded $86.3 million of income related to depreciation previously recorded for asset removal costs, offset by $0.4
million of expense recorded in the Wireless segment

Revenue Recognition � The Company recognizes revenue as services are provided. Local and broadband transport
service revenue is billed monthly, in advance, with revenue being recognized when earned. Wireless, switched voice
and data and Internet product revenue are billed monthly in arrears, while the revenue is recognized as the services are
provided. Revenue from product sales and certain services is generally recognized upon performance of contractual
obligations, such as shipment, delivery, installation or customer acceptance. Upfront fees for customer connection and
activation are deferred and amortized into revenue on a straight-line basis over the average customer life. The related
connection and activation costs, to the extent of the upfront fees, are deferred and amortized on a straight-line basis
over the average customer life.
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Form 10-Q/A Part I Cincinnati Bell Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Prior to the sale of the broadband assets in the second and third quarter of 2003 (refer to Note 3), the Company had
previously entered into indefeasible right-of-use agreements (�IRU�), which represent the lease of network capacity or
dark fiber and are recorded as unearned revenue at the earlier of the acceptance of the applicable portion of the
network by the customer or the receipt of cash. The buyer of IRU services typically pays cash upon execution of the
contract, and the associated IRU revenue is then recognized over the life of the agreement as services are provided,
beginning on the date of customer acceptance. In the event the buyer of an IRU terminates a contract prior to the
contract expiration and releases the Company from the obligation to provide future services, the remaining
unamortized unearned revenue is recognized in the period in which the contract is terminated. IRU and related
maintenance revenue are included in the broadband transport category of the Broadband segment. Concurrent with the
broadband asset sale, the remaining IRU obligations were assumed by the buyer (Refer to Note 3 for a detailed
discussion of the sale).

Fiber Exchange Agreements � In connection with the development of its optical network, the Company entered into
various agreements to exchange fiber usage rights. The Company accounts for agreements with other carriers to either
exchange fiber asset service contracts for capacity or services based on the carrying value of the assets exchanged.
Concurrent with the broadband asset sale, the remaining fiber exchange agreements were assumed by the buyer (Refer
to Note 3 for a detailed discussion of the sale).

Income Taxes � The income tax provision consists of an amount for taxes currently payable and an expense (or
benefit) for tax consequences deferred to future periods. In evaluating the carrying value of its deferred tax assets, the
Company considers prior operating results, future taxable income projections, expiration of tax loss carryforwards and
ongoing prudent and feasible tax planning strategies. As of September 30, 2003, the Company had a net deferred tax
liability of $86.4 million, which included a valuation allowance of $1,118.5 million. The valuation allowance is
necessary due to the uncertainties surrounding the ability of the Company�s subsidiary BRCOM to continue as a going
concern, which could limit the ultimate realization of certain deferred tax assets. Such deferred tax assets consist
substantially of net operating loss carryforwards generated by BRCOM. Upon elimination of these uncertainties, the
Company may reverse a substantial portion of the valuation allowance, creating a non-recurring income tax benefit.

The Company reported an income tax benefit of $12.1 million in both the third quarter and first nine months of 2003.
This compares to a benefit of $0.3 million and $9.1 million, respectively, reported in the prior year periods. The
income tax benefit recorded in 2003 relates substantially to the reversal of certain income tax reserves due to the
closure of certain recent IRS audit periods. Additionally, as a result of the valuation allowance recorded against the
deferred tax assets of BRCOM in the fourth quarter of 2002, substantially all of the Company�s current income tax
expense in 2003 is offset by a corresponding reduction in the valuation allowance.

Stock-Based Compensation �The Company accounts for stock-based compensation plans under the recognition and
measurement principles of APB Opinion No. 25, �Accounting for Stock Issued to Employees� (�APB 25�), and related
interpretations. Compensation cost is measured under the intrinsic value method. Stock-based employee compensation
cost is not reflected in net income (loss), as all options granted under these plans had an exercise price equal to the
market value of the underlying common stock on the date of grant. If the Company had applied the fair value
recognition provisions of Statement of Financial Accounting Standards No. 123, �Accounting for Stock-Based
Compensation� (�SFAS 123�), the expense that would have been recognized totaled $8.9 million and $7.5 million in the
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Form 10-Q/A Part I Cincinnati Bell Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

third quarter of 2003 and 2002, respectively, and $26.6 million and $22.4 million in the year-to-date periods ended
September 30, 2003 and 2002, respectively. The following table illustrates the effect on net income (loss) and
earnings (loss) per share if the Company had applied the fair value recognition provisions of SFAS 123, to
stock-based employee compensation in all periods presented.

Three Months Nine Months
Ended September

30, Ended September 30,
(dollars in millions except per share amounts) 2003 2002 2003 2002

Net income (loss) applicable to common shareowners: (Restated)
As reported $ 42.1 $ 1.4 $481.1 $(1,846.7)
Pro forma $ 33.2 $ (6.1) $454.5 $(1,869.1)
Basic earnings (loss) per common share:
As reported $ 0.19 $ 0.01 $ 2.18 $ (8.46)
Pro forma $ 0.15 $ (0.03) $ 2.06 $ (8.56)
Numerator for diluted earnings (loss) per share:
As reported $ 42.1 $ 1.4 $488.9 $(1,846.7)
Pro forma $ 33.2 $ (6.1) $462.3 $(1,869.1)
Diluted earnings (loss) per share:
As reported $ 0.18 $ 0.01 $ 2.11 $ (8.46)
Pro forma $ 0.14 $ (0.03) $ 1.99 $ (8.56)

The weighted average fair values at the date of grant for the Company options granted to employees were $1.34 and
$1.66 for the three months ended September 30, 2003 and 2002, respectively, and were $1.20 and $3.02 for the nine
months ended September 30, 2003 and 2002, respectively. Such amounts were estimated using the Black-Scholes
option-pricing model with the following weighted average assumptions:

Three Months Nine Months

Ended September 30,
Ended September

30,
2003 2002 2003 2002

Expected dividend yield � � � �
Expected volatility 35.0% 105.0% 35.0% 86.5%
Risk-free interest rate 2.3% 2.5% 2.0% 3.4%
Expected holding period � years 3 3 3 3

Recently Issued Accounting Standards �In December 2002, the Financial Accounting Standards Board (�FASB�)
issued FASB Interpretation No. 46, �Consolidation of Variable Interest Entities� (�FIN 46�). This interpretation of
Accounting Research Bulletin No. 51, �Consolidated Financial Statements� (�ARB 51�), addresses consolidation by
business enterprises of variable interest entities. ARB 51 requires that an enterprise�s consolidated financial statements
include subsidiaries in which the enterprise has a controlling financial interest. FIN 46 requires existing
unconsolidated variable interest entities to be consolidated by their primary beneficiaries if the entities do not
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effectively disperse risks among parties involved. FIN 46 is effective in the first fiscal year or interim period
beginning after December 15, 2003, for variable interest entities in which an enterprise holds a variable interest that it
acquired before February 1, 2003. As the Company does not have any variable interest entities, FIN 46 is expected to
have no impact on the Company�s consolidated financial statements.

In March 2003, the Emerging Issues Task Force (�EITF�) reached consensus on EITF 00-21, �Accounting for Revenue
Arrangements with Multiple Deliverables"(�EITF 00-21�). This guidance addresses the determination of whether an
arrangement involving multiple deliverables contains more than one unit of accounting. EITF 00-21 is effective for
revenue arrangements entered into in fiscal

8
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periods beginning after June 15, 2003. EITF 00-21 did not have an impact on the Company�s financial statements.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, �Amendment of Statement 133
on Derivative Instruments and Hedging Activities� (�SFAS 149�). This Statement amends and clarifies financial
accounting and reporting for derivative instruments, including certain
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