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Dear Stockholders,

2004 was by far the most exciting year in the history of SIRIUS.
During the year, we announced and began numerous initiatives in
programming, product development, and our automotive
distribution channel that clearly appealed to consumers and
positively positioned us for spectacular growth in the future. We
also over delivered on promises to add a large number of new
subscribers, to increase our market share and to significantly lower
our subscriber acquisition costs, or SAC. Plus, we continued to
maintain a strong balance sheet with substantial cash.

As we move into 2005, we will continue to make progress in all of
these areas while also controlling our costs. Our goal is to build
SIRIUS into an entertainment powerhouse, offering the best
programming in satellite radio—and in all of radio!

The market opportunity for satellite radio is huge.

e More than 200 million vehicles are on the road today, and
approximately 16-17 million new cars and light trucks are sold

each year in the U.S.

e There are also more than 100 million households in the country,
which represents an additional market opportunity for satellite
radio. Add to this millions of heavy trucks, boats, RVs, retail
stores, restaurants and offices, and it’s easy to see that satellite
radio has a potential market of more than 300 million
subscriptions. So we believe that there is ample room for
spectacular growth.

Our subscriber base is growing, satisfaction remains very high
and awareness has dramatically increased.

e We ended 2004 with 1,143,258 subscribers, significantly beating
our year-end target of 1 million. For 2005, we expect to finish
the year with more than 2.5 million subscribers.

e Qur subscribers love SIRIUS, with 95% of them satisfied with the
service. Plus, when in their cars, they spend over 80% of their
time listening to SIRIUS.

e Awareness of satellite radio increased dramatically in 2004, and
the category is now well recognized across the country.

e Also, our retail market share increased, placing us at near-parity
with our competitor at the end of the year.

We experienced strong revenue growth and lowered our
subscriber acquisition costs.

e In 2004, our revenue increased by 419% over the previous year.

e Our SAC per gross additional subscriber for 2004 dropped
significantly to $177, well below our target of less than $200 for
the year.
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We have the best programming in satellite radio.

o SIRIUS pioneered 100% commercial-free music in satellite radio.
Today, we have more than 120 channels of quality programming,
including 65 channels of commercial-free music and more than
55 channels of sports, news, talk, entertainment, traffic and
weather.

e We are the leader in sports programming with the NFL, NBA, NHL,
English Premier League soccer, college sports from 120 schools
across the country and beginning in 2007, NASCAR races and
events. Only SIRIUS offers a 24/7 NFL channel, covering exciting
NFL action from the spring draft and summer training to live,
play-by-play broadcasts of all reqular season and playoff games,
including the Super Bowl.

¢ And we have added more major brand names and popular
celebrities to our programming roster, including Maxim,
Eminem’s Shade 45, Lance Armstrong, Tony Hawk, Bill Walton, 50
Cent, Jay Thomas and beginning in January of 2006, Howard
Stern.

e As we move into 2005 and beyond, we will continue to provide
our subscribers with the most diversified selection of
programming available. Content is “king” in the entertainment
industry, and SIRIUS will continue to rule this space in radio.

Our automotive and retail partner relationships helped propel
growth.

e In 2004, we saw a strong increase in subscribers from our
automotive, trucking and boating channels. With factory
programs currently in place and those launching in 2005, we
believe that we will continue to see significant gains from these
channels.

e Ford announced plans to offer SIRIUS exclusively as a factory-
installed option in up to 21 vehicle lines, beginning with the
2006 and 2007 model years. Ford also expects to generate up to
1 million SIRIUS subscribers in those model years by mid 2007.

e DaimlerChrysler launched its exclusive SIRIUS factory programs
in the fall of 2004, and announced that it was on track to
generate over 500,000 SIRIUS subscribers for the 2005 and 2006
model years by mid 2006.

e Mitsubishi announced that it would begin offering SIRIUS
exclusively as a factory-installed option on the 2006 Mitsubishi
Raider later this year, with more models to come next year.

e BMW continues to offer SIRIUS exclusively as a factory-installed
option in most of its vehicle lines, including the popular 3
Series.

e We ended 2004 with approximately 50 factory installation
programs in place. In 2005, we expect to see SIRIUS available in
nearly 100 models, with 65 factory installation programs.



e The addition of a number of retail partners, including
RadioShack, Target, Wal-Mart, Office Depot and DISH Network
outlets, was also critical to our success in 2004. There are now
more than 25,000 sales locations nationwide selling SIRIUS
products, and over 10 million DISH Network customers can now
experience our music programming over their television sets.

Our product portfolio continues to grow.

e During 2004, we expanded our product offering to include
multiple “Plug & Play” receivers, many with boom box
attachments. These included products from JVC, Sanyo, XACT,
Clarion, Audiovox, Kenwood and Blaupunkt, as well as products
we designed in-house such as the Sportster and Orbiter models.

In early 2005, we introduced Star Mate, which is about the size
of a deck of cards, making it SIRIUS" smallest “Plug & Play”
receiver.

We developed a single-piece system, called SiriusConnect, which
is compatible with SIRIUS-ready headunits from manufacturers
such as Alpine, Audiovox, JVC, Kenwood, Eclipse and Pioneer.
The SiriusConnect allows headunits that are up to three years old
and were designed by Alpine and Pioneer for our satellite radio
competitor to connect to SIRIUS, enabling their owners to
switch to our service.

In time for the 2005 holiday season, we expect to further refine
our product offering with the introduction of our third
generation chip set. Products utilizing this next-generation chip
set will be smaller, with lower power requirements, and will cost
less to build.

We maintained a strong balance sheet, with significant cash
and low debt.

e We ended 2004 with $759 million in cash, $599 million in
convertible debt—$597 million of which is “in-the-money,” and
$57 million in non-convertible debt, which gives us very little
“true” long-term debt.

e Our strong cash position gives us great flexibility, and favorably
positions us for future growth.

What is our outlook for 2005?

e We predict that 2005 will be an even more exciting year for the
industry and for SIRIUS.

e We will focus on executing our plan to generate strong subscriber
growth and dramatically increase revenue.

e We will continue to invest in growth at SIRIUS, while keeping a
laser-like focus on controlling costs.

e We will introduce an exciting array of new products in time for
the busy holiday season.

e We will expand our leadership position in programming.

e And we will continue to drive down our subscriber acquisition
costs.

To make SIRIUS even more compelling, and to respond to requests
from our automotive partners, we plan to introduce data and video

services, including real-time traffic and navigation information
and sports scores, in the future that will enhance the driving
experience for our subscribers. In addition, SIRIUS plans to launch
a marine weather service that will be offered for both OEM and
aftermarket boat sales. This will be a premium priced service to
address the needs of recreational and commercial boaters by
providing comprehensive marine specific information. But even as
we expand our service capabilities, we will never waiver from our
primary goal to make SIRIUS synonymous with world-class
entertainment.

As the new CEO, and as a SIRIUS stockholder and subscriber, I can
also tell you that we are fortunate to have an experienced
management team and dedicated employees. They are 100%
committed to achieving our objectives and increasing stockholder
value.

I would also like to thank our Chairman of the Board, Joe Clayton,
for his tremendous contribution as CEO over the past three years.
Joe’s leadership helped transform this company from a little-
known concept into an operational reality. His management
experience, high-level business contacts and determination clearly
drove our success in penetrating the retail market place,
expanding our programming lineup, and in enhancing our
relationships with consumer electronics companies and our
automotive partners. He steered the company through some
challenging times, and helped provide us with the strong balance
sheet we have today. I look forward to working with him as we
take the company to the next level.

During the fourth quarter of 2004, SIRIUS was added to the
NASDAQ 100 index, a significant milestone in our evolution.
SIRIUS was also the most actively traded stock on the NASDAQ
during that quarter, with a total volume of nearly 7.9 billion
shares, and an average daily trading volume of 121 million shares.
This recognition greatly raised our awareness in the financial
community.

I would also like to take this opportunity to assure our
stockholders that, while we have issued stock in the past for a
variety of sound business reasons, we value our equity very highly,
and we will be more discriminating than ever before issuing stock
in the future.

Finally, I want to thank all of our stockholders and employees for
their continued support and dedication. These are exciting times,
and we are fortunate to have you with us as we reshape the future
of entertainment together.

MEL KARMAZIN
Chief Executive Officer



The following cautionary statements identify important factors that could cause our actual results
to differ materially from those projected in forward-looking statements made in this report. Any
statements about our beliefs, plans, objectives, expectations, assumptions, future events or
performance are not historical facts and may be forward-looking. These statements are often, but not
always, made through the use of words or phrases such as “will likely result,” “are expected to,”
“will continue,” “is anticipated,” “estimated,” “intends,” “plans,” “projection” and “outlook.” Any
forward-looking statements are qualified in their entirety by reference to the factors discussed
throughout this report and in our Annual Report on Form 10-K for the year ended December 31,
2004.

Among the significant factors that could cause our actual results to differ materially from those
expressed in the forward-looking statements are:

o the useful life of our satellites, which have experienced circuit failures on their solar arrays
and other component failures and are not insured;

e Our dependence upon third parties, including manufacturers of SIRIUS radios, retailers,
automakers and our programming partners; and

e our competitive position versus XM Radio, the other satellite radio service provider in the
United States, which has substantially more subscribers than we do and may have certain
competitive advantages.

Because the risk factors referred to above could cause actual results or outcomes to differ
materially from those expressed in any forward-looking statements made by us or on our behalf, you
should not place undue reliance on any of these forward-looking statements. In addition, any
forward-looking statement speaks only as of the date on which it is made, and we undertake no
obligation to update any forward-looking statement or statements to reflect events or circumstances
after the date on which the statement is made, to reflect the occurrence of unanticipated events or
otherwise. New factors emerge from time to time, and it is not possible for us to predict which will
arise or to assess with any precision the impact of each factor on our business or the extent to
which any factor, or combination of factors, may cause actual results to differ materially from those
contained in any forward-looking statements.

Management’s Discussion and Analysis of Financial Condition and Results of Operations
(All dollar amounts referenced are in thousands, unless otherwise stated)

We currently broadcast more than 120 channels of programming to listeners across the
country. We offer 65 channels of 100% commercial-free music and feature over 55 channels of
sports, news, talk, entertainment, traffic and weather for a monthly subscription fee of $12.95. We
offer discounts for pre-paid and long-term subscriptions as well as discounts for multiple
subscriptions. Approximately 63% of the subscribers we acquired during the year ended

December 31, 2004 purchased an annual subscription with an effective monthly subscription fee of
$11.88.

Since inception, we have used substantial resources to develop our satellite radio system. Our
satellite radio system consists of our FCC license, satellite system, national broadcast studio,
terrestrial repeater network, satellite uplink facility and satellite telemetry, tracking and control
facilities. On July 1, 2002, we launched our service nationwide.

Our primary source of revenue is subscription fees. We also derive revenue from activation
fees, the sale of advertising on our non-music channels and the direct sale of SIRIUS radios and
accessories. Currently we receive an average of approximately nine months of prepaid revenue per
subscriber upon activation.

Our costs of services include satellite and transmission, programming and content, customer
service and billing, and costs associated with the sale of equipment. Satellite and transmission
expenses currently consist of costs associated with the operation and maintenance of our satellite
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tracking, telemetry and control system, terrestrial repeater network and national broadcast studio.
Programming and content expenses include costs to acquire, create and produce content, on-air
talent costs and broadcast royalties. Customer service and billing expenses include costs associated
with the operation of our customer service center and subscriber management system.

As of December 31, 2004, we had 1,143,258 subscribers as compared with 261,061 subscribers
as of December 31, 2003. Our subscriber totals include subscribers under our regular pricing plans,
as well as subscribers currently in promotional periods; subscribers that have prepaid, including
payments received from vehicle manufacturers for prepaid subscriptions included in the sale or
lease of a new vehicle; and active SIRIUS radios under our agreement with Hertz.

The following tables contain a breakdown of our subscribers and other metrics which we use
to measure our operating performance:

Subscribers
As of December 31,
w4 2003 2002
Retail ..o 797,039 197,650 26,203
OEM and special markets...............coiiiiiiiiiiia.. 317,685 39,400 1,800
Hertz oo 28,534 24,011 1,944
Total subscribers....... ..ot 1,143258 261,061 29,947
Metrics
For the Years Ended December 31,
2004 203 202
Gross subscriber additions............................ 986,556 255,798 31,504
Average monthly churn®M® ... ... . o 1.6% 1.5% 4.1%
Reported ARPU®®) | ... . ... $ 1002 $ 939 § 7.47
Subscriber acquisition costs per gross activation®® .. § 177  $ 293§ 668
Total TEVENUE ...ttt e $ 66854 $§ 12872 % 805
Adjusted loss from operations®® ... ... ... ... ... $(456,209)  $(330,094) $(238,098)
Net cash used in operating activities ................. $(334,463) $(284,487) $(320,811)

(1) Average monthly churn is calculated as the average of the number of deactivated subscribers divided by average
quarterly subscribers.

(2) Average monthly revenue per subscriber, or ARPU, is derived from total subscriber revenue over the daily weighted
average number of subscribers for the period.

(3) Subscriber acquisition costs per gross activation is derived from total subscriber acquisition costs and the negative
margins from the direct sale of SIRIUS radios and accessories over the number of gross activations for the period.
Figures are rounded to the nearest whole dollar.

(4) Adjusted loss from operations represents the loss from operations before depreciation and equity granted to third
parties and employees. This measure most closely resembles EBITDA, a common financial measure used in analyzing
the performance of companies. A reconciliation of our reported loss from operations to our adjusted loss from
operations is set forth below:

For the Years Ended
December 31,

2004 2003 2002
Loss from operations, as reported .............ouiiiiieenniinnna... $(678,304)  $(437,530) $(313,127)
Depreciation . ... ..ot 95,370 95,353 82,747
Equity granted to third parties and employees...................... 126,725 12,083 (7,718)
Adjusted loss from Operations. .............c.eeeeiuiiuneennnnnnnnn.. $(456,209)  $(330,094)  $(238,098)

(5) Average monthly churn, ARPU, subscriber acquisition costs per gross activation and adjusted loss from operations are
not measures of financial performance under U.S. generally accepted accounting principles and are used by us as a
measure of operating performance. As a result, these metrics may be susceptible to varying calculations; may not be
comparable to other similarly titled measures of other companies; and should not be considered in isolation or as a
substitute for measures of financial performance prepared in accordance with U.S. generally accepted accounting
principles.



SIRIUS radios are primarily distributed through retailers and automakers. SIRIUS radios are
available for sale at national and regional retailers, including Best Buy, Circuit City, Wal-Mart,
RadioShack, Crutchfield, Office Depot, Sears, Target, Ultimate Electronics, Tweeter Home
Entertainment Group, Good Guys, Kmart and DISH Network outlets. On December 31, 2004,
SIRIUS radios were available at over 25,000 retail locations. SIRIUS radios are also offered to
renters of Hertz vehicles at approximately 53 airport locations. In addition, we have agreements
with Ford Motor Company (“Ford”), DaimlerChrysler Corporation (“DaimlerChrysler”), Mitsubishi
Motors North America, BMW of North America, LLC, Nissan North America, Inc., Volkswagen of
America, Inc. and Porsche Cars North America, Inc. that contemplate the manufacture and sale of
vehicles that include SIRIUS radios.

Since January 1, 2004, we improved our brand awareness, distribution and content through
agreements with the NFL, RadioShack, EchoStar, Howard Stern and NASCAR. Specifically,

e in January 2004, we signed a seven-year agreement with the NFL to broadcast NFL games
live nationwide, and to become the Official Satellite Radio Partner of the NFL, with
exclusive rights to use the NFL “shield” logo and collective NFL team trademarks. In 2004,
we created “SIRIUS NFL Radio,” an around-the-clock exclusive channel of NFL content
featuring both league-wide programs and team-specific shows;

e in February 2004, we signed an exclusive agreement with RadioShack to distribute, market
and sell SIRIUS radios;

e in February 2004, we signed an agreement with EchoStar which allows EchoStar customers
to listen to our service;

e in October 2004, we entered into an agreement with Howard Stern and his production
company to move his radio show to our service on January 1, 2006 as part of a channel
created by Stern; and

e in February 2005, we entered into an agreement with NASCAR to broadcast live all
NASCAR Nextel Cup Series, NASCAR Busch Series and NASCAR Craftsman Truck Series
races for five years starting in 2007. As part of that agreement, we will create a new
around-the-clock channel of NASCAR-related programming and will become the Official
Satellite Radio Partner of NASCAR with exclusive trademark and marketing rights and the
right to sell advertising time on the NASCAR channel and during races.

We have principally funded our operations through the sale of debt and equity securities. We
raised net proceeds of $614,438 in 2004 through the offering of:

e 25,000,000 shares of our common stock;
e $230,000 in aggregate principal amount of our 3%% Convertible Notes due 2011; and
e $300,000 in aggregate principal amount of our 2%4% Convertible Notes due 2009.
In 2003, we raised net proceeds of $686,883 through the offering of:
e 371,151,111 shares of our common stock; and
e $201,250 in aggregate principal amount of our 3%4% Convertible Notes due 2008.

In 2003, we also restructured our debt and equity capitalization, resulting in the elimination of
91% of our then outstanding debt. The increase in overall liquidity and reduction of the average
interest rate on our outstanding debt from 12.6% prior to the restructuring to 4.0% at
December 31, 2004 has better positioned us to meet our business plan.

We have incurred operating losses since inception and expect to continue to incur operating
losses until the number of our subscribers increases substantially and we develop cash flows
sufficient to cover our operating costs. We also have significant commitments over the next several
years, including subsidies and distribution costs, programming costs, repayment of long-term debt
and lease payments, as further described under the heading “Contractual Cash Commitments.” Our
ability to become profitable also depends upon other factors identified under the heading
“Liquidity and Capital Resources.”



We believe our ability to attract and retain subscribers depends in large part on creating and
sustaining distribution channels for SIRIUS radios and on the quality and entertainment value of
our programming. We expect to concentrate our future efforts on enhancing and refining our
programming, whether through additional agreements with third parties or our own creative efforts;
introducing SIRIUS radios with new features and functions; and expanding the distribution of
SIRIUS radios through arrangements with additional automakers that agree to factory and
dealer-install SIRIUS radios and additional retail points-of-sale.

Selected Consolidated Financial Data

Our selected consolidated financial data set forth below with respect to the consolidated
statements of operations for the years ended December 31, 2004, 2003 and 2002, and with respect
to the consolidated balance sheets at December 31, 2004 and 2003, are derived from our
consolidated financial statements audited by Ernst & Young LLP, independent registered public
accounting firm, included in this report. Our selected consolidated financial data set forth below
with respect to the consolidated balance sheet at December 31, 2002 is derived from our
consolidated financial statements audited by Ernst & Young LLP, which is not included in this
report. Our selected consolidated financial data set forth below with respect to the consolidated
statements of operations for the years ended December 31, 2001 and 2000, and with respect to the
consolidated balance sheets at December 31, 2001 and 2000, are derived from our consolidated
financial statements audited by Arthur Andersen LLP, which are not included in this report. This
selected consolidated financial data should be read in conjunction with our consolidated financial
statements and related notes thereto beginning on page 24 of this report and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

STATEMENTS OF OPERATIONS DATA
For the Years Ended December 31,

2004 2003 2002 2001 2000
(In thousands, except per share amounts)

Total revenue ...........covvueiinnnennn.. $ 66854 $ 12872 $ 805 $ — $ —
Net loss®) ..o (712,162)  (226,215) (422,481) (235,763) (134,744)
Net loss applicable to common

stockholders®M.............. ... ..., (712,162)  (314,423)  (468,466) (277,919) (183,715)
Net loss per share applicable to

common stockholders (basic and

diluted) .....covviiiii $ (057) $ (038) $ (6.13) $§ (530) $ (4.72)
Weighted average common shares

outstanding (basic and diluted)........ 1,238,585 827,186 76,394 52,427 38,889

(1) Net loss and net loss applicable to common stockholders for the year ended December 31, 2003 included other income
of $256,538 related to our debt restructuring.



BALANCE SHEET DATA
As of December 31,

2004 2003 2002 2001 2000
— " (In thousands) T o
Cash and cash equivalents ......... $ 753891 $ 520979 $ 18375 $ 4726 $ 14,397
Restricted investments, at amortized
COSE © vttt 97,321 8,747 7,200 21,998 48,801
Marketable securities, at market ... 5,277 28,904 155,327 304,218 121,862
Working capital® .................. 541,526 497,661 151,289 275,732 143,981
Total assets ..........ccovvvvnnnn... 1,957,613 1,617,317 1,340,940 1,527,605 1,323,582
Long-term debt, net of current
POTtioON . ...oviiii i 656,274 194,803 670,357 639,990 522,602
Accrued interest, net of current
portion.........ooviiiiiini... — — 46,914 17,201 10,881
Preferred stock..................... — — 531,153 485,168 443,012
Accumulated deficit ................ (1,865,856)  (1,153,694)  (927,479)  (504,998)  (269,235)
Stockholders’ equity® .............. 1,000,633 1,325,194 36,846 322,649 290,483

(1) The calculation of working capital includes current portions of long-term debt and accrued interest. Certain portions of
long-term debt and accrued interest, which would have been classified as current absent our restructuring in
March 2003, were classified as long-term as of December 31, 2002, as they were exchanged for shares of our common
stock in March 2003.

(2) No cash dividends were declared or paid in any of the periods presented.

Results of Operations
Year Ended December 31, 2004 Compared with Year Ended December 31, 2003

Total Revenue

Subscriber Revenue. Subscriber revenue includes subscription fees, activation fees and the
effect of mail-in rebates.

As of December 31, 2004, we had 1,143,258 subscribers, compared to 261,061 at December 31,
2003, an increase of 882,197 subscribers. Our subscriber totals include subscribers in promotional
periods; subscribers that have prepaid, including payments received from vehicle manufacturers for
subscriptions included in the sale or lease of a new vehicle; and active SIRIUS radios under our
agreement with Hertz. At the time of sale, vehicle owners purchasing or leasing a vehicle with a
subscription typically receive between six months and one year prepaid subscription.

Subscriber revenue increased $50,266 to $62,881 for the year ended December 31, 2004 from
$12,615 for the year ended December 31, 2003. The increase in total subscriber revenue was
attributable to the growth of subscribers to our service. We added 882,197 net new subscribers
during the year ended December 31, 2004 compared to 231,114 net new subscribers during the
year ended December 31, 2003.

The following table contains a breakdown of our subscriber revenue:

For the Years Ended
December 31,

2004 2003 Variance

SubSCIIption fEes. . .....vuit i $65,201 $13,759 $51,442
Activation fees ...t 2,102 534 1,568
Effects of mail-in rebates .............cooviiiiiiiiiiiiin.. (4,422) (1,678) (2,744)
Total subscriber revenue ..............ccooiiiiiiiineann... $62,881 $12,615 $50,266

Future subscriber revenue will be dependent upon, among other things, the growth of our
subscriber base, promotions and mail-in rebates offered to subscribers and the identification of
additional revenue streams from subscribers.



Average monthly revenue per subscriber, or ARPU. Set forth below is a table showing ARPU
and our average monthly revenue per Hertz subscriber:

For the Years Ended
December 31,

2004 2003
ARPU $10.91 $12.02
Effects of Hertz subscribers ...........oovuiiiiriiinriiinannnnnn.. (0.19) (1.38)
ARPU before effects of mail-in rebates ....................ooian 10.72 10.64
Effects of mail-in rebates..........c..coiiiiiiii i (0.70) (1.25)
Reported ARPU ... ...ttt $10.02 $ 9.39
Average monthly revenue per Hertz subscriber...................... $ 7.10 $ 3.13

ARPU includes revenue recognized from subscribers in promotional periods and from
subscribers that have prepaid, including that portion of revenue recognized on payments received
from vehicle manufacturers for subscriptions included in the sale or lease of a new vehicle that
have activated our service.

Lower ARPU for the year ended December 31, 2004 as compared with the year ended
December 31, 2003 resulted from promotional activity, our $6.99 multi-receiver plan, and the
popularity of our annual and longer subscription plans. Higher reported ARPU resulted from an
improvement in the effects of mail-in rebates, as a result of the increase in our average subscriber
base and the impact of the reduction of our rebate offer to $30 from $50 per eligible activation,
and an improvement in our Hertz program.

Future ARPU will be dependent upon the amount and timing of promotions, mail-in rebates
offered to subscribers and the identification of additional revenue streams from subscribers.

Advertising Revenue. Advertising revenue includes the sale of advertising on our non-music
channels, net of agency fees. Agency fees are based on a stated percentage per the advertising
agreements applied to gross billing revenue for our advertising inventory.

Advertising revenue increased $790 to $906 for the year ended December 31, 2004 from $116
for the year ended December 31, 2003. The increase was a direct result of an increase in the
number of spots sold. Advertising revenue is dependent on the availability of advertising inventory
to sell.

We expect advertising revenue to grow as we increase our ad sales, our subscriber base
increases and we continue to improve brand awareness and content.

Equipment Revenue. Equipment revenue includes revenue from the direct sale of SIRIUS
radios and accessories.

Equipment revenue increased $2,837 to $2,898 for the year ended December 31, 2004 from
$61 for the year ended December 31, 2003. The increase was attributable to the increased sales
from our direct to consumer distribution channel, which we launched in the fourth quarter of 2003.

We expect equipment revenue to increase in the future as we continue to introduce new
products and as sales through our direct to consumer distribution channel grow.

Operating Expenses

Satellite and Transmission. Satellite and transmission expenses consist of in-orbit satellite
insurance and costs associated with the operation and maintenance of our satellite tracking,
telemetry and control system, terrestrial repeater network and national broadcast studio.

Satellite and transmission expenses decreased $1,447 to $31,157 for the year ended
December 31, 2004 from $32,604 for the year ended December 31, 2003. The decrease was
primarily attributable to a $3,605 reduction in satellite insurance costs. Effective August 2004, we
discontinued our in-orbit satellite insurance. This decision was made after a review of the health of
our satellite constellation; the exclusions from coverage contained in the available insurance; the
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costs of the available insurance; the practices of other satellite companies as to in-orbit insurance;
and the likelihood that a catastrophic failure of one or more of our satellites may not be covered
by the available insurance or would fall within a policy exclusion. In addition, during 2003, we
recorded a loss of $1,028 as a result of the write-off of site acquisition costs capitalized in prior
periods for terrestrial repeaters that will not be placed in operation. Such decreases were offset by
increased costs associated with additional technical lines used primarily to receive programming
from third parties, maintenance of existing terrestrial repeaters and the addition of new terrestrial
repeaters and the purchase of our satellite uplink facility. As of December 31, 2004, we had 137
terrestrial repeaters in operation as compared with 133 as of December 31, 2003.

Increases in satellite and transmission expenses will be primarily attributable to the addition of
new terrestrial repeaters and maintenance to existing terrestrial repeaters.

Programming and Content. Programming and content expenses include costs to acquire, create
and produce content, on-air talent costs and broadcast royalties. We have entered into various
agreements with third parties for music and non-music programming. These agreements require us
to share advertising revenue, pay license fees, purchase advertising on media properties owned or
controlled by the licensor and pay certain other guaranteed amounts. Purchased advertising is
recorded as a sales and marketing expense in the period the advertising is broadcast.

Programming and content expenses increased $33,735 to $63,949 for the year ended
December 31, 2004 from $30,214 for the year ended December 31, 2003. The increase was
primarily attributable to the expansion of our programming line-up, including personnel-related
costs, consultant costs, license fees and advertising revenue share. Specifically, $16,239 was related
to license fees pursuant to our agreement with the NFL. We also incurred additional on-air talent
costs due to the expansion of our programming line-up and variable broadcast royalties as a result
of the increase in our subscriber base.

We anticipate that our programming and content expenses will increase significantly as we
continue to develop and enhance our channels. Our agreements with Howard Stern and NASCAR,
beginning in 2006 and 2007, respectively, will significantly increase our programming and content
expenses. We regularly evaluate new programming opportunities and may choose to acquire and
develop new content or renew current programming agreements in the future at substantial cost.

Customer Service and Billing. Customer service and billing expenses include costs associated
with the operation of our customer service center and subscriber management system.

Customer service and billing expenses decreased $1,316 to $22,341 for the year ended
December 31, 2004 from $23,657 for the year ended December 31, 2003. The decrease in customer
service and billing expenses was primarily due to a $14,465 loss on the disposal of our prior
subscriber management system in May 2003 as a result of the termination of our agreement with
the provider. This decrease was offset by increased customer service representative costs and credit
card fees necessary to support the growth of our subscriber base and increased operation and
maintenance costs associated with our new billing system implemented in 2004. Customer service
and billing expenses, excluding the loss on disposal of our prior subscriber management system,
increased 143% compared with an increase in our end of period subscribers of 338% as of
December 31, 2004 as compared with December 31, 2003. Excluding the loss on disposal of our
prior subscriber management system, customer service and billing expenses per average subscriber
per month for 2004 was $3.56 compared with $6.84 for 2003.

We expect our customer service and billing expenses to increase and our costs per average
subscriber to decrease as our subscriber base grows.

Cost of Equipment. Cost of equipment includes costs for SIRIUS radios and accessories sold
in connection with our direct to consumer distribution channel.

Cost of equipment increased $3,352 to $3,467 for the year ended December 31, 2004 from
$115 for the year ended December 31, 2003. The increase in cost of equipment was attributable to
the increased sales from our direct to consumer distribution channel, which we launched in the
fourth quarter of 2003.



We expect cost of equipment to increase in the future as we continue to introduce new
products and as sales through our direct to consumer distribution channel continue to grow.

Sales and Marketing. Sales and marketing expenses include advertising media and production
costs and distribution costs. Advertising media and production costs primarily include promotional
events, sponsorships, media, advertising production and market research. Distribution costs
primarily include the costs of residuals, market development funds, revenue share and in-store
merchandising. Residuals are monthly fees paid based upon the number of subscribers using a
SIRIUS radio purchased from a retailer. Market development funds are fixed and variable
payments to reimburse retailers and radio manufacturers for the cost of advertising and other
product awareness activities.

Sales and marketing expenses increased $33,128 to $153,899 for the year ended December 31,
2004 from $120,771 for the year ended December 31, 2003. The increase was a result of higher
advertising media and production costs primarily due to launch costs for our SIRIUS NFL Sunday
Drive initiative, offset in part by a decline in media spending incurred in connection with the
introduction of our Plug & Play radios for the year ended December 31, 2003 and a decline in
sponsorship costs. Distribution costs also increased primarily as a result of costs associated with the
expansion of our retail distribution channel, including our national rollout in RadioShack stores.
The remaining increase was primarily attributable to personnel-related costs to support our
continued growth, including the costs of outsourced specialists for support at retail stores and
automotive dealerships.

We expect sales and marketing expenses to increase in the future as we continue to build our
brand awareness through national advertising and promotional activities and expand the
distribution of SIRIUS radios. Beginning in 2007, our agreement with NASCAR will increase our
sponsorship costs included in sales and marketing expense.

Subscriber Acquisition Costs. Subscriber acquisition costs include subsidies paid to radio
manufacturers; automakers, including subsidies paid to automakers who have agreed to include a
SIRIUS radio and a prepaid subscription to our service in the sale or lease of a new vehicle; and
chip set manufacturers; and commissions paid to retailers and automakers as incentives to
purchase, install and activate SIRIUS radios. The majority of subscriber acquisition costs are
incurred and expensed in advance of acquiring a subscriber. Subscriber acquisition costs do not
include advertising, loyalty payments to distributors and dealers of SIRIUS radios and revenue
share payments to automakers and manufacturers of SIRIUS radios. Subscriber acquisition costs
also do not include amounts capitalized in connection with our agreement with Hertz, as we retain
ownership of the SIRIUS radios used by Hertz.

Subscriber acquisition costs increased $98,842 to $173,702 for the year ended December 31,
2004 from $74,860 for the year ended December 31, 2003, an increase of 132%. Over the same
period, gross activations increased 286% from 255,798 for the year ended December 31, 2003 to
986,556 for the year ended December 31, 2004. The increase in subscriber acquisition costs was
attributable to subsidies for higher shipments of SIRIUS radios and chip sets to accommodate the
growth of our subscriber base and commissions resulting from the increase in gross activations.
Included in our subscriber acquisition costs for the years ended December 31, 2004 and 2003 were
approximately $17,000 and $1,000, respectively, of hardware subsidies paid to our automakers in
connection with prepaid subscriptions included in the sale or lease of a new vehicle.

Subscriber acquisition costs per gross activation were $177 and $293 for the years ended
December 31, 2004 and 2003, respectively. The decline was primarily attributable to the reduction
in hardware subsidy rates and lower chip set costs and higher activation to sales ratios in 2004.

We expect total subscriber acquisition costs to increase in the future as our gross activations
increase and we continue to offer subsidies, commissions and other incentives to acquire
subscribers. We anticipate that the costs of certain subsidized components of SIRIUS radios will
decrease in the future as manufacturers experience economies of scale in production and we secure
additional manufacturers of these components. We expect subscriber acquisition costs per gross
activation to continue to decline with future reductions in subsidy rates and chip set costs as we
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continue to introduce new SIRIUS radios. If competitive forces require us to increase hardware
subsidies or promotions, subscriber acquisition costs per gross activation could increase in the
short-term.

General and Administrative. General and administrative expenses include rent and occupancy,
accounting, legal, human resources, information technology and investor relations costs.

General and administrative expenses increased $7,817 to $44,028 for the year ended
December 31, 2004 from $36,211 for the year ended December 31, 2003. The increase was
primarily a result of additional personnel-related; consulting, including costs incurred in order to
comply with the Sarbanes-Oxley Act of 2002; and rent and occupancy costs to support the
continued growth of our business. These increases were partially offset by a decrease in legal fees
and settlement costs incurred in 2003 associated with the termination of our agreement with the
prior provider of our subscriber management system.

We expect our general and administrative expenses to increase in future periods for increased
personnel-related, services and facility costs to support our growth.

Engineering, Design and Development. Engineering, design and development expenses include
the costs to develop our future generation of chip sets and new products and costs associated with
the incorporation of SIRIUS radios into vehicles manufactured by automakers.

Engineering, design and development expenses increased $5,986 to $30,520 for the year ended
December 31, 2004 from $24,534 for the year ended December 31, 2003. The increase was
primarily attributable to additional personnel-related costs to support research and development
efforts, and costs associated with tooling and manufacturing upgrades at DaimlerChrysler and Ford
in preparation for SIRIUS factory installations, offset in part by reduced chip set development
costs.

We expect our engineering, design and development expenses to increase in future periods as
automakers continue their efforts to incorporate SIRIUS radios across a broad range of their
vehicles and as we develop future generations of chip sets and new products and services.

Equity Granted to Third Parties and Employees. Equity granted to third parties and employees
expense includes the costs associated with warrants, stock options, restricted stock, restricted stock
units and other stock-based awards granted to third parties pursuant to programming, sales and
marketing and distribution agreements; employees; members of our board of directors; consultants
and employee benefit plans.

Equity granted to third parties and employees expense for warrants increased $74,255 to
$74,700 for the year ended December 31, 2004 from $445 for the year ended December 31, 2003.
The increase was primarily attributable to $40,080 of expense associated with vesting events for
warrants granted pursuant to various distribution and programming arrangements and $10,966
related to warrants for media assets provided to us under the NFL agreement. The remaining
increase in expense associated with warrants for the year ended December 31, 2004 was accrued
based on certain third parties’ performance toward achieving milestones. This expense may change
in future periods as a result of price changes in our common stock.

Equity granted to third parties and employees expense for stock options, restricted stock,
restricted stock units and other stock-based awards increased $36,102 to $47,740 for the year ended
December 31, 2004 from $11,638 for the year ended December 31, 2003. The increase was
primarily attributable to $9,701 of expense associated with vesting events for awards granted to
consultants, $21,881 of expense associated with the issuance of stock-based awards to employees
and members of our board of directors, which included a combination of stock options with
exercise prices below fair market value at the date of grant and restricted stock units, and $2,435
of expense associated with common stock granted to employee benefit plans. Of the $21,881,
$5,706 resulted from the accelerated vesting of stock options upon the satisfaction of performance
criteria in 2004. The remaining increase in expense associated with stock options, restricted stock,
restricted stock units and other stock-based awards for the year ended December 31, 2004 was
primarily accrued based on certain consultants’ performance toward achieving milestones. This
expense may change in future periods as a result of price changes in our common stock.
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Equity granted to third parties and employees expense for the year ended December 31, 2004
also included $4,285 of expense associated with the 15,173,070 shares of our common stock granted
to the NFL upon signing the agreement.

Future expense associated with equity granted to third parties and employees is contingent
upon a number of factors, including the price of our common stock, valuation assumptions, vesting
provisions and the timing as to when certain performance criteria are met, and could materially
change. Beginning July 1, 2005, we are required to adopt Statement of Financial Accounting
Standard (“SFAS”) No. 123R, “Share-Based Payment.” We plan to adopt SFAS No. 123R using
the modified prospective method. This method requires that we recognize the compensation charge
for all share-based payments granted after July 1, 2005 and for all awards granted to employees
prior to July 1, 2005 that remain unvested on July 1, 2005. The adoption of SFAS No. 123R is
expected to have an impact on our equity granted to third parties and employees expense,
although such impact cannot be predicted at this time because it will depend on share-based
payments granted in the future.

Other Income (Expense)

Debt Restructuring. For the year ended December 31, 2003, we recorded a gain of $256,538 in
connection with the restructuring of our long-term debt. This gain represents the difference
between the carrying value of our 15% Senior Secured Discount Notes due 2007, 14%2% Senior
Secured Notes due 2009, Lehman and Loral term loans, including accrued interest, and the fair
market value of the common stock issued in exchange therefor, adjusted for unamortized debt
issuance costs and direct costs associated with the restructuring. This gain is net of a loss on our
8%% Convertible Subordinated Notes due 2009 exchanged in the restructuring. The loss represents
the difference between the fair market value of the common stock issued in the exchange and the
fair market value of the common stock which would have been issued under the original
conversion ratio, including accrued interest, adjusted for unamortized debt issuance costs and direct
costs associated with the restructuring.

Interest and Investment Income. Interest and investment income includes interest on our cash
and cash equivalents, marketable securities, and restricted investments and net gains on the sale of
marketable securities.

Interest and investment income increased $4,426 to $9,713 for the year ended December 31,
2004 from $5,287 for the year ended December 31, 2003. The increase was primarily attributable
to the increase in our average cash and cash equivalents balance resulting from funds raised
through offerings of our common stock and debt securities.

Interest Expense. Interest expense includes interest on outstanding debt and debt conversion
costs. Debt conversion costs represent the loss associated with debt exchanged and are calculated
as the difference between the fair market value of additional shares issued in excess of the fair
market value of the amount of shares that would have been issued under original conversion
ratios.

Interest expense decreased $9,124 to $41,386 for the year ended December 31, 2004 from
$50,510 for the year ended December 31, 2003. The decrease was a result of the reduction in our
outstanding debt and the exchange of debt for our common stock in connection with our
restructuring which effectively reduced our interest rate to 6.8% at December 31, 2003; offset by
additional interest in 2004 associated with our 2% Convertible Notes due 2009 and our 3%%
Convertible Notes due 2011. Interest expense includes debt conversion costs of $19,592 and $19,439
for the years ended December 31, 2004 and 2003, respectively. Debt conversion costs for 2004
were a result of the issuance of 56,409,853 shares of our common stock in exchange for $69,000 in
aggregate principal amount of our 3%2% Convertible Notes due 2008, including accrued interest.
Debt conversion costs for 2003 were a result of the issuance of 54,805,993 shares of our common
stock in exchange for $65,000 in aggregate principal amount of our 3%2% Convertible Notes due
2008, including accrued interest.
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Other Income. Other income for the year ended December 31, 2004 was primarily related to a
legal settlement in our favor and a New York State franchise tax refund.

Income Tax Expense. We recorded income tax expense of $4,201 for the year ended
December 31, 2004. This expense represents the recognition of a deferred tax liability related to
the difference in accounting for our FCC license, which is amortized over 15 years for tax
purposes but not amortized for book purposes under U.S. generally accepted accounting principles.

Year Ended December 31, 2003 Compared with Year Ended December 31, 2002

Total Revenue

Subscriber Revenue. Subscriber revenue increased $11,992 to $12,615 for the year ended
December 31, 2003 from $623 for the year ended December 31, 2002. The increase in total
subscriber revenue was attributable to the growth of subscribers to our service. We added 231,114
net new subscribers during the year ended December 31, 2003 compared to 29,947 net new
subscribers during the year ended December 31, 2002.

The following table contains a breakdown of our subscriber revenue:

For the Years Ended
December 31,

2003 2002 Variance

Subscription fees .......ouvur it $13,759 $1,016 $12,743
Activation fees ......viiiiii 534 33 501
Effects of mail-in rebates .................cccoiiiiiiiiii.. (1,678) (426) (1,252)
Total subscriber revenue ...........cooiviiiiiiieiinn.n. $12,615 $ 623 $11,992

Average monthly revenue per subscriber, or ARPU. Set forth below is a table showing ARPU
and our average monthly revenue per Hertz subscriber:

For the Years Ended
December 31,

2003 2002
ARPU L $12.02 $12.64
Effects of Hertz subscribers .............ouiiiiiiiiiiiniiinennn.. (1.38) (0.06)
ARPU before effects of mail-in rebates ........................ ... 10.64 12.58
Effects of mail-in rebates.............oiiiiiiiiiiiiii i (1.25) (5.11)
Reported ARPU ...ttt e $ 9.39 $ 7.47
Average monthly revenue per Hertz subscriber...................... $ 3.13 $ 5.11

Lower ARPU for the year ended December 31, 2003 as compared with the year ended
December 31, 2002 was a result of promotional activity. Higher reported ARPU was primarily a
result of the effects of mail-in rebates. Since we had no history of estimated take-rates for mail-in
rebates, we were required to record the effects of rebates for 100% of eligible activations in 2002.

Operating Expenses

Satellite and Transmission. Satellite and transmission expenses decreased $6,704 to $32,604 for
the year ended December 31, 2003 from $39,308 for the year ended December 31, 2002. The
decrease was primarily attributable to a $3,147 reduction in our in-orbit satellite insurance costs as
a result of reduced insurance coverage and $3,977 related to the write-off of costs previously
capitalized in connection with our terrestrial repeater network. During 2003, we recorded a loss of
$1,028 as a result of the write-off of site acquisition costs capitalized in prior periods for terrestrial
repeaters that will not be placed in operation. During 2002, we recorded a loss of $5,005 related
to the disposal of certain terrestrial repeater equipment as a result of the optimization of our
terrestrial repeater network. In addition, broadcast operations costs decreased primarily as a result
of system testing following the launch of our service in February 2002. Such decreases were offset
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by an increase in costs associated with the use of security software to prevent the theft of our
service, storage costs for our spare satellite that was delivered in April 2002, and additions to our
terrestrial repeater network. As of December 31, 2003, we had 133 terrestrial repeaters in
operation as compared with 98 as of December 31, 2002.

Programming and Content. Programming and content expenses increased $7,506 to $30,214 for
the year ended December 31, 2003 from $22,708 for the year ended December 31, 2002. The
increase was primarily attributable to an increase in costs to acquire, create and produce content,
including personnel-related costs and consultant costs; an increase in on-air talent costs to support
the expansion of our programming line-up; and an increase in broadcast royalties as a result of a
full year of operations in 2003.

Customer Service and Billing. Customer service and billing expenses increased $15,795 to
$23,657 for the year ended December 31, 2003 from $7,862 for the year ended December 31, 2002.
The increase was primarily due to a $14,465 loss on the disposal of our prior subscriber
management system in May 2003 as a result of the termination of our agreement with the
provider. The remaining increase was primarily attributable to higher customer service
representative costs as a result of increases in our subscriber base. Customer service and billing
expenses, excluding the loss on disposal of our prior subscriber management system, increased 17%
compared with an increase in our end of period subscribers of 772% as of December 31, 2003 as
compared with December 31, 2002. Excluding the loss on disposal of our prior subscriber
management system, customer service and billing expenses per average subscriber per month for
2003 was $6.84 compared with $82.47 for 2002.

Sales and Marketing. Sales and marketing expenses increased $33,553 to $120,771 for the year
ended December 31, 2003 from $87,218 for the year ended December 31, 2002. This increase was
a result of higher advertising media and production costs primarily as a result of increased cable
and network television, magazine advertising and sponsorship activities. Distribution costs also
increased primarily due to additional advertising in retailer circulars, cooperative advertising with
automakers and maintenance costs associated with our Hertz program, offset by a decrease in
market development funds paid to retailers and radio manufacturers. The remaining increase was
primarily attributable to additional costs for outsourced specialists for support at retail stores and
automotive dealerships.

Subscriber Acquisition Costs. Subscriber acquisition costs increased $53,822 to $74,860 for the
year ended December 31, 2003 from $21,038 for the year ended December 31, 2002, an increase of
256%. This compared with an increase of 712% in gross activations from 31,504 for the year
ended December 31, 2002 to 255,798 for the year ended December 31, 2003. The increase in
subscriber acquisition costs was attributable to higher shipments of SIRIUS radios to accommodate
the growth of our subscriber base; an increase in commissions resulting from the increase in gross
activations; an increase in chip set subsidies as a result of purchase commitments under our
agreement with Agere Systems, Inc. (“Agere”); and the effect of promotional activities. Included in
our subscriber acquisition costs for the year ended December 31, 2003 was approximately $1,000 of
hardware subsidies paid to our automakers in connection with prepaid subscriptions included in the
sale or lease of a new vehicle. There were no costs incurred in connection with prepaid
subscriptions included in the sale or lease of a new vehicle in 2002.

Subscriber acquisition costs per gross activation for the years ended December 31, 2003 and
2002 were $293 and $668, respectively. The decline in subscriber acquisition costs per gross
activation was primarily attributable to the 712% increase in gross activations.

General and Administrative. General and administrative expenses increased $5,529 to $36,211
for the year ended December 31, 2003 from $30,682 for the year ended December 31, 2002. The
increase was primarily a result of $6,846 of legal fees and settlement costs associated with the
termination of our agreement with the prior provider of our subscriber management system and
costs for corporate insurance. This increase was partially offset by reduced rent and occupancy
costs as a result of the termination of leases for office space during 2002 for which we recognized
a loss on disposal of assets of $924.
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Engineering, Design and Development. Engineering, design and development expenses
decreased $5,553 to $24,534 for the year ended December 31, 2003 from $30,087 for the year
ended December 31, 2002. The decrease was primarily a result of $8,134 paid to Panasonic in 2002
to release us from a radio purchase commitment and to reduce the factory price of SIRIUS radios.
Excluding this one-time item, engineering, design and development expenses increased primarily as
a result of costs associated with the incorporation of SIRIUS radios into vehicles manufactured by
automakers, offset by a decrease in chip set development costs as we completed our first
generation of chip sets.

Depreciation. Depreciation increased $12,606 to $95,353 for the year ended December 31, 2003
from $82,747 for the year ended December 31, 2002. The increase was due to a full period of
depreciation of our satellite radio system, which began in February 2002, offset by reduced
depreciation expense as a result of the disposal of our prior subscriber management system.

Equity Granted to Third Parties and Employees. Equity granted to third parties and employees
expense for warrants increased $425 to $445 for the year ended December 31, 2003 from $20 for
the year ended December 31, 2002. The increase was primarily attributable to $239 for expense
associated with vesting events for certain distribution arrangements. The remaining increase was
accrued based on certain third parties’ performance toward achieving milestones.

Equity granted to third parties and employees expense for stock options, restricted stock,
restricted stock units and other stock-based awards was $11,638 for the year ended December 31,
2003 compared to a benefit of $7,738 for the year ended December 31, 2002. Expense for the year
ended December 31, 2003 primarily related to the issuance of stock options with exercise prices
below fair market value at the date of grant and restricted stock units to employees, of which
$5,251 resulted from the accelerated vesting of stock options upon the satisfaction of performance
criteria in 2003. The benefit for the year ended December 31, 2002 was principally due to the
repricing of certain employee stock options in 2001.

Other Income (Expense)

Debt Restructuring. For the year ended December 31, 2003, we recorded a gain of $256,538 in
connection with the restructuring of our long-term debt.

Interest Expense. Interest expense decreased $55,653 to $50,510 for the year ended
December 31, 2003 from $106,163 for the year ended December 31, 2002. We capitalized $5,426 of
interest costs during the year ended December 31, 2002. The decrease was primarily attributable to
the exchange of approximately $636,000 in aggregate principal amount at maturity of our
outstanding long-term debt for common stock in March 2003. Interest expense also included costs
incurred as a result of the exchange of debt for our common stock. Debt conversion costs were
$19,439 and $9,650 for the years ended December 31, 2003 and 2002, respectively. Debt conversion
costs for 2003 were a result of the issuance of 54,805,993 shares of our common stock for $65,000
in aggregate principal amount of our 32% Convertible Notes due 2008, including accrued interest.
Conversion costs for 2002 were a result of the issuance of 2,913,483 shares of our common stock
in exchange for $29,475 in aggregate principal amount of our 8%% Convertible Subordinated
Notes due 2009, including accrued interest.

Liquidity and Capital Resources

Cash Flows for the Year Ended December 31, 2004 Compared with Year Ended
December 31, 2003

As of December 31, 2004, we had $753,891 in cash and cash equivalents compared with
$520,979 as of December 31, 2003, an increase of $232,912. The increase was a result of net cash
provided by financing activities of $660,227, offset by net cash used in operating and investing
activities of $334,463 and $92,852, respectively.

Net Cash Used in Operating Activities. The following table contains a breakdown of our net
loss adjusted for non-cash items and our changes in operating assets and liabilities:

13



For the Years Ended
December 31,

2004 2003 Variance
Net loss adjusted for non-cash items:
NEt LOSS v vee et $(712,162) $(226,215) $(485,947)
Depreciation ...........coiiiiiiiiiiii i 95,370 95,353 17
Non-cash interest eXpense .............o.ovvvenenn... 21,912 22,708 (796)
Loss on disposal of assets ..............c.oooviui... 70 15,493 (15,423)
Non-cash gain associated with debt restructuring ... — (261,275) 261,275
Costs associated with debt restructuring ............ — 4,737 (4,737)
Equity granted to third parties and employees ..... 126,725 12,083 114,642
Total net loss adjusted for non-cash items ..... (468,085) (337,116) (130,969)
Changes in operating assets and liabilities:

Marketable Securities .............o.vuiuiniininn.. (292) (1,184) 892
Prepaid expenses and other current assets.......... (13,522) (1,877)  (11,645)
Other long-term assets ...........o.euvvreneneannn.. (44,563) (79)  (44,484)
Accounts payable and accrued expenses............ 108,997 21,996 87,001
Accrued INtETESt. ..ottt 4,689 12,821 (8,132)
Deferred revenue ...........ccoiiiiiiiiiiiiiiaa. 78,055 16,709 61,346
Other long-term liabilities .......................... 258 4,243 (3,985)
Total changes in operating assets and liabilities 133,622 52,629 80,993

Net cash used in operating activities. ...... $(334,463) $(284,487) $ (49,976)

Net cash used in operating activities increased $49,976 to $334,463 for the year ended
December 31, 2004 from $284,487 for the year ended December 31, 2003. Such increase was
attributable to the $130,969 increase in the net loss adjusted for non-cash items, from $337,116 for
the year ended December 31, 2003 to $468,085 for the year ended December 31, 2004, offset by
an increase of $80,993 for changes in operating assets and liabilities. The increase in the net loss
adjusted for non-cash items was primarily a result of the $131,970 increase in subscriber acquisition
costs and sales and marketing expenses to support the 338% increase in our subscriber base and
the expansion of our retail distribution channel. The net inflow of cash from changes in operating
assets and liabilities was primarily attributable to an increase of $87,001 in accounts payable and
accrued expenses to support our operations and an increase of $61,346 in deferred revenue for
subscribers electing annual and other prepaid subscription programs. We currently receive an
average of approximately nine months of prepaid revenue per subscriber upon activation. Such
increases were offset in part by the increase in other long-term assets of $44,484 primarily for
payments made for future services pursuant to certain programming agreements.

We expect to continue to have net outflows of cash for 2005 to fund the continued growth of
our operations. These cash outflows will be partially offset by cash received from subscribers on
prepaid subscription programs.

Net Cash (Used in) Provided by Investing Activities. Net cash used in investing activities was
$92,852 for the year ended December 31, 2004 compared with net cash provided by investing
activities of $105,056 for the year ended December 31, 2003. For the year ended December 31,
2004, we deposited $85,000 in escrow to fund the rights fees for the 2006-2007, 2007-2008 and
2008-2009 NFL seasons and $4,706 in escrow in connection with Ford’s factory installation
program. These deposits were offset by cash inflows of $25,000 as a result of the maturity of
available-for-sale securities, which were purchased in the year ended December 31, 2003. For the
year ended December 31, 2003, we experienced a net inflow of cash as a result of $150,000
received in connection with the maturity of certain available-for-sale securities. Capital expenditures
increased to $28,589 for the year ended December 31, 2004 from $20,118 for the year ended
December 31, 2003, primarily as a result of the implementation of our new subscriber management
system.
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Net Cash Provided by Financing Activities. Net cash provided by financing activities decreased
$21,808 to $660,227 for the year ended December 31, 2004 from $682,035 for the year ended
December 31, 2003. We raised net proceeds of $614,438 in 2004 through the offering of 25,000,000
shares of our common stock resulting in net proceeds of $96,025, $230,000 in aggregate principal
amount of our 3%% Convertible Notes due 2011 resulting in net proceeds of $224,813, and
$300,000 in aggregate principal amount of our 2%4% Convertible Notes due 2009 resulting in net
proceeds of $293,600. During 2003, we sold 371,151,111 shares of common stock in various
offerings resulting in net proceeds of $492,659. In addition, we issued $201,250 in aggregate
principal amount of our 3%4% Convertible Notes due 2008 resulting in net proceeds of $194,224,
and incurred costs associated with our debt restructuring of $4,737.

We also received proceeds from the exercise of options and warrants of $26,051 and $19,850,
respectively, for the year ended December 31, 2004.

Cash Flows for the Year Ended December 31, 2003 Compared with Year Ended
December 31, 2002

As of December 31, 2003, we had $520,979 in cash and cash equivalents compared with
$18,375 as of December 31, 2002, an increase of $502,604. The increase was a result of net cash
provided by financing activities and investing activities of $682,035 and $105,056, respectively, offset
by net cash used in operating activities of $284,487.

Net Cash Used in Operating Activities. The following table contains a breakdown of our net
loss adjusted for non-cash items and our changes in operating assets and liabilities:

For the Years Ended
December 31,

2003 2002 Variance
Net loss adjusted for non-cash items:
INEt 1OSS - o vt ettt e $(226,215) $(422,481) $ 196,266
Depreciation ..........c.oiiiiiiiiiiiiiii 95,353 82,747 12,606
Non-cash interest eXpense ..............ovevenenn... 22,708 58,957 (36,249)
Loss on disposal of assets .................co.oi... 15,493 8,919 6,574
Non-cash gain associated with debt restructuring ...  (261,275) — (261,275)
Costs associated with debt restructuring ............ 4,737 8,448 (3,711)
Equity granted to third parties and employees ..... 12,083 (7,718) 19,801
Total net loss adjusted for non-cash items ..... (337,116)  (271,128)  (65,988)
Changes in operating assets and liabilities:
Marketable securities .............c.overiiiinennn... (1,184)  (76,562) 75,378
Prepaid expenses and other current assets.......... (1,877)  (12,401) 10,524
Other long-term assets ..............coooviiinn.. (79) (1,377) 1,298
Accounts payable and accrued expenses............ 21,996 5,254 16,742
Accrued INtETeSt. .. .vvvi e 12,821 28,587 (15,766)
Deferred revenue ...........cooiiiiiiiiiiiiiiaa. 16,709 1,750 14,959
Other long-term liabilities .......................... 4,243 5,066 (823)
Total changes in operating assets and liabilities 52,629 (49,683) 102,312

Net cash used in operating activities....... $(284,487) $(320,811) $ 36,324

Net cash used in operating activities decreased $36,324 to $284,487 for the year ended
December 31, 2003 from $320,811 for the year ended December 31, 2002. Such decrease was
attributable to the $65,988 increase in the net loss adjusted for non-cash items, from $271,128 for
the year ended December 31, 2002 to $337,116 for the year ended December 31, 2003, offset by
an increase of $102,312 for changes in operating assets and liabilities. The increase in the net loss
adjusted for non-cash items was primarily a result of the $53,822 increase in subscriber acquisition
costs to support the 772% increase in our subscriber base and the $33,553 increase in sales and
marketing expenses to market our service. These expenses were offset by the $12,067 increase in
revenue driven by the addition of 255,798 gross subscribers for the year ended December 31, 2003.
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The net inflow of cash from changes in operating assets and liabilities was primarily attributable to
an increase of $75,378 in marketable securities as a result of the change in classification of our
marketable securities in the second quarter of 2002 to available-for-sale securities from trading
securities; an increase of $16,742 in accounts payable and accrued expenses; and an increase of
$14,959 in deferred revenue for subscribers electing annual and other prepaid subscription
programs. Such increases were offset in part by the $15,766 reduction in accrued interest.

Net Cash Provided by Investing Activities. Net cash provided by investing activities decreased
$94,623 to $105,056 for the year ended December 31, 2003 from $199,679 for the year ended
December 31, 2002. The decrease was primarily due to the $116,130 net effect of purchases and
maturities of marketable securities and maturities of restricted investments. In addition, capital
expenditures decreased to $20,118 for the year ended December 31, 2003 from $41,625 for the
year ended December 31, 2002, as we substantially completed the build-out of our terrestrial
repeater network during 2002.

Net Cash Provided by Financing Activities. Net cash provided by financing activities increased
$547,254 to $682,035 for the year ended December 31, 2003 from $134,781 for the year ended
December 31, 2002. During 2003, we sold 371,151,111 shares of common stock resulting in net
proceeds of $492,659. In addition, we issued $201,250 in aggregate principal amount of our 3%%
Convertible Notes due 2008 resulting in net proceeds of $194,224, and incurred costs associated
with our debt restructuring of $4,737. During the year ended December 31, 2002, we sold
16,000,000 shares of common stock resulting in net proceeds of $147,500 and paid fees associated
with our debt restructuring of $12,707.

Financings and Capital Requirements

We have financed our operations through the sale of debt and equity securities. Debt and
equity transactions in 2004 and 2003, included the following:

e in October 2004, we sold 25,000,000 shares of our common stock and issued $230,000 in
aggregate principal amount of our 3%% Convertible Notes due 2011 resulting in aggregate
net proceeds of $320,838;

e in the first quarter of 2004, we issued $300,000 in aggregate principal amount of our 2%%
Convertible Notes due 2009 resulting in net proceeds of $293,600. We also issued 21,027,512
shares of our common stock for $19,850 in net proceeds in connection with the exercise of
warrants held by affiliates of The Blackstone Group L.P;

e in November 2003, we sold 73,170,732 shares of our common stock resulting in net proceeds
of $149,600;

e in June 2003, we sold 86,250,000 shares of our common stock resulting in net proceeds of
$144,897;

e in May 2003, we issued $201,250 in aggregate principal amount of our 3'%4% Convertible
Notes due 2008 resulting in net proceeds of $194,224; and

e in March 2003, we completed a series of transactions to restructure our debt and equity
capitalization. As part of these transactions, we issued 545,012,162 shares of our common
stock in exchange for approximately 91% of our then outstanding debt; we issued 76,992,865
shares of our common stock and warrants to purchase 87,577,114 shares of our common
stock in exchange for all outstanding shares of our 9.2% Series A Junior Cumulative
Convertible Preferred Stock, 9.2% Series B Junior Cumulative Convertible Preferred Stock
and 9.2% Series D Junior Cumulative Convertible Preferred Stock; and we sold 211,730,379
shares of our common stock for net proceeds of $197,112.

Future Liquidity and Capital Resource Requirements

Effective August 2004, we discontinued our in-orbit satellite insurance. In the event of a
catastrophic failure of one of our satellites, we believe we have sufficient cash, cash equivalents
and marketable securities to launch and insure our spare satellite.
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Based upon our current plans, we believe that our cash, cash equivalents and marketable
securities will be sufficient to cover our estimated funding needs through cash flow breakeven, the
point at which our revenues are sufficient to fund expected operating expenses, capital
expenditures, working capital requirements, interest and principal payments and taxes, which we
expect to occur in 2007. Our financial projections are based on assumptions which we believe are
reasonable but contain significant uncertainties.

Our business is in its early stages, and we regularly evaluate our plans and strategy. These
evaluations often result in changes to our plans and strategy, some of which may be material and
significantly change our cash requirements or cause us to achieve cash flow breakeven at a later
date. These changes in our plans or strategy may include: the acquisition of unique or compelling
programming; the introduction of new features or services; significant new or enhanced distribution
arrangements; investments in infrastructure, such as satellites, equipment or radio spectrum; and
acquisitions of third parties that own programming, distribution, infrastructure, assets, or any
combination of the foregoing.

To fund incremental cash requirements, or as market opportunities arise, we may choose to
raise additional funds through the sale of additional debt securities, equity securities or a
combination of debt and equity securities. The incurrence of indebtedness would result in increased
fiscal obligations and could contain restrictive covenants. The sale of additional equity or
convertible debt securities may result in dilution to our stockholders. These additional sources of
funds may not be available or, if available, may not be available on terms favorable to us.

2003 Long-Term Stock Incentive Plan

In January 2003, our board of directors adopted the Sirius Satellite Radio 2003 Long-Term
Stock Incentive Plan (the “2003 Plan”), and on March 4, 2003 our stockholders approved this plan.
On May 25, 2004, our stockholders approved an amendment to the 2003 Plan to include members
of our board of directors as eligible participants. Employees, consultants and members of our
board of directors are eligible to receive awards under the 2003 Plan. The 2003 Plan provides for
the grant of stock options, restricted stock, restricted stock units and other stock-based awards that
the compensation committee of our board of directors may deem appropriate.

Vesting and other terms of stock-based awards are set forth in the agreements with the
individuals receiving the awards. Stock-based awards granted under the 2003 Plan are generally
subject to a vesting requirement that includes one or all of the following: (1) over time, generally
three to five years from the date of grant; (2) on a specific date in future periods with acceleration
to earlier periods if performance criteria are satisfied; or (3) as certain performance targets set at
the time of grant are achieved. Stock-based awards generally expire in ten years from date of
grant. Each restricted stock unit granted entitles the holder to receive one share of our common
stock upon vesting.

As of December 31, 2004, approximately 100,819,000 shares of our common stock were
available for grant under the 2003 Plan. Approximately 120,203,000 stock options, shares of
restricted stock and restricted stock units were outstanding as of December 31, 2004. During the
year ended December 31, 2004, employees exercised 17,447,086 stock options at exercise prices
ranging from $0.49 to $7.61 per share, resulting in proceeds to us of $26,060. Of this amount,
$26,051 was collected as of December 31, 2004. The exercise of the remaining vested options could
result in an inflow of cash in future periods.

Contractual Cash Commitments

We have entered into various contracts that have resulted in significant cash obligations in
future periods. These cash obligations could vary in future periods if we change our business plan
or strategy, which could include significant additions to our programming, infrastructure or
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distribution. The following table summarizes our expected cash contractual commitments as of
December 31, 2004:

2005 2006 2007 2008 2009 Thereafter Total
Long-term debt obligations .. $ 26,399 $ 26,249 § 55449 §$ 87,942 $345,573 $244,800 $ 786,412
Lease obligations ........... 7,582 7,430 6,965 5,552 5,426 25,499 58,454
Satellite and transmission ... 3,239 3,155 3,155 3,155 3,155 15,027 30,886
Programming and content. .. 28,292 96,044 74,184 69,641 98,775 104,200 471,136
Customer service and billing 4,842 3,310 3,032 — — — 11,184

Marketing and distribution.. 65,801 23,916 9,342 6,260 6,450 7,500 119,269
Chip set development and

production................ 17,908 6,631 — — — — 24,539
Total contractual cash
commitments ......... $154,063 $166,735 $152,127 $172,550 $459,379 $397,026 $1,501,880

Long-Term Debt Obligations

Long-term debt obligations include principal and interest payments. As of December 31, 2004,
we had $658,452 in aggregate principal amount of outstanding debt.

Lease Obligations

We have entered into operating leases related to our national broadcast studio, office space,
terrestrial repeaters and equipment.

Satellite and Transmission

We have entered into an agreement with a provider of satellite services to operate our off-site
satellite telemetry, tracking and control facilities.

Programming and Content

We have entered into agreements with licensors of programming and other content providers
and, in certain instances, are obligated to pay license fees and guarantee minimum advertising
revenue share. In addition, we have agreements with various rights organizations pursuant to which
we pay royalties for public performances of music.

Customer Service and Billing

We have entered into agreements with third parties to provide customer service, billing and
subscriber management services.

Marketing and Distribution

We have entered into various marketing, sponsorship and distribution agreements to promote
our brand and are obligated to make payments to sponsors, retailers, automakers and radio
manufacturers under these agreements. In addition, certain programming and content agreements
require us to purchase advertising on properties owned or controlled by the licensors. We have
also agreed to reimburse automakers for certain engineering and development costs associated with
the incorporation of SIRIUS radios into vehicles they manufacture.

Chip Set Development and Production

We have entered into agreements with chip set manufacturers to produce chip sets for use in
SIRIUS radios. Our agreement with ST Microelectronics requires that we purchase a minimum
quantity of chip sets during a three-year period and pay for the development of the chip sets as
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milestones are satisfied. Our agreements with Agere Systems, Inc. also require us to pay for the
development of our chip sets and to license us intellectual property related to our chip sets.

Joint Development Agreement

Under the terms of a joint development agreement with XM Radio, the other holder of a
FCC satellite radio license, each party is obligated to fund one half of the development cost for a
unified standard for satellite radios. The costs related to the joint development agreement are
being expensed as incurred to engineering, design and development expense. We are currently
unable to determine the expenditures necessary to complete this process, but they may be
significant.

Other Commitments

In addition to the contractual cash commitments described above, we have also entered into
agreements with automakers, radio manufacturers and others that include per-radio and
per-subscriber payments and revenue share arrangements. These future costs are dependent upon
many factors and are difficult to anticipate; however, these costs may be substantial. We may enter
into additional programming, marketing and other agreements that contain similar provisions.

We are required under the terms of certain agreements to provide letters of credit and deposit
monies in escrow, which place restrictions on our cash and cash equivalents. As of December 31,
2004 and 2003, $97,321 and $8,747, respectively, were classified as restricted investments as a result
of our reimbursement obligations under these letters of credit and escrow deposits.

As of December 31, 2004, we have not entered into any off-balance sheet arrangements or
transactions.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with U.S. generally accepted
accounting principles, which require management to make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the periods. We have disclosed all significant
accounting policies in Note 2 to the consolidated financial statements included in this report. We
have identified the following policies, which were discussed with the audit committee of our board
of directors, as critical to our business and understanding our results of operations.

Subscription Revenue Recognition. Revenue from subscribers consists of subscription fees,
including revenues associated with prepaid subscriptions included in the sale or lease of a new
vehicle; revenue derived from our agreement with Hertz; and non-refundable activation fees. We
recognize subscription fees as our service is provided to a subscriber. We record deferred revenue
for prepaid subscription fees and amortize these prepayments to revenue ratably over the term of
the respective subscription plan. At the time of sale, vehicle owners purchasing or leasing a vehicle
with a subscription typically receive between a six-month and one-year prepaid subscription. These
prepaid subscriptions include a SIRIUS radio and a subscription to our service. We receive
payment from these automakers for such subscriptions in advance of the service being activated. In
connection with these agreements, we also reimburse automakers for certain costs associated with
the SIRIUS radio installed in the applicable vehicle at the time the vehicle is manufactured,
including hardware costs, sale and promotional allowances, tooling, and non-recurring engineering
expenses. The associated payments to the automakers were included in subscriber acquisition costs.
Although we receive payments from the automakers, we believe that they do not resell our
service; rather, they facilitate the sale of our service to our customers similar to an agent. We
believe this is the appropriate characterization of our relationship since we are responsible for
providing services to our customers including being obligated to the customer if there were
interruption of service. Activation fees are recognized ratably over the term of the subscriber
relationship, currently estimated to be 3.5 years. The estimated term of a subscriber relationship is
based on market research and management’s judgment and, if necessary, will be refined in the
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future as historical data becomes available. As required by Emerging Issues Task Force (“EITF”)
No. 01-09, “Accounting for Consideration Given by a Vendor to a Customer (Including a Reseller
of the Vendor’s Products),” an estimate of mail-in rebates that are paid by us directly to
subscribers is recorded as a reduction to subscription revenue in the period the subscriber activates
our service. We estimate the effect of mail-in rebates based on actual take-rates for rebate
incentives offered in prior periods. In subsequent periods, estimates are adjusted when necessary.

Stock-Based Compensation. In accordance with Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” we use the intrinsic value method to measure the
compensation costs of stock-based awards granted to employees and members of our board of
directors. Accordingly, we record compensation expense for stock-based awards granted to
employees and members of our board of directors over the vesting period equal to the excess of
the market price of the underlying common stock at the date of grant over the exercise price of
the stock-based award. The intrinsic value of restricted stock units as of the date of grant is
amortized to expense over the vesting period. These charges are recorded as a component of
equity granted to third parties and employees in our accompanying consolidated statements of
operations.

Certain stock-based awards to employees have accelerated vesting provisions in the event of
satisfaction of performance criteria which are not specified in the original terms of the stock-based
award. A new measurement date results when the performance criteria are established. In
accordance with Financial Accounting Standards Board (“FASB”) Interpretation No. 44,
“Accounting for Certain Transactions Involving Stock Compensation” (“FIN No. 44”), a new
measurement date results because the modification of the stock-based award may allow the
employee to vest in an award that would have otherwise been forfeited pursuant to the original
terms. While measurement of stock compensation expense is made at the date of the modification,
the recognition of stock compensation expense depends on whether the employee ultimately retains
the stock-based award that otherwise would have been forfeited under the award’s original vesting
terms. Stock-based awards subject to modification as a result of a new measurement date could
result in stock compensation expense of up to $25,092 in future periods. For the years ended
December 31, 2004, 2003 and 2002, we have recognized no stock compensation expense associated
with modification of terms to the original stock-based award as a result of a new measurement
date. To the extent any performance criteria are satisfied and the vesting of any stock options
and/or restricted stock units accelerate, the unamortized stock compensation expense associated
with these options or restricted stock units will also accelerate.

We account for stock-based awards granted to non-employees at fair value in accordance with
SFAS No. 123, “Accounting for Stock-Based Compensation.” In accordance with EITF No. 96-18,
“Accounting for Equity Instruments That are Issued to Other Than Employees for Acquiring, or
in Conjunction with Selling, Goods or Services,” we record expense based upon performance using
the fair value of equity instruments issued to non-employees, other than non-employee members of
our board of directors, at each reporting date. The final measurement date of equity instruments
with performance criteria is the date that each performance commitment for such equity
instrument is satisfied. Fair value is determined using the Black-Scholes option valuation model
and varies based on assumptions used for the expected life, expected stock price volatility and
risk-free interest rates. Since we do not have sufficient historical information regarding the life
expectancy of stock-based awards granted to non-employees, we currently use an expected life
based on the term of the stock-based award as specified in each agreement. Expected stock price
volatility is calculated over a period equal to the expected life and the risk-free interest rate
represents the daily treasury yield curve rate at the reporting date based on the closing market bid
yields on actively traded U.S. treasury securities in the over-the-counter market for the expected
term. Our assumptions may change in future periods as the life expectancy of the stock-based
awards may shorten based on exercise activity. In addition, expected stock price volatility is subject
to change based on fluctuations in our stock price. These costs are classified in our accompanying
statements of operations as a component of equity granted to third parties and employees.
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In accordance with FIN No. 44, we record compensation charges or benefits related to
repriced stock options based on the market value of our common stock until the repriced stock
options are exercised, forfeited or expire.

Subscriber Acquisition Costs. Subscriber acquisition costs include subsidies paid to radio
manufacturers; automakers, including subsidies paid to automakers who have agreed to include a
SIRIUS radio and a prepaid subscription to our service in the sale or lease of a new vehicle; and
chip set manufacturers; and commissions paid to retailers and automakers as incentives to
purchase, install and activate SIRIUS radios. The majority of subscriber acquisition costs are
incurred in advance of acquiring a subscriber. Subscriber acquisition costs do not include
advertising, loyalty payments to distributors and dealers of SIRIUS radios and revenue share
payments to automakers and manufacturers of SIRIUS radios. Subscriber acquisition costs also do
not include amounts capitalized in connection with our agreement with Hertz, as we retain
ownership of the SIRIUS radios used by Hertz.

Subsidies paid to radio manufacturers and automakers are expensed upon shipment or
installation. Commissions paid to retailers and automakers are expensed either upon activation or
sale of the SIRIUS radio. Chip sets that are shipped to radio manufacturers and held on
consignment are recorded as inventory and expensed as subscriber acquisition costs when placed
into production by radio manufacturers. Costs for chip sets not held on consignment are expensed
as subscriber acquisition costs when the chip sets are shipped to radio manufacturers.

Long-Lived Assets. We carry our long-lived assets at cost less accumulated depreciation. In
accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets,” we review our long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset is not recoverable. At the time an
impairment in value of a long-lived asset is identified, the impairment will be measured as the
amount by which the carrying amount of a long-lived asset exceeds its fair value. To determine
fair value, we would employ an expected present value technique, which utilizes multiple cash flow
scenarios that reflect the range of possible outcomes and an appropriate discount rate.

Useful Life of Satellite System. Our satellite system includes the cost of satellite construction,
launch vehicles, launch insurance, capitalized interest, our spare satellite and our terrestrial
repeater network. In accordance with SFAS No. 144, we monitor our satellites for impairment
whenever events or changes in circumstances indicate that the carrying amount of the asset is not
recoverable. The expected useful lives of our in-orbit satellites are 15 years from the date they
were placed into orbit. We are depreciating our three in-orbit satellites over their respective
remaining useful lives beginning February 2002 or, in the case of our spare satellite, from the date
it was delivered to ground storage in April 2002. If placed into orbit, our spare satellite is
expected to operate effectively for 15 years. Space Systems/Loral, the manufacturer of our
satellites, has identified circuit failures in solar arrays on satellites since 1997, including our
satellites. We continue to monitor these failures, which we believe have not affected the expected
useful lives of our satellites. If events or circumstances indicate that the useful lives of our
satellites have changed, we will modify the depreciable life accordingly.

FCC License. We carry our FCC license at cost. Our FCC license has an indefinite life and is
evaluated for impairment on an annual basis or more frequently if there are indicators of
impairment. In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” we
completed an impairment analysis of our FCC license for the year ended December 31, 2004, and
determined that there was no impairment. We use projections regarding estimated future cash
flows and other factors in assessing the fair value of our FCC license. If these estimates or
projections change in the future, we may be required to record an impairment charge related to
our FCC license.

Income Taxes. We account for income taxes in accordance with SFAS No. 109, “Accounting
for Income Taxes.” Operating losses in prior periods have generated significant state and federal
tax net operating losses, or NOL carryforwards. We are required to record a valuation allowance
against the deferred tax asset associated with these NOL carryforwards if it is “more likely than
not” that we will not be able to utilize it to offset future taxes. Due to our history of unprofitable
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operations and our expected future losses, we have recorded a valuation allowance equal to 100%
of these deferred tax assets. It is possible, however, that we could be profitable in the future at
levels which would cause management to conclude that it is more likely than not that we will
realize all or a portion of these NOL carryforwards. Upon reaching such a conclusion, we would
record the estimated net realizable value of the deferred tax asset at that time and would then
provide for income taxes at a rate equal to our combined federal and state effective rates.
Subsequent revisions to the estimated net realizable value of the deferred tax asset could cause
our provision for income taxes to vary significantly from period to period, although our cash tax
payments would remain unaffected until the benefit of these NOL carryforwards is utilized.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment.” SFAS
No. 123R revises SFAS No. 123 and supersedes APB No. 25. SFAS 123R is effective beginning the
first interim period after June 15, 2005. We will adopt the provisions of SFAS No. 123R effective
July 1, 2005. SFAS No. 123R requires all share-based payments to employees to be recognized in
the financial statements based on fair value. We currently account for share-based payments to
employees using APB No. 25’ intrinsic value method. Under SFAS No. 123R we will be required
to follow a fair value approach, such as the Black-Scholes or lattice option valuation models, at
the date of a stock-based award grant. SFAS No. 123R permits one of two methods of adoption:
(1) modified prospective method or (2) modified retrospective method. We plan to adopt SFAS
No. 123R using the modified prospective method. This method requires that we recognize the
compensation charge for all share-based payments granted after July 1, 2005 and for all awards
granted to employees prior to July 1, 2005 that remain unvested on July 1, 2005. The adoption of
SFAS No. 123R is expected to have an impact on our results of operations, although it will have
no impact on our overall financial position. The impact of adoption of SFAS No. 123R cannot be
predicted at this time because it will depend on share-based payments granted in the future.

In September 2004, the EITF reached a consensus on Issue No. 04-08, “The Effect of
Contingently Convertible Instruments on Diluted Earnings per Share” (“EITF No. 04-08), which
requires that diluted earnings per share include the dilutive effect of any contingently convertible
debt securities regardless of whether the market price trigger had been satisfied during the period.
We adopted the provisions of EITF No. 04-08 as of December 31, 2004. We did not have
contingently convertible debt securities as of December 31, 2004. Therefore the adoption of EITF
No. 04-08 did not have an impact on our financial position, results of operations or cash flows.

In April 2004, the EITF released Issue No. 03-06, “Participating Securities and the Two Class
Method under FASB Statement No. 128” (“EITF No. 03-06”), which addressed a number of
questions regarding the computation of earnings per share by companies that have issued securities
other than common stock that contractually entitle the holder to participate in dividends and
earnings of the company when, and if, it declares dividends on its common stock. It requires that
undistributed earnings for the period be allocated to a participating security based on the
contractual participation rights of the security to share in those earnings as if all the earnings for
the period had been distributed in calculating earnings per share. EITF No. 03-06 was effective for
fiscal periods beginning after March 15, 2004. It requires that prior period earnings per share
amounts be restated to ensure comparability year over year. The adoption of EITF No. 03-06 did
not impact our financial position, results of operations or cash flows.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rule 13a-15(f) under the Exchange Act. We have performed an
evaluation under the supervision and with the participation of our management, including our
Chief Executive Officer and our Chief Financial Officer, of the effectiveness of our internal control
over financial reporting. Our management used the framework in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations to perform this evaluation.
Based on that evaluation, our management, including our Chief Executive Officer and Chief
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Financial Officer, concluded that our internal control over financial reporting was effective as of
December 31, 2004.

Ernst & Young LLP, our independent registered public accounting firm, who audited the
consolidated financial statements included in this report, has issued an attestation report on our
management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2004, a copy of which is included in this report.

Market For SIRIUS’ Common Stock and Related Stockholder Matters

Our common stock is traded on the NASDAQ National Market under the symbol “SIRIL.”
The following table sets forth the high and low closing bid price for our common stock, as
reported by NASDAQ, for the periods indicated below:

Year ended December 31, 2003
First QUATteT. .. .ooi ettt e $1.36 $0.41
Second QuUarter ...ttt 2.35 0.63
Third Quarter........ ..ot 2.02 1.53
Fourth Quarter ........... ..o 3.16 1.85
Year ended December 31, 2004
First QUArter. . ....o.uvi et e e $3.82 $2.63
Second QUATtEr ...ttt 4.02 2.94
Third QuUarter.........oooiiii e 3.20 2.05
Fourth Quarter ........ ...t 9.01 3.14

On April 18, 2005, the closing bid price of our common stock on the NASDAQ National
Market was $5.08 per share. On April 18, 2005, there were approximately 900,000 beneficial
holders of our common stock. We have never paid cash dividends on our common stock. We
currently intend to retain earnings, if any, for use in our business and do not anticipate paying any
cash dividends in the foreseeable future.

Quantitative and Qualitative Disclosure About Market Risks

As of December 31, 2004, we did not have any derivative financial instruments and do not
intend to use derivatives. We do not hold or issue any free-standing derivatives. We invest our
cash in short-term commercial paper, investment-grade corporate and government obligations and
money market funds. Our long-term debt includes fixed interest rates and the fair market value of
our debt is sensitive to changes in interest rates. Under our current policies, we do not use
interest rate derivative instruments to manage our exposure to interest rate fluctuations.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Sirius Satellite Radio Inc. and Subsidiary:

We have audited the accompanying consolidated balance sheets of Sirius Satellite Radio Inc.
and Subsidiary (the “Company”) as of December 31, 2004 and 2003, and the related consolidated
statements of operations, stockholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2004. Our audits also included the financial statement schedule listed
in Schedule II. These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (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 and whether effective internal control over financial reporting was maintained in all
material respects. 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 consolidated financial position of the Company as of December 31, 2004 and 2003,
and the consolidated results of its operations and its cash flows for each of the three years in the
period ended December 31, 2004 in conformity with U.S. generally accepted accounting principles.
Also, in our opinion, the related financial statement schedule, when considered in relation to the
basic financial statements taken as a whole, present fairly, in all material respects, the information
set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
and our report dated March 16, 2005 expressed an unqualified opinion thereon.

émi ¥ LLP

New York, New York
March 16, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Sirius Satellite Radio Inc.

We have audited management’s assessment, included in Management’s Report on Internal
Control over Financial Reporting, that Sirius Satellite Radio Inc. (the “Company”) maintained
effective internal control over financial reporting as of December 31, 2004, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effectiveness of the Company’s
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal
control over financial reporting, evaluating management’s assessment, testing and evaluating the
design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion.

A company’s internal control over financial reporting is a process designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (2) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal
control over financial reporting as of December 31, 2004, is fairly stated, in all material respects,
based on the COSO criteria. Also, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2004, based on the
COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheets of the Company as of
December 31, 2004 and 2003, and the related consolidated statements of operations, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2004 of the
Company and our report dated March 16, 2005 expressed an unqualified opinion thereon.

émi ¥ LLP

New York, New York
March 16, 2005
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

For the Years Ended December 31,

2004 2003 2002
Revenue:
Subscriber revenue, including effects of mail-in rebates..... $ 62,881 $ 12615 $ 623
Advertising revenue, net of agency fees .................... 906 116 146
Equipment reVenue. ..........ouueiutiiiintinnienennan.. 2,898 61 —
Other TeVeNUE . . ...ttt e 169 80 36
Total TeVeNUE . ...t 66,854 12,872 805
Operating expenses:
Cost of services (excludes depreciation shown separately
below):
Satellite and tranSmisSion .............ooviiiinneennnn.. 31,157 32,604 39,308
Programming and content............... ... ..., 63,949 30,214 22,708
Customer service and billing ........................... 22,341 23,657 7,862
Cost of equipment ..........ooiuiiiiiiiiniinenn. 3,467 115 —
Sales and marketing ........... ... i 153,899 120,771 87,218
Subscriber acquisition COStS .........coviiiiiiiiiiii.. 173,702 74,860 21,038
General and administrative .............c.ooiiiiiieeeainn... 44,028 36,211 30,682
Engineering, design and development....................... 30,520 24,534 30,087
Depreciation. .. .....ovut i 95,370 95,353 82,747
Equity granted to third parties and employees®............ 126,725 12,083 (7,718)
Total operating eXpPEenSes .. .....uvuueennteennenaenieennnenns 745,158 450,402 313,932
Loss from Operations ..............o.eueeuinierinennenennn.. (678,304)  (437,530) (313,127)
Other income (expense):
Debt reStructuring ... ..vvvnrer e — 256,538 (8,448)
Interest and investment INCOME. .........covviirnnnnennnnn. 9,713 5,287 5,257
Interest expense, net of amounts capitalized................ (41,386)  (50,510) (106,163)
Other INCOME ...ttt e e 2,016 — —
Total other iNCOME (EXPENSE) .. vvvuvvrentnr et eneeneneennn. (29,657) 211,315  (109,354)
Loss before income taxes...........c.veeueninininienenan.. (707,961)  (226,215) (422,481)
Income tax eXPense .............oeiuiiiiniiiiiiiii . (4,201) — —
NEt L0SS vttt et e (712,162)  (226,215) (422,481)
Preferred stock dividends ... — (8,574)  (45,300)
Preferred stock deemed dividends ......................ooi.L — (79,634) (685)
Net loss applicable to common stockholders................ $ (712,162) $(314,423) $(468,466)
Net loss per share applicable to common stockholders (basic
and diluted) ... i $ (057) $ (038) $ (6.13)
Weighted average common shares outstanding (basic and
diluted) . ..o 1,238,585 827,186 76,394
(1) Allocation of equity granted to third parties and employees to other operating expenses:
Satellite and tranSmiSSION . . .. ...ttt ittt ettt et $ 2,041 $ 508 $ (1,403)
Programming and CONtENt .............oouuuuutieniuineeennieeennnnnnn 23,930 1,216 (1,787)
Customer service and billing .............. . . . 439 136 172)
Sales and marketing .......... ... ... i 48,322 4,844 (917)
Subscriber acquisition COSES .. ... ......uuuuuuti i 33,149 — —
General and administrative ............ ... i 13,877 4,210 (1,616)
Engineering, design and development.............. ... ... ... ... ... 4,967 1,169 (1,823)
Total equity granted to third parties and employees................... $ 126,725 $ 12,083 $ (7,718)

See Notes to Consolidated Financial Statements.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

(In thousands, except share amounts)

As of December 31,

2004 2003
ASSETS
Current assets:
Cash and cash equivalents.............ooiiiiiiiiiiiiiiiiiiinnnnn. $ 753,801 $ 520,979
Marketable SECUTTtIES .. ...ttt 5,277 28,904
Prepaid eXPenses ... ...ttt 12,956 18,745
Restricted InVEStMENTS . ... ..ottt 4,706 1,997
Other CUITent ASSEtS .. ...ttt et e 34,210 9,039
Total CUITENt ASSELS ...ttt ettt ettt 811,040 579,664
Property and equipment, Net..........ooutintiitiniiii i 881,280 941,052
FCC HCONSE . . o vve et 83,654 83,654
Restricted INVESTMENTS . ...ttt e ettt 92,615 6,750
Deferred financing fees ....... ..o e 13,140 5,704
Other [ong-term asSels . ... ...ttt 75,884 493
TOtAl ASSELS . vttt ettt e e $1,957,613 $1,617,317
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued eXpenses ...........c...coiiiiiiiiiine.n.. $ 182933 $ 65919
AcCCrued INTETESt . .\ vttt et e 5,758 1,349
Deferred reVENUE. .. ...oo i 80,823 14,735
Total current liabilities ............ ... ... . .. 269,514 82,003
Long-term debt ... ...t e 656,274 194,803
Deferred revenue, net of current portion ................cooeiiiiiiinennn.. 15,691 3,724
Other long-term Habilities ... ... ..ottt e 15,501 11,593
Total Habilities . ...ttt 956,980 292,123
Commitments and contingencies (Note 13)
Stockholders’ equity:
Common stock, $0.001 par value: 2,500,000,000 shares authorized,
1,276,922,634 and 1,137,758,947 shares issued and outstanding at
December 31, 2004 and December 31, 2003, respectively ............ 1,277 1,138
Additional paid-in capital........ ... 2,916,199 2,525,135
Deferred cOmpensation . ...........ouvuinterentereieareienraiennanannnn. (50,963) (47.,411)
Accumulated other comprehensive (loss) income ...................... (24) 26
Accumulated deficit ...t (1,865,856) (1,153,694)
Total stockholders’ equity ..., 1,000,633 1,325,194
Total liabilities and stockholders” equity.............covvvvenrnn.n.. $1,957,613 $1,617,317

See Notes to Consolidated Financial Statements.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balances, December 31, 2001 .........
Net 0SS ¢

Change in unrealized gain on
available-for-sale securities..........

Total comprehensive loss .............

Issuance of common stock to
employees and employee benefit
plans ...... ... ..

Compensation in connection with the
issuance of stock-based awards......

Issuance of common stock in
connection with marketing
agreement . ...........oiiiiiii....

Sale of $0.001 par value common
stock, $9.85 per share,
net of expenses
Exchange of 8%% Convertible
Subordinated Notes due 2009,
including accrued interest
Exercise of stock options, $7.50 per
share ...... ... i
Reduction of warrant exercise price in
connection with amendment to
Lehman term loan.................

Issuance of common stock in
connection with conversion of 10%%
Series C Convertible Preferred Stock
in prior period ....................

Preferred stock dividends.............
Preferred stock deemed dividends .. ...

Balances, December 31, 2002 .........
Net 10SS «vvini i
Change in unrealized loss on available-

for-sale securities ..................

Total comprehensive loss .............

Issuance of common stock to
employees and employee benefit
plans ... ... oL

Compensation in connection with the
issuance of stock-based awards......

Issuance of stock-based awards
Cancellation of stock-based awards .. ..
Amortization of deferred compensation

Sale of common stock, par value
$0.001 per share, at $0.92 and $1.04
per share, net of expenses..........

Exchange of Lehman term loan,
including accrued interest

Exchange of Loral term loan,
including accrued interest

Exchange of 15% Senior Secured
Discount Notes due 2007, including
accrued interest ...................

Exchange of 14%4% Senior Secured
Notes due 2009, including accrued
interest ...

(In thousands, except share and per share amounts)

Accumulated
c Stock Additional Other
ommon 5to¢ Paid-In Deferred Comprehensive  Accumulated
Shares Amount Capital Compensation  Income (Loss) Deficit Total
57,455,931 $ 57 $ 827,590 $ — $— $ (504,998) $ 322,649
— — — — — (422,481) (422,481)
— — — — 913 — 913
(421,568)

910,204 1 3,347 — — — 3,348

— — (9,475) — — — (9,475)

150,000 — 129 — — — 129
16,000,000 16 147,484 — — — 147,500
2,913,483 3 39,297 — — — 39,300
3,000 — 22 — — — 22

— — 926 — — — 926

21,579 — — — — — —
— — (45,300) — — — (45,300)
— — (685) — — — (685)
77,454,197 71 963,335 — 913 (927,479) 36,846
— — — — — (226,215) (226,215)
— — — — (887) — (887)
(227,102)

810,814 1 537 — — — 538

— — 980 — — — 980

— — 58,110 (58,110) — — —

— — (135) 135 — — —

— — — 10,564 — — 10,564
211,730,379 212 192,641 — — — 192,853
120,988,793 121 85,781 — — — 85,902

58,964,981 59 41,806 — — — 41,865
204,319,915 204 144,863 — — — 145,067
148,301,817 148 105,146 — — — 105,294
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY—(Continued)

(In thousands, except share and per share amounts)

(table continued from previous page)

Exchange of 8%% Convertible
Subordinated Notes due 2009,
including accrued interest ..........

Exchange of 9.2% Series A and B
Junior Cumulative Convertible
Preferred Stock, including accrued
dividends .............. ... ... ...

Exchange of 9.2% Series D Junior
Cumulative Convertible Preferred
Stock, including accrued dividends ..

Issuance of warrants in connection
with the exchange of 9.2% Series A,
B and D Junior Cumulative
Convertible Preferred Stock, at $0.92
and $1.04 per share................

Sale of common stock, par value
$0.001 per share, $1.80 per share,
net of expenses ...................

Sale of common stock, par value
$0.001 per share, $2.10 per share,
net of expenses ...................

Exercise of warrants, $1.04 per share ..

Exchange of 34% Convertible Notes due
2008, including accrued interest .. ...

Preferred stock dividends.............
Preferred stock deemed dividends .. ...

Balances, December 31, 2003 .........
Net 0SS « oo
Change in unrealized loss on available-

for-sale securities ..................

Total comprehensive loss .............

Sale of common stock, par value
$0.001 per share, $3.87 per share,
net of expenses ...................

Issuance of common stock to
employees and employee benefit
plans ... oo ool

Issuance of common stock to third
parties . ... i i i

Compensation in connection with the
issuance of stock-based awards......

Issuance of stock-based awards .......
Cancellation of stock-based awards.. ..
Amortization of deferred compensation
Issuance of equity to the NFL........

Exercise of options, $0.49 to $7.61 per
share ...

Exchange of 3%4% Convertible Notes due
2008, including accrued interest ... ..

Exercise of warrants, $0.92 and $1.04
pershare ........ ... ... ... ..

Balances, December 31, 2004 .........

Accumulated
c S Additional Other
ommon Stock Paid-In Deferred Comprehensive  Accumulated
Shares Amount Capital Compensation Income (Loss) Deficit Total
12,436,656 13 24,342 — — — 24,355
39,927,796 40 304,807 — — — 304,847
37,065,069 37 283,748 — — — 283,785

— — 30,731 — — — 30,731
86,250,000 86 144,811 — — — 144,897
73,170,732 73 149,527 — — — 149,600
11,531,805 12 (12) — — — —
54,805,993 55 82,325 — — — 82,380

— — (8,574) — — — (8,574)

— — (79,634) — — — (79,634)

1,137,758,947 1,138 2,525,135 (47,411) 26 (1,153,694) 1,325,194

_ — — — — (712,162) (712,162)

_ _ _ — (50) — (50)

(712,212)
25,000,000 25 96,000 — — — 96,025
3,942,133 4 1,624 — — — 1,628
99,602 —_ 280 — — — 280

— — 87,029 — — — 87,029

— —_ 33,499 (33,499) — — —

— — (703) 703 — — —

— — — 29,244 — — 29,244
15,173,070 15 40,952 — — — 40,967
17,447,086 18 26,042 — — — 26,060
56,409,853 56 86,512 — — — 86,568
21,091,943 21 19,829 — — — 19,850

1,276,922,634 $1,277 $2,916,199 $(50,963) $(24) $(1,865,856)  $1,000,633

See Notes to Consolidated Financial Statements.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

For the Years Ended December 31,

2004 2003 2002
Cash flows from operating activities:
Nt 108 . vt ettt et $(712,162) $(226,215) $(422,481)
Adjustments to reconcile net loss to net cash used in operating activities:
DePreciation . .. ...vu et e 95,370 95,353 82,747
Non-cash INterest EXPEnSE . ... ...ttt ettt ettt 21,912 22,708 58,957
Loss on disposal Of @SSets ... ......cuuuuttimuit i 70 15,493 8,919
Non-cash gain associated with debt restructuring ..................ccovuue... — (261,275) —
Costs associated with debt restructuring ..............c.cooiiiiiiiiiiieeee... — 4,737 8,448
Equity granted to third parties and employees ..............ccooiiiiiine... 126,725 12,083 (7,718)
Changes in operating assets and liabilities:
Marketable SECUTTHES . . ...ttt et (292) (1,184) (76,562)
Prepaid expenses and other current assets..............oveiiiiineenneannn.. (13,522) (1,877) (12,401)
Other 1ong-term aSSELS ... ......ouuintii i i (44,563) (79) (1,377)
Accounts payable and accrued eXpenses. .............iiiiiiiiiiiiiie 108,997 21,996 5,254
ACCIUEd INTETEST ..ottt et e e e e e e e e 4,689 12,821 28,587
Deferred TeEVENUE ... ..ot 78,055 16,709 1,750
Other long-term liabilities ............. .o i 258 4,243 5,066
Net cash used in operating activities ...............ovuiiiiineinnennn.n. (334,463)  (284,487)  (320,811)
Cash flows from investing activities:
Additions to property and eqUIPMENt .. ....ouuttttit e (28,589) (20,118) (41,625)
Sale of property and eqUIPMENt .. .......ouuuutttntnee i 443 — —
Purchases of restricted invVestments. .............ouuiineintinineennennnnn. (89,706) — —
Maturities of restricted INVESIMENtS . ...ttt i, — 14,500

Purchases of available-for-sale securities .............coouiiieiiiiiieineenn... — (24,826)  (273,196)
Maturities of available-for-sale securities. ...............co i iiinnennn... 25,000 150,000 500,000

Net cash (used in) provided by investing activities ...................... (92,852) 105,056 199,679
Cash flows from financing activities:
Proceeds from issuance of long-term debt, net................. ... .. ... ..., 518,413 194,224 —
Proceeds from issuance of common stock, net...............ccoiiiiinnn... 96,025 492,659 147,500
Costs associated with debt restructuring ...............oviiiiiiiieniennnan. — (4,737) (12,707)
Proceeds from exercise of Stock Options............c.ouiiiiiiiiiiieenna... 26,051 — 22
Proceeds from exercise of warrants ...............c.uiiiiiiii i 19,850 — —
OB . . e (112) (111) (34)
Net cash provided by financing activities .............. ... 660,227 682,035 134,781
Net increase in cash and cash equivalents ........... ... ... i i, 232912 502,604 13,649
Cash and cash equivalents at the beginning of period ................ ... iiiiiii.. 520,979 18,375 4,726
Cash and cash equivalents at the end of period.......... ... .. i $ 753,891 $ 520979 $ 18375

See Notes to Consolidated Financial Statements.
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollar amounts in thousands, unless otherwise stated)

1. Business

We are a leading provider of satellite radio in the United States. We currently offer more
than 120 channels—65 channels of commercial-free music and over 55 channels of sports, news,
talk, entertainment, traffic and weather programming for a monthly subscription fee of $12.95. We
offer discounts for pre-paid and long-term subscriptions as well as discounts for multiple
subscriptions. Approximately 63% of the subscribers we acquired during the year ended December
31, 2004 purchased an annual subscription with an effective monthly subscription fee of $11.88.

Since inception, we have used substantial resources to develop our satellite radio system. Our
satellite radio system consists of our FCC license, satellite system, national broadcast studio,
terrestrial repeater network, satellite uplink facility and satellite telemetry, tracking and control
facilities. On July 1, 2002, we launched our service nationwide.

As of December 31, 2004, we had 1,143,258 subscribers as compared with 261,061 subscribers
as of December 31, 2003. Our subscriber totals include subscribers under our regular pricing plans,
as well as subscribers currently in promotional periods; subscribers that have prepaid, including
payments received from vehicle manufacturers for prepaid subscriptions included in the sale or
lease of a new vehicle; and active SIRIUS radios under our agreement with Hertz.

Our primary source of revenue is subscription fees. We also derive revenues from activation
fees, the sale of advertising on our non-music channels and the direct sale of SIRIUS radios and
accessories.

2. Summary of Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements of Sirius Satellite Radio Inc. and its
subsidiary have been prepared in accordance with U.S. generally accepted accounting principles.
All intercompany transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts
of expenses during the reported period. Estimates, by their nature, are based on judgment and
available information. Actual results could differ from these estimates.

Revenue Recognition

Revenue from subscribers consists of subscription fees, including revenues associated with
prepaid subscriptions included in the sale or lease of a new vehicle; revenue derived from our
agreement with Hertz; and non-refundable activation fees. We recognize subscription fees as our
service is provided to a subscriber. We record deferred revenue for prepaid subscription fees and
amortize these prepayments to revenue ratably over the term of the respective subscription plan.
At the time of sale, vehicle owners purchasing or leasing a vehicle with a subscription typically
receive between a six-month and one-year prepaid subscription. These prepaid subscriptions include
a SIRIUS radio and a subscription to our service. We receive payment from these automakers for
such subscriptions in advance of the service being activated. In connection with these agreements,
we also reimburse automakers for certain costs associated with the SIRIUS radio installed in the
applicable vehicle at the time the vehicle is manufactured, including hardware costs, sale and
promotional allowances, tooling, and non-recurring engineering expenses. The associated payments
to the automakers were included in subscriber acquisition costs. Although we receive payments
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollar amounts in thousands, unless otherwise stated)

from the automakers, we believe that they do not resell our service; rather, they facilitate the sale
of our service to our customers similar to an agent. We believe this is the appropriate
characterization of our relationship since we are responsible for providing services to our
customers including being obligated to the customer if there were interruption of service.
Activation fees are recognized ratably over the estimated term of a subscriber relationship,
currently estimated to be 3.5 years. The estimated term of a subscriber relationship is based on
market research and management’s judgment and, if necessary, will be refined in the future as
historical data becomes available. As required by Emerging Issues Task Force (“EITF”) No. 01-09,
“Accounting for Consideration Given by a Vendor to a Customer (Including a Reseller of the
Vendor’s Products),” an estimate of mail-in rebates that are paid by us directly to subscribers is
recorded as a reduction to subscriber revenue in the period the subscriber activates our service.
We estimate the effect of mail-in rebates based on actual take-rates for rebate incentives offered in
prior periods. In subsequent periods, estimates are adjusted when necessary.

We recognize revenues from the sale of advertising on our non-music channels as the
advertising is broadcast. Agency fees are calculated based on a stated percentage applied to gross
billing revenue for our advertising inventory and are reported as a reduction of advertising
revenue.

Equipment revenue from the direct sale of SIRIUS radios and accessories is recognized upon
shipment. Shipping and handling costs billed to customers are recorded as revenue. Freight costs
associated with shipping goods to customers are recorded to cost of sales.

Stock-Based Compensation

In accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees” (“APB No. 25”), we use the intrinsic value method to measure the compensation
costs of stock-based awards granted to employees and members of our board of directors.
Accordingly, we record stock compensation expense for stock-based awards granted to employees
and members of our board of directors over the vesting period equal to the excess of the market
price of the underlying common stock at the date of grant over the exercise price of the
stock-based award. The intrinsic value of restricted stock units as of the date of grant is amortized
to expense over the vesting period. These charges are recorded as a component of equity granted
to third parties and employees in our accompanying consolidated statements of operations.

Certain stock-based awards to employees have accelerated vesting provisions in the event of
satisfaction of performance criteria which are not specified in the original terms of the stock-based
award. A new measurement date results when the performance criteria are established. In
accordance with Financial Accounting Standards Board (“FASB”) Interpretation No. 44,
“Accounting for Certain Transactions Involving Stock Compensation” (“FIN No. 44”), a new
measurement date results because the modification of the stock-based award may allow the
employee to vest in an award that would have otherwise been forfeited pursuant to the original
terms. While measurement of compensation is made at the date of the modification, the
recognition of stock compensation expense depends on whether the employee ultimately retains the
stock-based award that otherwise would have been forfeited under the award’s original vesting
terms. Stock-based awards subject to modification as a result of a new measurement date could
result in stock compensation expense of up to $25,092 in future periods. For the years ended
December 31, 2004, 2003 and 2002, we have recognized no stock compensation expense associated
with modification of terms to the original stock-based award as a result of a new measurement
date. To the extent any performance criteria are satisfied and the vesting of any stock options
and/or restricted stock units accelerate, the unamortized stock compensation expense associated
with these options or restricted stock units will also accelerate.

32



SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollar amounts in thousands, unless otherwise stated)

We account for stock-based awards granted to non-employees at fair value in accordance with
Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for Stock-Based
Compensation.” In accordance with Emerging Issues Task Force No. 96-18, “Accounting for Equity
Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with
Selling, Goods or Services,” we record expense based upon performance using the fair value of
equity instruments issued to non-employees, other than non-employee members of our board of
directors, at each reporting date. The final measurement date of equity instruments with
performance criteria is the date that each performance commitment for such equity instrument is
satisfied. Fair value is determined using the Black-Scholes option valuation model and varies based
on assumptions used for the expected life, expected stock price volatility and risk-free interest
rates. Since we do not have sufficient historical information regarding the life expectancy of
stock-based awards granted to non-employees, we currently use an expected life based on the term
of the stock-based award as specified in each agreement. Expected stock price volatility is
calculated over a period equal to the expected life and the risk-free interest rate represents the
daily treasury yield curve rate at the reporting date, based on the closing market bid yields on
actively traded U.S. treasury securities in the over-the-counter market, for the expected term. Our
assumptions may change in future periods as the life expectancy of the stock-based awards may
shorten based on exercise activity. In addition, expected stock price volatility is subject to change
based on fluctuations in our stock price.

Expense for stock-based awards issued to non-employees, other than non-employee members
of our board of directors, was estimated using Black-Scholes with the following assumptions for
each period:

For the Years Ended December 31,

2004 2003 2002
Risk-free interest rate ............... ... ... il 1.99-4.69% 2.84% N/A
Expected life of stock-based awards—years ............ 1.00-10.00  3.37-10.00 N/A
Expected stock price volatility ......................... 56-116% 110-118% N/A
Expected dividend yield.....................oo oL 0% 0% N/A

In accordance with FIN No. 44, we record compensation charges or benefits related to
repriced stock options based on the market value of our common stock until the repriced stock
options are exercised, forfeited or expire.

We have adopted the disclosure provisions of SFAS No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure—An Amendment of FASB Statement No. 123.” The
measure of fair value most often employed under SFAS No. 123, and used by us, is the
Black-Scholes option valuation model (“Black-Scholes”). The Black-Scholes option valuation model
was developed for use in estimating the fair market value of traded options, which have no vesting
restrictions and are fully transferable. Option valuation models require the input of highly
subjective assumptions including the expected stock price volatility. Because our stock-based awards
have characteristics significantly different from those of traded options and because changes in the
subjective input assumptions can materially affect the fair market value estimate, in our opinion,
the existing models do not necessarily provide a reliable single measure of the fair value of our
stock-based awards. The following table illustrates the effect on net loss applicable to common
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SIRIUS SATELLITE RADIO INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollar amounts in thousands, unless otherwise stated)

stockholders and net loss per share applicable to common stockholders had stock-based
compensation for employees been recorded based on the fair value method under SFAS No. 123:

For the Years Ended December 31,

2004 2003 2002
Net loss applicable to common stockholders—as reported ....... $(712,162) $(314,423) $(468,466)
Stock-based compensation to employees—included in equity
granted to third parties and employees ........................ 35,789 11,454 (7,867)
Stock-based compensation to employees—pro forma............. (62,491)  (43,198)  (33,834)
Net loss applicable to common stockholders—pro forma ........ $(738,864) $(346,167) $(510,167)
Net loss per share applicable to common stockholders:
Basic and diluted—as reported ............coiiiiiiiiiiiin.... $ (057) $ (038) $ (6.13)
Basic and diluted—pro forma .....................oooia.L. $ (060) $ (042) $ (6.68)

The pro forma stock-based compensation for employees was estimated using Black-Scholes
with the following assumptions for each period:

For the Years Ended December 31,

2004 2003 2002
Risk-free interest rate ..........c..ccvieeirinnennenneennan.. 3.72-412% 0.91-3.25% 2.48%
Expected life of options—years ...................oo.... 5.30-6.49  4.89-5.88 4.75

Expected stock price volatility...................ooaa.. 109-114% 115-118%  110%
Expected dividend yield ............ ... 0% 0% 0%

Sports Programming Costs

We record the costs associated with our sports programming agreements in accordance with
SFAS No. 63, “Financial Reporting by Broadcasters.” Programming costs which are for a specified
number of events are amortized on an event-by-event basis; programming costs which are for a
specified season are amortized over the season on a straight-line basis. We allocate that portion of
sports programming costs which are related to sponsorship and marketing activities to sales and
marketing expenses on a straight-line basis over the term of the agreement.

Subscriber Acquisition Costs

Subscriber acquisition costs include subsidies paid to radio manufacturers; automakers,
including subsidies paid to automakers who have agreed to include a SIRIUS radio and a prepaid
subscription to our service in the sale or lease of a new vehicle; and chip set manufacturers; and
commissions paid to retailers and automakers as incentives to purchase, install and activate
SIRIUS radios. The majority of subscriber acquisition costs are incurred in advance of acquiring a
subscriber. Subscriber acquisition costs do not include advertising, loyalty payments to distributors
and dealers of SIRIUS radios and revenue share payments to automakers and manufacturers of
SIRIUS radios. Subscriber acquisition costs also do not include amounts capitalized in connection
with our agreement with Hertz, as we retain ownership of the SIRIUS radios used by Hertz.

Subsidies paid to radio manufacturers and automakers are expensed upon shipment or
installation. Commissions paid to retailers and automakers are expensed either upon activation or
sale of the SIRIUS radio. Chip sets that are shipped to radio manufacturers and held on
consignment are recorded as inventory and expensed as subscriber acquisition costs when placed
into production by radio manufacturers. Costs for chip sets not held on consignment are expensed
as subscriber acquisition costs when the chip sets are shipped to radio manufacturers.
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Research and Development Costs

Research and development costs are expensed as incurred. Research and development costs
for the years ended December 31, 2004, 2003 and 2002 were $21,154, $18,054 and $21,004,
respectively, and are included in engineering, design and development expenses in the
accompanying consolidated statements of operations.

Advertising Costs

Media is expensed when aired and advertising production costs are expensed as incurred.
Market development funds are fixed and variable payments to reimburse retailers and radio
manufacturers for the cost of advertising and other product awareness activities. Fixed market
development funds are expensed over the periods specified in the applicable agreement; variable
costs are expensed at the time a subscriber is activated.

Net (Loss) Income Per Share

We compute net (loss) income per share in accordance with SFAS No. 128, “Earnings Per
Share.” Basic net (loss) income per share is based on the weighted average common shares
outstanding during each reporting period. Diluted net (loss) income per share adjusts the weighted
average for the potential dilution that could occur if common stock equivalents (convertible debt,
warrants, stock options and restricted stock units) were exercised or converted into common stock.
Common stock equivalents of approximately 225,000,000, 122,000,000 and 17,000,000 were not
considered in the calculation of diluted net loss per share for the years ended December 31, 2004,
2003 and 2002, respectively, as the effect would have been anti-dilutive.

Comprehensive (Loss) Income

We report comprehensive (loss) income in accordance with SFAS No. 130, “Reporting
Comprehensive Income.” SFAS No. 130 established a standard for reporting and displaying other
comprehensive (loss) income and its components within financial statements. Unrealized gains and
losses on available-for-sale securities are the only component of our other comprehensive (loss)
income. Comprehensive loss for the years ended December 31, 2004, 2003 and 2002 was $712,212,
$227,102 and $421,568, respectively.

Income Taxes

We account for income taxes in accordance with SFAS No. 109, “Accounting for Income
Taxes.” Deferred income taxes are recognized for the tax consequences related to temporary
differences between the carrying amount of assets and liabilities for financial reporting purposes
and the amounts used for tax purposes at each year-end, based on enacted tax laws and statutory
tax rates applicable to the periods in which the differences are expected to affect taxable income.
A valuation allowance is established when necessary based on the weight of available evidence, if
it is considered more likely than not that all or some portion of the deferred tax assets will not be
realized. Income tax expense is the sum of current income tax plus the change in deferred tax
assets and liabilities.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand, money market funds and investments
purchased with an original maturity of three months or less. Cash and cash equivalents are stated
at fair market value.
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Marketable Securities

We account for marketable securities in accordance with the provisions of SFAS No. 115,
“Accounting for Certain Investments in Debt and Equity Securities.” Marketable securities consist
of U.S. government notes and U.S. government agency obligations and are classified as
available-for-sale securities. Available-for-sale securities are carried at fair market value and
unrealized gains and losses are included as a component of stockholders’ equity. We recognized
gains on the sale or maturity of marketable securities of $75, $1,184, and $7,328 for the years
ended December 31, 2004, 2003 and 2002, respectively. We received proceeds from sales of
marketable securities of $25,000, $150,000 and $500,000 for the years ended December 31, 2004,
2003 and 2002, respectively. Marketable securities held at December 31, 2004 mature within one
year from the date of purchase. We had unrealized holding (losses) gains on marketable securities
of $(24) and $26 as of December 31, 2004 and 2003, respectively.

Restricted Investments

Restricted investments consist of fixed income securities, which are stated at amortized cost
plus accrued interest. As of December 31, 2004 and 2003, long-term restricted investments were
$92,615 and $6,750, respectively, and short-term restricted investments were $4,706 and $1,997,
respectively. Restricted investments as of December 31, 2004 include the $85,000 escrow deposit in
connection with our NFL agreement which is invested under our direction in a commercial money
market fund and will be drawn by the NFL to pay the rights fees due for the 2006-2007,
2007-2008 and 2008-2009 NFL seasons; monies deposited in escrow to secure our obligation to
reimburse Ford for certain costs it will incur in connection with the introduction of SIRIUS radios
as a factory option, including costs associated with tooling, facilities, non-recurring engineering,
marketing and equipment subsidies; and certificates of deposit and United States government
obligations pledged to secure our reimbursement obligations under letters of credit issued primarily
for the benefit of the lessor of our headquarters.

Property and Equipment

Property and equipment is stated at cost and depreciated on a straight-line basis over the
estimated useful lives of the related assets, which range from 1 to 30 years. Our satellite system is
depreciated on a straight-line basis over the respective remaining useful lives of our satellites from
the date we launched our service in February 2002 or, in the case of our spare satellite, from the
date it was delivered to ground storage in April 2002. Leasehold improvements are depreciated on
a straight-line basis over the life of the lease or the estimated useful life of the asset, whichever is
shorter. Equipment under capital leases is depreciated using the straight-line method over the
lesser of the lease term or the estimated useful life.

Major additions and improvements are capitalized, while replacements, repairs and
maintenance that do not improve or extend the life of the assets are charged to expense. In the
period assets are retired, or otherwise disposed of, the cost and related accumulated depreciation
are removed from the accounts, and any gain or loss on disposal is included in our results of
operations.

The costs of acquiring, developing and testing software are capitalized under Statement of
Position No. 98-1, “Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use.” We capitalize costs associated with software developed or obtained for internal use
when the following occur: (1) the preliminary project stage is completed and (2) management has
authorized funding a computer software project and it is probable that the project will be
completed and the software will be used to perform the function intended. Capitalized costs
include external direct costs of materials and services consumed in developing or obtaining
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internal-use software. Capitalization of such costs ceases no later than the point at which the
project is substantially complete and ready for its intended use. Costs associated with the
development of software for internal use have been capitalized in the amounts of $15,372 and
$2,297 for the years ended December 31, 2004 and 2003, respectively.

The estimated useful lives of our property and equipment are as follows:

Customer care, billing and conditional access.............ccooiiiiiaino... 1-7 years
Furniture, fixtures, equipment and other ................ ... . ... . ... ..., 2-7 years
Broadcast studio equIpment ............oiutiit i 3-8 years
Satellite telemetry, tracking and control facilities ........................... 3 or 15 years
Terrestrial repeater network ......... ... . . 5 or 15 years
Leasehold improvements . ...........ouuiittii i 15 years
Satellite SYStemM. . ...ttt e 15 years
Building . . ..o oo 30 years

Space Systems/Loral, the manufacturer of our satellites, has identified circuit failures in solar
arrays on satellites since 1997, including our satellites. We continue to monitor these failures, which
we believe have not affected the expected useful lives of our satellites. If events or changes in
circumstances indicate that the useful lives of our satellites have changed, we will modify the
depreciable life accordingly.

We review our long-lived assets for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset is not recoverable. If an impairment in value of a
long-lived asset is identified, except for our FCC license discussed below, the impairment will be
measured in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets,” as the amount by which the carrying amount of a long-lived asset exceeds its
fair value. To determine fair value we would employ an expected present value technique, which
utilizes multiple cash flow scenarios that reflect the range of possib