





























SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

9.75% Senior Notes due 2014

XM has outstanding $5,260 aggregate principal amount of 9.75% Senior Notes due 2014 (the “9.75% Notes™).
Interest on the 9.75% Notes is payable semi-annually on May 1 and November 1 at a rate of 9.75% per annum. The
9.75% Notes are unsecured and mature on May 1, 2014. XM, at its option, may redeem the 9.75% Notes at declining
redemption prices at any time on or after May 1, 2010, subject to certain restrictions. Prior to May 1, 2010, XM may
redeem the 9.75% Notes, in whole or in part, at a price equal to 100% of the principal amount thereof, plus a make-
whole premium and accrued and unpaid interest to the date of redemption.

13% Senior Notes due 2013

In July 2008, XM Escrow LLC (“Escrow LLC”), a Delaware limited liability company and wholly-owned
subsidiary of XM Holdings, issued $778,500 aggregate principal amount of 13% Senior Notes due 2013 (the
“13% Notes”). Interest is payable semi-annually in arrears on February 1 and August 1 of each year at a rate of 13%
per annum. The 13% Notes were issued for $700,105, resulting in an original issuance discount of $78,395. The
13% Notes are unsecured and mature in 2013. Escrow LLC merged with and into XM. Upon this merger, the
13% Notes became obligations of XM and became guaranteed by XM Holdings, XM Equipment Leasing LL.C and
XM Radio Inc. The 13% Notes are not guaranteed by SIRIUS.

10% Convertible Senior Notes due 2009

XM Holdings has issued $400,000 aggregate principal amount of 10% Convertible Senior Notes due 2009 (the
“10% Convertible Notes™). Interest is payable semi-annually at a rate of 10% per annum. The 10% Convertible
Notes mature on December 1, 2009. The 10% Convertible Notes may be converted by the holder, at its option, into
shares of our common stock at a conversion rate of 92.0 shares of our common stock per $1,000 principal amount,
which is equivalent to a conversion price of $10.87 per share of common stock (subject to adjustment in certain
events). As a result of the fair valuation at acquisition date, we recognized an initial discount of $23,700.

10% Senior Secured Discount Convertible Notes due 2009

XM Holdings and XM, as co-obligors, have outstanding $33,249 aggregate principal amount of 10% Senior
Secured Discount Convertible Notes due 2009 (the “10% Discount Convertible Notes”). Interest is payable semi-
annually at a rate of 10% per annum. The 10% Discount Convertible Notes mature on December 31, 2009. At any
time, a holder of the notes may convert all or part of the accreted value of the notes at a conversion price of $0.69 per
share. The 10% Discount Convertible Notes rank equally in right of payment with all of XM Holdings’ and XM’s
other existing and future senior indebtedness, and are senior in right of payment to all of XM Holdings’” and XM’s
existing and future subordinated indebtedness. As a result of the fair valuation at the acquisition date, we recognized
an initial premium of $57,550.

Senior Secured Revolving Credit Facility

XM is party to a $250,000 Senior Secured Revolving Credit Facility (the “XM Revolving Credit Facility”),
which has been fully drawn. The XM Revolving Credit Facility matures on May 5, 2009. Borrowings under the XM
Revolving Credit Facility bear interest at a rate of LIBOR plus 150 to 225 basis points or an alternate base rate, to be
the higher of the JPMorgan Chase prime rate and the Federal Funds rate plus 50 basis points, in each case plus 50 to
125 basis points. For $187,500 of the drawn amount, the interest rate at December 31, 2008 was 3.1875%; and for
$62,500 of the drawn amount, the interest rate at December 31, 2008 was 3.9375%. The XM Revolving Credit
Facility is secured by substantially all the assets of XM, other than certain specified property.
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Covenants and Restrictions

The 9%% Notes, Loral Credit Agreement, SIRIUS Term Loan, XM Term Loan, 13% Notes and XM Revolving
Credit Facility require compliance with certain covenants that restrict our ability to, among other things, (i) incur
additional indebtedness, (ii) incur liens, (iii) pay dividends or make certain other restricted payments, investments
or acquisitions, (iv) enter into certain transactions with affiliates, (v) merge or consolidate with another person,
(vi) sell, assign, lease or otherwise dispose of all or substantially all of our assets, and (vii) make voluntary
prepayments of certain debt, in each case subject to exceptions as provided in the applicable indenture or credit
agreement. SIRIUS operates XM Holdings as an unrestricted subsidiary for purposes of compliance with the
covenants contained in its debt instruments. The XM Term Loan and the XM Revolving Credit Facility also require
XM to maintain a level of cash and cash equivalents of at least $75,000. If we fail to comply with these covenants,
the 9%% Notes, SIRIUS Term Loan, XM Term Loan, 13% Notes, the Revolving Credit Facility and any loans
outstanding under the Loral Credit Agreement, the SIRIUS Term Loan and the XM Term Loan could become
immediately payable and the Loral Credit Agreement could be terminated.

At December 31, 2008, we were in compliance with all such covenants.

(13) Stockholders’ Equity
Common Stock, par value $0.001 per share

At our annual meeting of stockholders held in December 2008, we received approval from our stockholders to
increase the amount of shares of common stock authorized under our certificate of incorporation from
4,500,000,000 to 8,000,000,000. We are authorized to issue up to §,000,000,000 and 2,500,000,000 shares of
common stock as of December 31, 2008 and December 31, 2007, respectively. There were 3,651,765,837 and
1,471,143,570 shares of common stock issued and outstanding as of December 31, 2008 and 2007, respectively.

As of December 31, 2008, approximately 858,934,000 shares of common stock were reserved for issuance in
connection with outstanding convertible debt, preferred stock, warrants, incentive stock plans and common stock to
be granted to third parties upon satisfaction of performance targets. During the year ended December 31, 2008,
employees exercised 117,442 stock options at exercise prices ranging from $1.45 to $3.36 per share, resulting in
proceeds to us of $208.

In January 2007, Howard Stern and his agent were granted an aggregate of 22,059,000 shares of our common
stock as a result of certain performance targets that were satisfied on December 31, 2006. We recognized expense
associated with these shares of $82,941 during the year ended December 31, 2006.

In January 2006, Howard Stern and his agent were granted an aggregate of 34,375,000 shares of our common
stock as a result of certain performance targets that were satisfied in January 2006. We recognized expense
associated with these shares of $224,813 during the year ended December 31, 2006.

In January 2004, SIRIUS signed a seven-year agreement with the National Football League® (“NFL”). Upon
execution of this agreement, SIRTUS delivered to the NFL 15,173,070 shares of common stock valued at $40,967.
These shares of common stock are subject to transfer restrictions which lapse over time. We recognized expense
associated with these shares of $5,852 during each of the years ended December 31, 2008, 2007 and 2006. Of the
remaining $13,272 in common stock value, $5,852 and $7,420 are included in Other current assets and Other long-
term assets, respectively, in the consolidated balance sheet as of December 31, 2008.

Convertible Preferred Stock, par value $0.001 per share

We are authorized to issue up to 50,000,000 shares of undesignated preferred stock as of December 31, 2008.
There were 24,808,959 and zero shares of Series A convertible preferred stock issued and outstanding as of
December 31, 2008 and 2007, respectively. The liquidation preference on the preferred stock issued and outstanding
as of December 31, 2008 was $51,370.
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The shares of Series A convertible preferred stock are convertible into common stock on a one-for-one basis at
the option of the holder and receive dividends, if declared, ratably with our common stock.

Warrants

We have issued warrants to purchase shares of common stock in connection with distribution and program-
ming agreements, satellite purchase agreements and certain debt issuances. As of December 31, 2008, 54,667
warrants to acquire 87,170,000 shares of common stock with an average exercise price of $4.05 per share were
outstanding. These warrants vest over time or upon the achievement of milestones and expire at various times
through June 2014. For the years ended December 31, 2008, 2007 and 2006, we recognized an expense of $1,865,
$10,707 and $50,297, respectively.

Number of Warrants

Outstanding as of
Average December 31,
Price Expiration Date 2008 2007
NFL ... ... $ 2.50 March 2008 — March 2010 16,718 16,718
Penske Companies. .............. 2.39 July 2009 2,921 6,270
DaimlerChrysler AG ............. 1.04 May 2012 16,500 16,500
Radio Shack ................... 5.00 December 2010 6,000 8,000
Ford ... ... .. ... .. ... ... 3.00 October 2012 4,000 4,000
Warrants associated with XM
Holdings Debt . ............... 0.66 December 2009 44 N/A
Warrants associated with XM
Holdings Debt . ............... 8.77 March 2010 325 N/A
Space Systems/Loral ............. 7.05 December 2011 1,840 N/A
Other distributors and programming
providers . .. ....... ... .. ... 3.00 June 2014 1,788 2,788
Other............. . .......... 20.32 May 2009 — April 2011 4,531 4,533
Total . ...... ... . . $ 4.05 54,667 58,809

In June 2004, we issued DaimlerChrysler AG warrants to purchase up to 21,500,000 shares of our common
stock at an exercise price of $1.04 per share. These warrants have vested and are exercisable. In connection with
Daimler AG’s sale of Chrysler LLC, Daimler transferred warrants to purchase up to 5,000,000 shares of our
common stock to Chrysler. In 2007, Chrysler LLC exercised these warrants, and we issued 3,551,532 shares of our
common stock in a cashless transaction and cancelled 5,000,000 warrants.

In February 2004, we announced an agreement with RadioShack Corporation (“RadioShack”) to distribute,
market and sell SIRIUS radios. In connection with this agreement, we issued RadioShack warrants to purchase up to
10,000,000 shares of our common stock. These warrants have an exercise price of $5.00 per share and vest and
become exercisable if RadioShack achieves activation targets during the five-year term of the agreement. Since
RadioShack did not meet performance objectives in 2007 and 2008, no shares were issued.

In January 2004, we signed an agreement with Penske Motor Group, Inc., Penske Automotive Group, Inc.,
Penske Truck Leasing Co. L.P. and Penske Corporation (collectively, the “Penske Companies’). In connection with
this agreement, we issued the Penske Companies warrants to purchase up to 38,000,000 shares of our common stock
at an exercise price of $2.392 per share. The warrants vest over time and upon achievement of certain milestones by
the Penske Companies. During the years ended December 31, 2008 and 2007, Penske Companies exercised
3,358,325 and 4,434,300, respectively, vested warrants in a series of cashless exercises. In connection with these
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transactions, we issued 889,836 and 1,437,194 shares of our common stock for the years ended December 31, 2008
and 2007, respectively.

In January 2004, we issued the NFL warrants to purchase 50,000,000 shares of our common stock at an
exercise price of $2.50 per share.

During the year ended December 31, 2004, we issued warrants to purchase 9,425,000 shares of our common
stock at exercise prices of $3.00 to $3.21 per share to other third parties as part of distribution and programming
arrangements. These warrants vest over time and upon achievement of certain milestones. During the years ended
December 31, 2007 and 2006, 15,000 and 30,000 of these warrants to purchase shares of our common stock,
respectively, were issued to consultants and are included in our stock option activity.

Share Lending Agreements

To facilitate the offering of the Exchangeable Notes, we entered into share lending agreements with
Morgan Stanley Capital Services Inc. (“MS”) and UBS AG London Branch (“UBS”) under which we loaned
MS and UBS an aggregate of approximately 263,000,000 shares of our common stock in exchange for a fee of $.001
per share. The obligations of MS to us under its share lending agreement are guaranteed by its parent company,
Morgan Stanley.

Under each share lending agreement, the share loan will terminate in whole or in part, as the case may be, and
the relevant borrowed shares must be returned to us upon the earliest of the following: (i) the share borrower
terminates all or a portion of the loan between it and us, (ii) we notify the share borrower that some of the
Exchangeable Notes as to which borrowed shares relate have been exchanged, repaid or repurchased or are
otherwise no longer outstanding, (iii) the maturity date of the Exchangeable Notes, December 1, 2014, (iv) the date
as of which the entire principal amount of the Exchangeable Notes ceases to be outstanding as a result of exchange,
repayment, repurchase or otherwise or (v) the termination of the share lending agreement by the share borrower or
by us upon default by the other party, including but not limited to the bankruptcy of us or the share borrower or, in
the case of the MS share lending agreement, the guarantor. A share borrower may delay the return of borrowed
shares for up to 30 business days (or under certain circumstances, up to 60 business days) if such share borrower is
legally prevented from returning the borrowed shares to us, in which case the share borrower may, under certain
circumstances, choose to pay us the value of the borrowed shares in cash instead of returning the borrowed shares.
Once borrowed shares are returned to us, they may not be re-borrowed under the share lending agreements.

The shares we loaned to the share borrowers are issued and outstanding for corporate law purposes, and holders
of borrowed shares (other than the share borrowers) have the same rights under those shares as holders of any of our
other outstanding common shares. Under GAAP as currently in effect, however, we believe the borrowed shares are
not considered outstanding for the purpose of computing and reporting our net loss per common share. This
accounting method is subject to change if the Financial Accounting Standards Board or the Emerging Issues Task
Force adopts rules or issues guidance on the treatment of this type of share loan that requires an accounting method
that is different from the method we are currently utilizing. The accounting method may also change if, due to a
change in the credit conditions of either MS or UBS, or of Morgan Stanley, as guarantor, or otherwise, there is an
increased likelihood that the borrowed shares, or the equivalent value of those shares, will not be returned to us as
required under the share lending agreements. If we are required in the future to treat the borrowed shares as
outstanding for purposes of computing earnings/loss per share, our earnings per share or loss per share, as the case
may be, would be reduced.

(14) Benefit Plans

We maintain four share-based benefits plans. We satisfy awards and options granted under these plans through
the issuance of new shares. During the years ended December 31, 2008, 2007 and 2006, we recognized share-based
payment expense of $87,405, $78,900 and $437,918, respectively. Compensation expense was recorded in our
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consolidated statements of operations related to these plans. We did not realize any income tax benefits from share-
based benefits plans during the years ended December 31, 2008, 2007 and 2006, as a result of a full valuation
allowance that is maintained for substantially all net deferred tax assets.

2003 Long-Term Stock Incentive Plan

SIRIUS maintains the Amended and Restated Sirius Satellite Radio 2003 Long-Term Stock Incentive Plan (the
“2003 Plan”). 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. Stock-based awards
generally expire ten years from the date of grant. Each restricted stock unit entitles the holder to receive one share of
common stock upon vesting. As of December 31, 2008, approximately 96,557,000 shares of common stock were
available for future grant under the 2003 Plan.

2007 Stock Incentive Plan

XM Holdings maintains a 2007 Stock Incentive Plan (the “2007 Plan”) under which officers, other employees
and other key individuals of XM Holdings may be granted various types of equity awards, including restricted stock,
stock units, stock options, stock appreciation rights, dividend equivalent rights and other stock awards. Stock option
awards under the 2007 Plan generally vest ratably over three years based on continuous service, while restricted
stock generally vests ratably over one or three years based on continuous service. Stock option awards are granted
with an exercise price equal to the market price of our common stock at the date of grant and expire no later than ten
years from the date of grant. Grants of equity awards other than stock options or stock appreciation rights reduce the
number of shares available for future grant by 1.5 times the number of shares granted under such equity awards. In
connection with the Merger, the shares available for future grant under the 2007 Plan were adjusted using a
conversion factor of 4.6 SIRIUS shares for each XM Holdings share. Since the Merger, there have been no grants of
awards from the 2007 Plan. As of December 31, 2008, there were 62,102,063 shares available under the 2007 Plan
for future grant.

1998 Shares Award Plan

XM Holdings maintained a 1998 Shares Award Plan (the “1998 Plan”) under which employees, consultants
and non-employee directors of XM Holdings were granted stock options and restricted stock awards. Stock option
awards and restricted stock awards under the 1998 Plan generally vest ratably over three years based on continuous
service. Stock option awards are generally granted with an exercise price equal to the market price of our common
stock at the date of grant and expire no later than ten years from the date of grant. The 1998 Plan terminated in June
2008 and shares are no longer available for future grant.

XM Talent Option Plan

XM Holdings maintains a Talent Option Plan (the “Talent Plan”) under which non-employee programming
consultants to XM Holdings may be granted stock options awards. Stock option awards under the Talent Plan
generally vest ratably over three years based on continuous service. Stock option awards are generally granted with
an exercise price equal to the market price of our common stock at the date of grant and expire no later than ten years
from the date of grant. In connection with the Merger, the shares available for future grant under the Talent Plan
were adjusted using a conversion factor of 4.6 SIRIUS shares for each XM Holdings share. Since the Merger, there
have been no grants of awards from the Talent Plan. As of December 31, 2008, there were 1,564,000 options
available under the Talent Plan for future grant.
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Merger

In connection with the Merger, all outstanding XM Holdings’ options and restricted stock were converted into
the right to receive 4.6 shares of our common stock for each share issuable upon exercise or vesting of such XM
Holdings option or share of restricted stock. The conversion rate was also applied to the original grant date exercise
price. There was no acceleration of vesting solely as a result of the exchange and the original expiration dates of the
options and restricted stock remain in effect. The fair value of these options was estimated using the Black-Scholes-
Merton option pricing model.

The following table summarizes the weighted-average assumptions used to compute reported share-based
payment expense to employees and members of our board of directors for the periods set forth below:

For the Years Ended
December 31,

2008 2007 2006

Risk-free interest rate . . . ... ...t 23% 48% 4.2%
Expected life of options —years. . .......... .. ... ... 4.89 4.45 4.45
Expected stock price volatility . ........... ... ... .. ... .. 80% 60% 60%
Expected dividend yield . .. ......... ... .. .. $ — $ — $ —

The following table summarizes the range of assumptions used to compute reported share-based payment
expense to third parties, other than non-employee members of our board of directors, for the periods set forth below:

For the Years Ended December 31,

2008 2007 2006
Risk-free interest rate. . . . .......... ... .. ... ..., 0.37-3.34% 3.1-5.0% 4.3-5.2%
Expected life of options —years ................... 1.25-4.08 2.25-6.33 1.67-10.00
Expected stock price volatility . .................... 80% 60% 60%
Expected dividend yield . ... ...................... $ — S —  $ —
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The following table summarizes stock option activity under our share-based payment plans for the year ended
December 31, 2008 (shares in thousands):

Weighted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term (Years) Value
Outstanding, January 1,2006................. 87,024 $4.61
Granted . . . . ... 5,254 $5.69
Exercised .............i (19,284) $1.38
Forfeited, cancelled or expired . . ... ........... (1,201) $4.58
Outstanding, December 31,2006 . ............. 71,793 $5.56
Granted . . .. ... 12,715 $3.55
Exercised . ......... . (2,859)  $1.43
Forfeited, cancelled or expired . . ... ........... (2,049) $3.97
Outstanding, December 31,2007 .. ............ 79,600 $5.38
Options exchanged for outstanding XM Holdings
OPLONS © . v vttt e e 67,711 $4.09
Granted . . . ... .. 24,358 $2.12
Exercised . ......... .. (117)  $1.74
Forfeited, cancelled or expired . . ... ........... (6,116) $4.09
Outstanding, December 31,2008 . ............. 165,436 $4.42 5.94 $—
Exercisable, December 31, 2008. . ............. 121,742 $4.91 5.07 $—

The weighted average grant date fair value of options granted during the years ended December 31, 2008, 2007
and 2006 was $1.27, $1.88 and $3.11, respectively. The total intrinsic value of stock options exercised during the
years ended December 31, 2008, 2007 and 2006 was $127, $5,286 and $51,847, respectively.

We recognized share-based payment expense associated with stock options of $49,148, $41,431 and $49,083
for the years ended December 31, 2008, 2007 and 2006.
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The following table summarizes the non-vested restricted stock and restricted stock unit activity under our
share-based payment plans for the year ended December 31, 2008 (shares in thousands):

Weighted-

Average

Grant Date

Shares Fair Value
Nonvested, January 1, 2006. . .. ... ...t 21,977 $2.36
Granted . . ... e 1,503 $5.57
Vested . ..o (19,294) $2.11
Forfeited. . . ..o (100) $7.04
Nonvested, December 31, 2000 . . . . .. . o 4,086 $4.64
Granted . . . .. s, 2,188 $3.58
VESted . . oo (2,575) $5.12
Forfeited. . . ... oo (76) $1.96
Nonvested, December 31, 2007 . . . . ... . 3,623 $3.70
Shares exchanged for non-vested XM Holdings shares . . ................ 33,339 $2.93
Granted . .. ... 3,208 $2.87
VEStEd . o o o, (18,135) $3.06
Forfeited. . . . .o (2,104) $2.90
Nonvested, December 31, 2008 . . . ... ... .. 19,931 $2.84

The weighted average grant date fair value of restricted stock units granted during the years ended
December 31, 2008, 2007 and 2006 was $2.87, $3.58 and $5.57, respectively. The total intrinsic value of restricted
stock units that vested during the years ended December 31, 2008, 2007 and 2006 was $21,451, $8,668 and $97,846,
respectively.

We recognized share-based payment expense associated with restricted stock units and shares of restricted
stock of $15,650, $10,623 and $16,127 for the years ended December 31, 2008, 2007 and 2006.

For the year ended December 31, 2008, we recognized share-based payment expense of $6,163 for restricted
stock units granted for services performed in 2008. For the year ended December 31, 2007, we recognized share-
based payment expense of $3,859 for restricted stock units granted for services performed in 2007 or upon the
satisfaction of 2007 performance targets.

Total unrecognized compensation costs related to unvested share-based payment awards granted to employees
and members of our board of directors at December 31, 2008 and 2007, net of estimated forfeitures, was $90,310
and $80,635, respectively. The weighted-average period over which the compensation expense for these awards is
expected to be recognized is three years as of December 31, 2008.

401(k) Savings Plans

We sponsor the Sirius Satellite Radio 401(k) Savings Plan (the “Sirius Plan”) and the XM Satellite Radio
401(k) Savings Plan (the “XM Plan”) for eligible employees. The Sirius Plan allows eligible employees to
voluntarily contribute from 1% to 50% of their pre-tax salary subject to certain defined limits, while the XM Plan
allows eligible employees to defer the maximum percentage of their compensation allowable under law on a pre-tax
basis through contributions to the savings plan. Under the Sirius Plan, SIRIUS matches 50% of an employee’s
voluntary contributions, up to 6% of an employee’s pre-tax salary, in the form of shares of common stock. Matching
contributions under the Sirius Plan vest at a rate of 33%4% for each year of employment and are fully vested after
three years of employment. Under the XM Plan, XM Holdings matches 50% of an employee’s voluntary
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contributions, up to 6% of an employee’s pre-tax salary, in cash. Matching contributions under the XM Plan vest
immediately. Expense resulting from the matching contribution to the plans was $2,735, $1,551 and $1,246 for the
years ended December 31, 2008, 2007 and 2006, respectively.

SIRIUS may also elect to contribute to the profit sharing portion of the Sirius Plan based upon the total
compensation of eligible participants. These additional contributions, referred to as profit-sharing contributions, are
determined by the compensation committee of our board of directors. SIRIUS employees are only eligible to
receive profit-sharing contributions during any year in which they are employed on the last day of the year. Profit-
sharing contribution expense was $6,610, $4,877 and $4,251 for the years ended December 31, 2008, 2007 and
2006.

(15) Income Taxes

Our income tax expense consisted of the following:

For the Years Ended
December 31,

2008 2007 2006
Current taxes:
Federal ... ... $ — $ — § —
State . . o — 478 —
Total CUrrent taxes . . . ... — 478 —
Deferred taxes:
Federal . ... ... . .. 2,674 1,949 2,169
I 72 < (198) 8 (104)
Total deferred taxes . . .. ... ..t 2,476 1,957 2,065
Total iNCOME taX EXPENSE . .\ o\ vt vt et et et et $2,476  $2,435  $2,065

The following table indicates the significant elements contributing to the difference between the federal tax
benefit at the statutory rate and at our effective rate:

For the Years Ended December 31,

2008 2007 2006

Federal tax benefit, at statutory rate . ................. $(1,858,784)  $(196,986) $(385,981)
State income tax benefit, net of federal benefit . ......... (185,879) (22,385) (52,650)
Change in state tax 1ates ... ..........uuneeeenn.. 17,307 25,355 45,916
Change in taxes resulting from permanent

differences, net. . . ... ... 1,930,650 (2,707) (37,633)
Other. . ... 477) 261 (974)
Change in valuation allowance . . .................... 99,659 198,897 433,387
Income tax eXpense . . . ... ...t $ 2476 $ 2435 $ 2,065
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and
deferred tax liabilities are presented below:

December 31,

2008 2007
Deferred tax assets:
Net operating loss carryforwards . .......................... $ 2,608,038 $ 1,367,744
GM payments and liabilities. . . . ........... ... ... . ... ... .. 506,106 —
Deferred revenue . . . .. ... .. 240,849 18,717
Severance accrual . .. .. ... ... 17,237 —
Accrued DONUS. . . . . ot 24,537 5,753
Expensed costs capitalized fortax .......................... 75,998 —
Loan financing CoSts . .. ... i 27,890 —
INVEStMENLS . . . . o ot 63,786 —
Stock based compensation . . ........ ... 138,840 126,679
Other . .. 100,205 64,637
Total deferred tax assetS. . .. ... vt i i 3,803,486 1,583,530
Deferred tax liabilities:
Depreciation of property and equipment . .. ................... (158,012) (157,438)
FCC IICONSE. « e e e (766,935) (12,771)
Other Intangible assets. ... ............ . ... (265,138) —
Net deferred tax liabilities . ............................. (1,190,085) (170,209)
Net deferred tax assets before valuation allowance . ............... 2,613,401 1,413,321
Valuation allowance. . . ......... . (3,476,583) (1,426,092)
Net deferred tax liability ........... ... ... ... ....... ... $ (863,182) $ (12,771)

The difference in the net deferred tax liability of $863,182 and $12,771 at December 31, 2008 and 2007,
respectively, is primarily a result of the deferred tax liability recorded as part of the purchase price accounting for
the value assigned to the FCC license and other intangible assets with indeterminable lives. The other variance is the
result of the difference in accounting for our FCC licenses, which are amortized over 15 years for tax purposes but
not amortized for book purposes. This net deferred tax liability cannot be offset against our deferred tax assets under
U.S. generally accepted accounting principles since it relates to indefinite-lived assets and are not anticipated to
reverse in the same period.

At December 31, 2008, we had net operating loss (“NOL”) carryforwards of approximately $6,800,000 for
federal and state income tax purposes available to offset future taxable income. These NOL carryforwards expire on
various dates beginning in 2023. We have had several ownership changes under Section 382 of the Internal Revenue
Code, which limit our ability to utilize tax deductions.

As a result of the Merger, both SIRIUS and XM had a Section 382 ownership change. The ownership change
does not limit our ability to utilize future tax deductions and so no adjustments were made to gross deferred tax
assets as a result of the Merger.

Furthermore, future changes in our ownership may limit our ability to utilize our deferred tax assets.

Realization of our deferred tax assets is dependent upon future earnings; accordingly, a full valuation allowance
was recorded against the assets.
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We adopted the provisions of FIN No. 48 on January 1, 2007. FIN No. 48 prescribes a recognition threshold
and measurement attributes for financial statement recognition and measurement of a tax position taken or expected
to be taken in a tax return, as well as criteria on derecognition, measurement, classification, interest and penalties,
accounting in interim periods, disclosure and transition. The cumulative effect of applying this interpretation did not
result in any adjustment to retained earnings as of January 1, 2007. We had no change in our liability for
unrecognized tax benefits during 2008. We do not expect any material changes to our FIN 48 positions in the next
12 months.

(16) Commitments and Contingencies

The following table summarizes our expected contractual cash commitments as of December 31, 2008:

2009 2010 2011 2012 2013 Thereafter Total

Long-term debt

obligations ........... $ 986,791 $ 13,129 $235,143 $239,402 $1,278,500 $555,463 $3,308,428
Cash interest payments . . . . 264,029 210,179 209,147 196,281 147,244 35,505 1,062,385
Satellite and transmission. . . 125,372 145,486 80,159 7,672 7,926 33,112 399,727
Programming and content . . 308,545 279,798 133,279 123,237 32,483 14,350 891,692
Marketing and distribution . . 66,882 36,578 24,285 14,533 3,000 4,500 149,778
Satellite performance

incentive payments . . . .. 4,096 4,384 4,695 5,030 5,392 42,831 66,428
Operating lease

obligations ........... 41,513 37,055 22,352 18,341 14,878 15,373 149,512
Other ................. 16,269 4,906 1,514 — — — 22,689

Total................ $1,813,497 $731,515 $710,574 $604,496 $1,489,423 $701,134 $6,050,639

Long-term debt obligations. Long-term debt obligations include principal payments on outstanding debt.
Subsequent to December 31, 2008, we have entered into agreements that have had a significant impact on our debt
and capital structure as more fully described in Note 19, of the 2009 commitments $18,000 has been exchanged to
common stock, the maturity of $175,000 has been extended to 2010 and the maturity of $247,485 has been extended
to 2011.

Cash interest payments. Cash interest payments include interest due on outstanding debt through maturity.

Satellite and Transmission. We have entered into agreements with third parties to operate and maintain the
off-site satellite telemetry, tracking and control facilities and certain components of our terrestrial repeater
networks. We have also entered into various agreements to design and construct satellites for use in our systems
and to launch those satellites. SIRIUS has entered into an agreement with Space Systems/Loral to design and
construct a fifth and sixth satellite. SIRIUS plans to launch one satellite on a Proton rocket under an existing
contract with International Launch Services. In January 2008, SIRIUS entered into an agreement with International
Launch Services to secure two additional satellite launches on Proton rockets. This agreement provides SIRIUS
with the flexibility to defer the second launch date if it chooses, and the ability to cancel either of these launches
upon payment of a cancellation fee.

XM Holdings has also entered into an agreement with Space Systems/Loral to construct its fifth satellite,
XM-5. In August 2007, XM’s agreement with Space Systems/Loral was amended to defer payments on the
remaining construction costs until the earlier of post-launch or January 2010.

Boeing Satellite Systems International, Inc., the manufacturer of XM’s four in-orbit satellites, may be entitled
to future in-orbit performance payments with respect to two of XM’s four satellites. As of December 31, 2008, we
have accrued $28,365 related to contingent in-orbit performance payments for XM-3 and XM-4 based on expected

F-41


%%TRANSMSG*** Transmitting Job: Y75885 PCN: 090000000 ***%%PCMSG|F-41   |00013|Yes|No|04/29/2009 16:19|0|0|Page is valid, no graphics -- Color: N|


SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

operating performance over their fifteen year design life. Boeing may also be entitled to an additional $10,000 if
XM-4 continues to operate above baseline specifications during the five years beyond the satellite’s fifteen year
design life.

Programming and Content. 'We have entered into various programming agreements. Under the terms of these
agreements, we are obligated to provide payments to other entities that may include fixed payments, advertising
commitments and revenue sharing arrangements.

Marketing and Distribution. 'We have entered into various marketing, sponsorship and distribution agree-
ments to promote our brand and are obligated to make payments to sponsors, retailers, automakers and radio
manufacturers under these agreements. Certain programming and content agreements also require us to purchase
advertising on properties owned or controlled by the licensors. We also reimburse automakers for certain
engineering and development costs associated with the incorporation of satellite radios into vehicles they
manufacture. In addition, in the event certain new products are not shipped by a distributor to its customers
within 90 days of the distributor’s receipt of goods, we have agreed to purchase and take title to the product.

Operating lease obligations. We have entered into cancelable and non-cancelable operating leases for office
space, equipment and terrestrial repeaters. These leases provide for minimum lease payments, additional operating
expense charges, leasehold improvements, and rent escalations that have initial terms ranging from one to fifteen
years, and certain leases that have options to renew. The effect of the rent holidays and rent concessions are
recognized on a straight-line basis over the lease term. Total rent expense recognized in connection with leases for
the years ended December 31, 2008, 2007 and 2006 was $40,378, $16,941 and $15,984, respectively.

Other.  We have entered into various agreements with third parties for general operating purposes. In addition
to the minimum contractual cash commitments described above, we have entered into agreements with automakers,
radio manufacturers, distributors and others that include per-radio, per-subscriber, per-show and other variable cost
arrangements. These future costs are dependent upon many factors, including subscriber growth, and are difficult to
anticipate; however, these costs may be substantial. We may enter into additional programming, distribution,
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 cash and cash equivalents. As of December 31, 2008 and 2007, $141,250 and $53,000,
respectively, was classified as Restricted investments as a result of obligations under these letters of credit and
escrow deposits.

We have not entered into any other material off-balance sheet arrangements or transactions.

Legal Proceedings

FCC Merger Order.  On July 25, 2008, the FCC adopted an order approving the Merger. The order became
effective immediately upon adoption. This order was published in the Federal Register on September 8, 2008. On
September 4, 2008, Mt. Wilson FM Broadcasters, Inc. filed a Petition for Reconsideration of the FCC’s merger
order. This Petition for Reconsideration remains pending.

Appellate Review of FCC Merger and Consent Decree Orders. Two different parties, U.S. Electronics and
Michael Hartleib, sought appellate review of the FCC’s decision regarding the Merger. Each party also challenged
the FCC’s decision to enter into the consent decrees resolving the investigations by the FCC’s Enforcement Bureau
regarding certain non-compliant terrestrial repeaters and FM modulators contained in certain satellite radios. These
matters were both filed in the United States Court of Appeals for the D.C. Circuit, and have been consolidated by the
court. Subsequent to filing its initial request for appellate review, U.S. Electronics moved to both amend its original
filing and submit an additional notice of appeal in order to comply with the statutory requirements for review of
agency decisions. The FCC moved to dismiss both the Hartleib and the U.S. Electronics requests for review on the
grounds that neither party has standing to challenge the merger order or the consent decrees, and further argued that
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the agency’s decision to enter into a consent decree is not reviewable by the court in these circumstances.
Separately, the court issued a show cause order on its own motion that requires U.S. Electronics to demonstrate why
its additional notice of appeal should not be dismissed as untimely. In January 2009, the court dismissed the appeals
of both U.S. Electronics and Michael Hartleib.

Copyright Royalty Board Proceeding. InJanuary 2008, the Copyright Royalty Board, or CRB, of the Library
of Congress issued its decision regarding the royalty rate payable by XM and SIRIUS under the statutory license
covering the performance of sound recordings over their satellite digital audio radio services for the six-year period
starting January 1, 2007 and ending December 31, 2012. Under the terms of the CRB’s decision, we paid a royalty of
6.0% of gross revenues, subject to certain exclusions, for 2007 and 2008, we will pay 6.5% for 2009, 7.0% for 2010,
7.5% for 2011 and 8.0% for 2012. SoundExchange has appealed the decision of the CRB to the United States Court
of Appeals for the District of Columbia Circuit. Final briefs in this matter were submitted to the United States Court
of Appeals for the District of Columbia Circuit in February 2009 and oral argument is scheduled for March 2009.

U.S. Electronics Arbitration. In May 2006, U.S. Electronics Inc., a former licensed distributor and man-
ufacturer of SIRIUS radios, commenced an arbitration proceeding against SIRIUS. U.S. Electronics alleged that
SIRIUS breached its contract; failed to pay monies owed under the contract; tortiously interfered with
U.S. Electronics’ relationships with retailers and manufacturers; and otherwise acted in bad faith. U.S. Electronics
sought up to $133 million in damages. In August 2008, following a 20-day arbitration hearing, a panel of three
arbitrators unanimously issued a 149-page Final Award dismissing with prejudice all of U.S. Electronics’ claims,
including its claims for lost profits. U.S. Electronics has filed suit in the United States District Court for the
Southern District of New York seeking to vacate the decision of the arbitrators.

Atlantic Recording Corporation, BMG Music, Capital Records, Inc., Elektra Entertainment Group Inc.,
Interscope Records, Motown Record Company, L.P., Sony BMG Music Entertainment, UMG Recordings, Inc.,
Virgin Records, Inc. and Warner Bros. Records Inc. v. XM Satellite Radio Inc.  In May 2006, the plaintiffs filed this
action in the United States District Court for the Southern District of New York. The complaint seeks monetary
damages and equitable relief, and alleges that XM radios that include advanced recording functionality infringe
upon plaintiffs’ copyrighted sound recordings. XM filed a motion to dismiss this matter, and that motion was denied
in January 2007. XM has resolved the lawsuit with respect to Universal Music Group, Warner Music Group,
Sony BMG Music Entertainment and EMI Group, and each of these parties has withdrawn as a party to the lawsuit
and this lawsuit has been dismissed with respect to such parties.

Music publishing companies and certain other record companies also have filed lawsuits, purportedly on a
class basis, with similar allegations. We believe these allegations are without merit and that our products comply
with applicable copyright law, including the Audio Home Recording Act. We intend to vigorously defend this
matter. There can be no assurance regarding the ultimate outcome of these matters, or the significance, if any, to our
business, consolidated results of operations or financial position.

Matthew Enderlin v. XM Satellite Radio Holdings Inc. and XM Satellite Radio Inc. In January 2006, the
plaintiff filed this action in the United States District Court for the Eastern District of Arkansas on behalf of a
purported nationwide class of all XM subscribers. The complaint alleges that XM engaged in a deceptive trade
practices under Arkansas and other state laws by representing that its music channels are commercial-free. The
court stayed the litigation and directed the parties to arbitration. XM instituted arbitration with the American
Arbitration Association pursuant to the compulsory arbitration clause in its customer service agreement. The
plaintiff has filed a counterclaim in the arbitration on behalf of the class that he seeks to represent. We believe this
matter is without merit and intend to vigorously defend the ongoing arbitration. There can be no assurance regarding
the ultimate outcome of this matter, or the significance, if any, to our business, consolidated results of operations or
financial position.

Other Matters. In the ordinary course of business, we are a defendant in various lawsuits and arbitration
proceedings, including actions filed by former employees, parties to contracts or leases and owners of patents,
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trademarks, copyrights or other intellectual property. None of these actions are, in our opinion, likely to have a
material adverse effect on our cash flows, financial position or results of operations.

(17) Quarterly Financial Data — Unaudited

Our quarterly results of operations are summarized below:
For the Three Months Ended

March 31 June 30 September 30 December 31
2008:(1)
Total TEVENUE . . . . oot oottt e e $ 270,350 $283,017 $ 488,443  $ 622,182
Cost Of SErvViCes . ... vv vttt (146,344) (141,933) (272,360) (302,810)
Loss from operations ....................... (88,625) (68,049)  (4,826,977) (53,098)
Netloss . oo vt (104,118) (83,899)  (4,879,427) (245,844)
Net loss per common share — basic and
diluted(2) . ... $ (007 $ (0.06) $ (1.93) $ (0.08)
2007:
TOtal TEVENUE . . . v v oo e $ 204,037 $226427 $ 241,786  $ 249,816
CoSt Of SEIVICES . . oo vt e (123,429) (120,493) (126,547) (169,846)
Loss from operations ....................... (135,045) (122,600) (105,691) (149,754)
NetlosS . oo vt (144,745)  (134,147) (120,137) (166,223)
Net loss per common share — basic and
diluted(2) . ... $ (0100 $ (.09 $ (0.08) $ (0.11)

(1) The results of XM Holdings are included in the periods effective August 1, 2008.

(2) The sum of the quarterly net loss per share applicable to common stockholders (basic and diluted) does not
necessarily agree to the net loss per share for the year due to the timing of our common stock issuances.

(18) Condensed Consolidating Financial Information

Sirius Asset Management, LLC and Satellite CD Radio, Inc. (collectively, the “Guarantor Subsidiaries”) are
our wholly owned subsidiaries. The Guarantor Subsidiaries have fully and unconditionally, jointly and severally,
directly or indirectly, guaranteed, on an unsecured basis, the debt issued by us in connection with certain of our
financings. Our unrestricted subsidiary, XM Satellite Radio Holdings Inc. and its consolidated subsidiaries, are non-
guarantor subsidiaries.

These condensed consolidating financial statements should be read in conjunction with the consolidated
financial statements of Sirius XM Radio Inc. and Subsidiaries.

Basis of Presentation

In presenting the condensed consolidating financial statements, the equity method of accounting has been
applied to (i) our interests in the Guarantor Subsidiaries and (ii) the Guarantor Subsidiaries’ interests in the Non-
Guarantor Subsidiaries, where applicable, even though all such subsidiaries meet the requirements to be consol-
idated under U.S. generally accepted accounting principles. All intercompany balances and transactions between
us, the Guarantor Subsidiaries and the Non-Guarantor Subsidiaries have been eliminated, as shown in the column
“Eliminations.”

Our accounting bases in all subsidiaries, including goodwill and identified intangible assets, have been
“pushed down” to the applicable subsidiaries.
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SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING BALANCE SHEETS
AS OF DECEMBER 31, 2008

Current assets:
Cash and cash equivalents . . ...........
Accounts receivable, net
Due from subsidiaries/affiliates
Inventory, net
Prepaid expenses
Related party current assets
Prepaid and other current assets . . .......

Total current assets
Property and equipment, net
Investment in subsidiary/affiliates
FCC license
Restricted investments, net of current portion . .
Deferred financing fees, net. . ... .........
Intangibles, net
Goodwill
Related party current assets, net of current

portion
Prepaid and other assets, net of current
portion

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

Current liabilities:
Accounts payable and accrued expenses. . . .
Accrued interest
Due to subsidiary/affiliates
Deferred revenue
Current portion of long-term debt
Due to related parties . ...............

Total current liabilities
Long-term debt, net of current portion. . . . . ..
Deferred revenue, net of current portion
Deferred credit on contracts. . . ...........
Deferred tax liability
Other long-term liabilities

Total liabilities

Commitments and contingencies
Minority interest
Stockholders’ equity (deficit):
Preferred stock
Capital stock
Accumulated other comprehensive income . .
Additional paid-in-capital. . ............
Retained earnings (deficit)

Total stockholders’ equity (deficit)

Total liabilities and stockholders’equity
(deficit)

Consolidated
Sirius XM Sirius Asset Satellite CD Non - Sirius

Radio Inc. Mgmt LLC Radio Guarantors  Eliminations XM Radio Inc.
$ 173647 $ — % — $ 206,799 $ — $ 380,446
95,247 — — 52,727 — 147,974
64,279 — — 2,751 (67,030) —
19,973 — — 4,489 — 24,462
29,852 — — 37,351 — 67,203
1,814 — — 112,363 — 114,177
17,513 — — 53,004 (11,773) 58,744
402,325 — — 469,484 (78,803) 793,006
816,562 12,326 — 874,588 — 1,703,476
(525,687) — — — 525,687 —
— — 83,654 2,000,000 — 2,083,654

21,000 — — 120,250 — 141,250
9,853 — — 30,303 — 40,156

— — — 688,671 — 688,671

— — — — 1,834,856 1,834,856

— — — 124,607 — 124,607

46,735 — — 34,284 — 81,019

$ 770,788 $12,326  $ 83,654 $ 4,342,187 $ 2,281,740 $ 7,490,695
$ 405303 $§ — § — $ 480,372 $  (8,081) $ 877,594
25,920 — — 50,543 — 76,463

— 12481 477 15,497 (28,455) —

557,392 — — 419,707 8,081 985,180
4,244 — — 355,739 39,743 399,726
23,018 — — 83,930 (38,575) 68,373
1,015,877 12,481 477 1,405,788 (27,287) 2,407,336
1,163,961 — — 1,439,102 248,677 2,851,740
116,634 — — 131,255 — 247,889

— — — 1,037,190 — 1,037,190

4,990 — 14,761 886,475 (11,773) 894,453
7,225 — — 36,325 — 43,550
2,308,687 12,481 15,238 4,936,135 209,617 7,482,158
25 — — — — 25

3,652 — — — — 3,652
(7,871) — — (7,871) 7,871 (7,871)
9,724,991 — 83,654 5,870,502 (5,954,156) 9,724,991
(11,258,696) (155)  (15,238) (6,456,579) 8,018,408  (9,712,260)
(1,537,899) (155) 68,416 (593,948) 2,072,123 8,537
$ 770,788 $12,326  $ 83,654 $ 4,342,187 $2,281,740 $ 7,490,695
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SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING BALANCE SHEETS

Current assets:

Cash and cash equivalents . ... .......
Accounts receivable, net . .. .........
Due from subsidiaries/affiliates. . . . . . ..
Inventory, net. . . .................
Prepaid expenses
Related party current assets . .. .......
Restricted investments. . . ...........
Prepaid and other current assets

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

Investment in subsidiary/affiliates . . . .. . ..

Portion . . ......... ..
Deferred financing fees, net. . . .. .......

Intangibles, net . . ..................

Related party current assets, net of current

portion . .......... ..

Prepaid and other assets, net of current

portion . .......... ...

Total assets

Current liabilities:

Accounts payable and accrued expenses . .
Accrued interest. . .. ........... ...
Due to subsidiary/affiliates. . . ... .....
Deferred revenue . .. ..............
Current portion of long-term debt . . . . ..
Due to related parties .. ............

Total current liabilities . . . ... ... ...
Long-term debt, net of current portion. . . . .
Deferred revenue, net of current portion . . .
Deferred tax liability
Other long-term liabilities . . . ... .......

Total liabilities . .. ..............

Commitments and contingencies

Stockholders’ equity (deficit):

Capital stock . . ..................

Accumulated other comprehensive
income

Additional paid-in-capital

Retained earnings (deficit) . . .. .......

Total stockholders’ equity (deficit). . . .

Total liabilities and stockholders’
equity (deficit). . . .............

AS OF DECEMBER 31, 2007

Sirius XM  Sirius Asset

Satellite CD

Non-

Consolidated
Sirius

Radio Inc. Mgmt LLC Radio Guarantors Eliminations XM Radio Inc.
$ 430,225 $ — $ — $ 8,595 $ — $ 438,820
104,072 — — — — 104,072
24,794 — — — (24,794) —
29,537 — — — — 29,537
31,392 — — — — 31,392
2,161 — — — — 2,161
35,000 — — — — 35,000
25,779 — — 12,096 — 37,875
682,960 — — 20,691 (24,794) 678,857
801,446 4,817 — — — 806,263
58,222 — — — (58,222) —
— — 83,654 — — 83,654
18,000 — — — — 18,000
13,864 — — — — 13,864
3,237 — — — — 3,237
90,274 — — — — 90,274
$ 1,668,003 $4,817 $ 83,654 $ 20,691 $(83,016) $ 1,694,149
$ 464,960 $ — $ — $ 13,374 $(13,391) $ 464,943
24,772 — — — — 24,772
— 4,900 477 19,417 (24,794) —
534,939 — — — 13,391 548,330
35,801 — — — — 35,801
1,148 — — — — 1,148
1,061,620 4,900 477 32,791 (24,794) 1,074,994
1,278,617 — — — — 1,278,617
110,525 — — — — 110,525
— — 12,771 — — 12,771
9,979 — — — — 9,979
2,460,741 4,900 13,248 32,791 (24,794) 2,486,886
1,471 — — — — 1,471
3,604,764 — 83,654 — (83,654) 3,604,764
(4,398,973) (83) (13,248) (12,100) 25,432 (4,398,972)
(792,738) (83) 70,406 (12,100) (58,222) (792,737)
$ 1,668,003 $4,817 $ 83,654 $ 20,691 $(83,016) $ 1,694,149
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SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2008

Revenue

Cost of services. . ..........
Sales and marketing ........
Subscriber acquisition costs . . .
General and administrative . . .

Engineering, design and
development

Depreciation and
amortization

Total operating expenses . . .

Operating loss. . .. .........
Other income (expense):

Interest and investment
income

Interest expense. . . .......

Gain (loss) on change in
value of embedded
derivative. . ...........

Loss from redemption of
debt.................

Equity in net loss of equity
method investments

Other income (expense) . . . .

Income (loss) before income
faxes..................

Provision for income taxes . ..

Net income (loss)

Consolidated
Sirius XM Sirius Asset Satellite CD Non- Sirius
Radio Inc.  Mgmt LLC Radio Guarantors  Eliminations XM Radio Inc.
$ 1,151,906 $ — $ — $ 512,086 $ — $ 1,663,992
621,877 — — 241,570 — 863,447
149,936 — — 82,001 — 231,937
306,130 — — 65,213 — 371,343
165,738 — — 47,404 — 213,142
28,838 — — 11,658 — 40,496
109,370 72 — 94,310 — 203,752
10,434 — — 6,601,046 (1,834,856) 4,776,624
1,392,323 72 — 7,143,202  (1,834,856) 6,700,741
(240,417)  (72) — (6,631,116) 1,834,856  (5,036,749)
5,783 — — 3,296 — 9,079
(71,605) — — (107,155) 33,927  (144,833)
— — — 322347 (322,347) —
(98,203) — — — — (98,203)
(6,451,286) — — (25,762) 6,446,541 (30,507)
(4,472) — — (5,127) — (9,599)
(6,860,200) (72) — (6,443,517) 7,992,977  (5,310,812)
477 — (1,990) (963) — (2,476)
$(6,859,723)  $(72) $(1,990) $(6,444,480) $ 7,992,977 $(5,313,288)
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SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2007

Consolidated
Sirius XM Sirius Asset Satellite CD Non- Sirius
Radio Inc. Mgmt LLC Radio Guarantors Eliminations XM Radio Inc.
Revenue . .........oouuuuun.. $ 922,067 $— $ — $ M $ — $ 922,066
Cost of services. . ............. 539,132 — — 1,183 — 540,315
Sales and marketing . .......... 178,164 — — 5,049 — 183,213
Subscriber acquisition costs. . . . .. 406,256 — — 1,386 — 407,642
General and administrative . .. ... 155,855 — — 8 — 155,863
Engineering, design and
development . .............. 41,341 — — 2 — 41,343
Depreciation and amortization . . . . 106,697 83 — — — 106,780
Other ...................... — — — — — —
Total operating expenses . ... 1,427,445 83 — 7,628 — 1,435,156
Operating loss. . .. ............ (505,378) (83) — (7,629) — (513,090)
Other income (expense):
Interest and investment
INCOME . .. ..oovvievnnn.. 20,570 — — — — 20,570
Interest expense. .. .......... (70,328) — — — — (70,328)
Loss from redemption of debt . . — — — — — —
Equity in net loss of equity
method investments . . ...... (10,147) — — — 10,147 —
Other income (expense) . ... ... 31 — — — — 31
Income (loss) before income
tAXeS . o v (565,252) (83) — (7,629) 10,147 (562,817)
Provision for income taxes ...... — — (2,435) — — (2,435)
Net income (loss) ............. $ (565,252)  $(83) $(2,435)  $(7,629) $10,147  $ (565,252)
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SIRIUS XM RADIO INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2006

Consolidated
Sirius XM Sirius Asset Satellite CD Non- Sirius
Radio Inc. Mgmt LLC Radio Guarantors Eliminations XM Radio Inc.
Revenue ................... $ 637,235 $— $ — 5 — $ — $ 637,235
Costof services . . ............ 743,527 — — 307 — 743,834
Sales and marketing. . ......... 199,872 — — 3,810 — 203,682
Subscriber acquisition costs . . . . . 450,892 — — 722 — 451,614
General and administrative . . . . .. 129,930 — — 23 — 129,953
Engineering, design and
development. . ............. 70,118 — — 9 — 70,127
Depreciation and amortization . . . 105,749 — — — — 105,749
Other...................... = — — — — —
Total operating expenses . . . . 1,700,088 — — 4,871 — 1,704,959
Operating income (loss) ... ... .. (1,062,853) — — 4,871) — (1,067,724)
Other income (expense):
Interest and investment
income................. 33,320 — — — — 33,320
Interest expense . . .......... (64,032) — — — — (64,032)
Loss from redemption of debt. . — — — — — —
Equity in net loss of equity
method investments ....... (11,380) — — — 6,935 (4,445)
Other income (expense) . .. ... 79 — — — — 79
Income (loss) before income
tAXES © e (1,104,866) — — (4,871) 6,935 (1,102,802)
Provision for income taxes . . .. .. — — (2,065) — — (2,065)
Net income (10sS). . ........... $(1,104,866) $— $(2,065)  $(4,871)  $6,935 $(1,104,867)
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SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENT OF STOCKHOLDERS’
EQUITY (DEFICIT) AND COMPREHENSIVE LOSS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

Consolidated
Sirius XM  Sirius Asset Satellite CD Non- Sirius
Radio Inc. Mgmt LLC Radio Guarantors Eliminations XM Radio Inc.
Balance at December 31,2005. . ... ........... $ 324,966 $ — $74906 $ 400 $ (75304) $ 324,968
Netloss ... ov i (1,104,866) — (2,065) (4,871) 6,935 (1,104,867)
Other comprehensive income . . . ... ........... — — — — — —
Total comprehensive income. . ... ........... (1,104,866) — (2,065) (4,871) 6,935 (1,104,867)
Issuances of Common Stock to:
Employees and employment benefit plans . . . . . .. 22,273 — — — — 22,273
Third parties . . . .. ... . 224,952 — — — — 224,952
Share-based payment expense . .. ............. 100,923 — — — — 100,923
Exercise of options, $3.52 to $6.81 per share. . . . . .. 26,679 — — — — 26,679
Exchange of 3"2% Convertible Notes due 2008 . . . . . 16,001 — — — — 16,001
Balance at December 31,2006. . ... ........... $ (389,072) $§ — $72,841 $  (4471) $ (68,369) $ (389,071)
Netloss ... ..ot (565,252) (83) (2,435) (7,629) 10,147 (565,252)
Other comprehensive income . . . ... ........... — — — — — —
Total comprehensive income. . . .. ........... (565,252) (83) (2,435) (7,629) 10,147 (565,252)
Issuances of Common Stock to:
Employees and employment benefit plans . . . . ... 19,246 — — — — 19,246
Third parties . . . .. ....... ... .. .. . ... 82,941 — — — — 82,941
Compensation in connection with the issuance of
stock-based awards. . .. ....... ... .. ...... 52,683 — — — — 52,683
Exercise of options, $2.79 to $4.16 per share. . . . . . . 3,532 — — — — 3,532
Exchange of 3'2% Convertible Notes due 2008 . . . .. 3,182 — — — — 3,182
Exchange of 2/2% Convertible Notes due 2009 . . . .. 2 — — — — 2
Balance at December 31,2007. . ... ... ........ (792,738) (83) 70,406 (12,100) (58,222) (792,737)
Netloss . .. ov vt (6,859,723) (72) (1,990) (6,444,480) 7,992,977 (5,313,288)
Other comprehensive loss:
Available-for-sale securities . .. ............. (1,040) — — (1,040) 1,040 (1,040)
Foreign currency translation adjustments . . . . .. .. (6,831) — — (6,831) 6,831 (6,831)
Total Other Comprehensive Income . . . ... ..... (6,867,594) (72) (1,990) (6,452,350) 8,000,848 (5,321,159)
Issuances of Common Stock to:
XM Satellite Radio Holdings Stockholders . .. ... 5,460,853 — — — — 5,460,853
Restricted Common Stock to XM Satellite Radio
Holdings Stockholders . . .. .............. 66,628 — — — — 66,628
Employees and employees benefit plans . . ... ... 10,846 — — — — 10,846
Share borrow agreements. . . .. ............. 262 — — — — 262
Series A convertible preferred . ... ... .. ... .. .. 47,095 — — — — 47,095
Share-based payment expense . .. ............. 83,610 — — — — 83,610
Conversion of XM Satellite vested stock awards. . . . . 94,616 — — — — 94,616
Conversion of XM Satellite outstanding stock
awards. . ... 115,784 — — — — 115,784
Exercise of options, $1.45 to $3.36 per share. . . . . .. 208 — — — — 208
Exchange of 3'2% Convertible Notes due 2008 . . . . . 33,502 — — — — 33,502
Exchange of 2/4% Convertible Notes due 2009 . . . . . 209,113 — — — — 209,113
Restricted shares withheld for tax upon vesting . . . . . (84) — — — — (84)
Balance at December 31,2008. . ... ........... $(1,537,899)  $(155) $68,416  $(6,464,450) $7,942,626 $ 8,537
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SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SIRIUS XM RADIO INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Net cash (used in) provided by

operating activities. .........

Cash flows from investing
activities:

Additions to property and

equipment . .............

Sales of property and

equipment . .............

Purchases of restricted and

other investments . ........

Acquisition of acquired entity
cash...................

Merger related costs. . .......

Sale of restricted and other

investments . ............

Net cash (used in) provided
by investing activities . . . .

Cash flows from financing
activities:

Proceeds from exercise of

warrants and stock options . .

Long term borrowings, net of
related costs. . ...........

Payment of premiums on

redemption of debt . . . .....

Payments to minority interest
holder .................

Repayment of long-term

borrowings. .. ...........

Net cash provided by (used
in) financing activities. . . .

Net increase (decrease) in cash

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

Cash and cash equivalents at

beginning of period . ........

Cash and cash equivalents at end
ofperiod . ................

Sirius XM  Sirius Asset

Satellite CD

YEAR ENDED DECEMBER 31, 2008

Non-

Consolidated
Sirius
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Radio Inc. Mgmt LLC Radio Guarantors  Eliminations XM Radio Inc.
$(159,080) $ 7,581 $— $  (1297) $ — $ (152,797)
(109,523)  (7.581) — (13,447) —  (130,551)
105 — — — — 105
(3,000) — — — — (3,000)
— — — — 819,521 819,521
(23,519) — — — — (23,519)
40,469 — — 25,400 — 65,869
(95468) (7,581)  — 11,953 819,521 728,425
471 _ — — — 471

— — — 531,743 — 531,743

— — — (18,693) — (18,693)
60,401 — — (61,880) — (1,479)
(62,901) — — (1,083,143) —  (1,146,044)
(2,029) — — (631,973) —  (634,002)
(256,578) — — (621,317) 819,521 (58,374)
430,225 _ — 828,116 (819,521)  438.820

$ 173,647 — $— $ 206,799 $ — $ 380446
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SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2007
Consolidated

Sirius XM Sirius Asset  Satellite Sirius XM
Radio Inc. Mgmt LLC CD Radio Non-Guarantors Eliminations Radio Inc.

Net cash (used in) provided by
operating activities . . ........... $(156,500) $ 476 $— $7,258 —  $(148,766)

Cash flows from investing activities:
Additions to property and

equipment ................. (64,788)  (476) — — — (65,264)
Sales of property and equipment. . . 641 — — — — 641
Merger related costs. . . ......... (29,444) — — — — (29,444)
Purchases of restricted and other

investments . ............... (310) — — — — (310)
Sale of restricted and other

investments ................ 40,191 — — — — 40,191

Net cash (used in) provided by

investing activities ......... (53,710) (476) — — — (54,186)
Cash flows from financing activities:
Proceeds from exercise of warrants

and stock options . ........... 4,097 — — — — 4,097
Long term borrowings, net of

related costs . . . ....... .. .. .. 244,879 — — — 244,879
Repayment of long-term

borrowings . . . ......... ... .. _ (625) (625)

Net cash provided by (used in)

financing activities ......... 248,351 — — — — 248,351
Net increase (decrease) in cash and
cash equivalents . . ............. 38,141 — — 7,258 — 45,399
Cash and cash equivalents at
beginning of period ............ 392,084 — — 1,337 — 393,421
Cash and cash equivalents at end of
period . .......... $ 430,225 $ — $— $8,595 $ — $ 438,820
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SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SIRIUS XM RADIO INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

Consolidated
Sirius XM Sirius Asset  Satellite Sirius XM
Radio Inc. Mgmt LLC CD Radio Non-Guarantors Eliminations Radio Inc.

Net cash (used in) provided by
operating activities . ... ......... $(425,390) $ 4,424 $— $ (736) $— $(421,702)

Cash flows from investing activities:
Additions to property and

equipment ................. (88,250) (4,424) — — — (92,674)
Sales of property and equipment. . . 127 — — — — 127
Purchases of restricted and other

investments ................ (12,339) — — — — (12,339)
Purchases of available-for-sale

securities .. ... (123,500) — — — — (123,500)
Sale of restricted and other

investments ................ 255,715 — — — — 255,715

Net cash (used in) provided by

investing activities ......... 31,753 (4,424) — — — 27,329
Cash flows from financing activities:
Proceeds from exercise of warrants
and stock options . . .......... 25,787 — — — — 25,787
Net cash provided by (used in)
financing activities ......... 25,787 — — = — 25,787
Net increase (decrease) in cash and
cash equivalents . .............. (367,850) — — (736) — (368,586)
Cash and cash equivalents at
beginning of period ............ 759,934 — — 2,073 — 762,007
Cash and cash equivalents at end of
period ....... ... ... L $392,084 $§ — $— $1,337 $— $ 393,421

(19) Subsequent Events
Conversion of 2'/:% Convertible Notes due 2009
Since December 31, 2008, we have issued an aggregate of 139,400,000 shares of our common stock in
exchange for $18,000 principal amount of our 2%2% Convertible Notes due 2009 (the “2}5% Notes”) beneficially

owned by institutional holders.

We did not receive any cash proceeds as a result of the exchange of our common stock for the 2'2% Notes,
which notes were retired and cancelled.

The issuance of the shares of our common stock were made pursuant to the exemption from the registration
requirements of the Securities Act of 1933, as amended, contained in Section 3(a)(9) of such Act.
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SIRIUS XM RADIO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Refinancing of 10% Convertible Senior Notes due 2009

On February 13, 2009, we entered into a note purchase agreement with purchasers named therein (collectively,
the “Purchasers”), whereby the Purchasers exchanged $172,485 aggregate principal amount of outstanding
10% Convertible Senior Notes due 2009 (the “Old Notes”) of XM Holdings for a like principal amount XM
Holdings’ Senior PIK Secured Notes due June 2011 (the “New Notes”) in a private placement transaction pursuant
to an exemption from the registration requirements of the Securities Act of 1933, as amended (the “Securities Act”).

The New Notes are fully and unconditionally guaranteed by XM 1500 Eckington LLC and XM Investment
LLC (together, the “Subsidiary Guarantors”). The New Notes are secured by a first-priority lien on substantially all
of the personal and real estate property of the Subsidiary Guarantors. XM Holdings may, at its option, redeem some
or all of the New Notes at any time at 100% of the principal amount prepaid, together with accrued and unpaid
interest, if any.

We paid to the Purchasers a fee (the “Fee”) equal to, at each Purchaser’s election, either (i) 833 shares of our
common stock (the “Structuring Fee Shares”) for every $1 principal amount of Old Notes exchanged or (ii) an
amount in cash equal to $50 for every $1 principal amount of Old Notes exchanged (the “Cash Election”). The total
number of Structuring Fee Shares delivered was 59,718,519, and the aggregate cash delivered was approximately
$5,100. The Structuring Fee Shares were issued pursuant to an exemption from the registration requirements of the
Securities Act.

Investment by Liberty Media Corporation and its affiliate, Liberty Radio, LLC

Liberty Media Corporation and its affiliate, Liberty Radio, LLC, have invested an aggregate of $350,000 in the
form of loans, are committed to invest an additional $180,000 million in loans, and have received a significant
equity interest in us.

Phase One: Sirius Credit Agreement

On February 17, 2009, SIRIUS entered into a Credit Agreement (the “Sirius Credit Agreement”) with Liberty
Media Corporation, as administrative agent and collateral agent. The Sirius Credit Agreement provides for a
$250,000 term loan and $30,000 of purchase money loans. Concurrently with entering into the Sirius Credit
Agreement, SIRIUS borrowed $250,000 under the term loan facility. The proceeds of the term loan were used (i) to
repay at maturity our outstanding 2%2% Convertible Notes due February 17, 2009 and (ii) for general corporate
purposes, including related transaction costs.

The loans under the Sirius Credit Agreement bear interest at a rate of 15% per annum. Commencing on
March 31, 2010, the loans amortize in quarterly installments equal to: (i) 0.25% of the aggregate principal amount
of the loans outstanding on January 1, 2010 and (ii) after December 31, 2011, 25% of the aggregate principal
amount of the loans outstanding on January 1, 2012. The loan matures on December 20, 2012. We paid Liberty
Media Corporation a structuring fee of $30,000 in connection with the Sirius Credit Agreement. In addition, we will
pay a commitment fee of 2.0% per annum on the unused portion of the purchase money loan facility.

The loans under the Sirius Credit Agreement are guaranteed by Satellite CD Radio, Inc. and Sirius Asset
Management Company LLC, SIRIUS’ wholly owned subsidiaries. The loans are secured by a lien on substantially
all of SIRIUS’ assets. The affirmative covenants, negative covenants and event of default pr