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Technological changes and new product offerings may adversely affect
Reorgamzed STF1 sales .

The success of Reorgamized STFI depends on key personnel and 1t may not be
able to retain and/or replace key employees

The success of Reorganized STFI depends on retaining good relations with the
cmployees

Reorganized STFI 15 dependent on effective lling, customer service and
mformation systems and it may have difficulties in developing, mamtaiming and
enhancing these systems

Regrgamzed STFI 1s dependent on many vendors and supphers and their
financial difficulies may adversely affect its business

Reorgamized STF!'s financial results could be adversely affected bv the
termunation of i1ts mamicnance service contracts and the financal difficulties of
1S customers

Reorgamzed STFI may need to acquire new businesses i order to grow which
m turn creates certain busmess risks

Reorgamized STFI's success will be dependant on strategic alhances that may
not continue

Reorgamzed STFP’s mability to successfully compete in its market place may
cause sales and prolits to decline

Varying results from quarter to guarter and seasonal swings 1n sales may cause
volatility 1n Reorganized STF1's stock price

Projected Financial information

Under certan circumstances, Reorganized STFI will need additional capital and
such capital may not be available

Reorganized STFI may have future operating and net losses which will reqmre
additional financing .

The stock of Reorgamzed STFI may be publicly traded.

Reorganized STFI may be subjcet to competrion from new pro\nders and
Services

RISKS TO RECOVERY BY HOLDERS OF CLAIMS WITH RESPECT TO X0
COMMON STOCK

I

2

XO's common stock trades less frequently than the common shares of many
companies of sumilar size

The farlure of XO's operations support systems, including the systems for sales
tracking, order entry and provisioning, and hilling that XO 15 currently i the
process of updating and replacmg, to perform as XO’s expects could imparr
XO’s ability to retain customers and obtain new customers, or provisien ther
services, or result in increased capial expenditures, which would adversely
affect XO's revenues or capital resources

XO’s nghts to the use of the unlit capacity that make up XO’s network may be
affected by the financial health of XO's fiber providers

X0 may not be able to continue to connect XO’s network to the mcumbem
carricr's network or mamtain Internet peering arrangements on favorable terms,
which would imparr XO's growth and performance

If XO’s selectien of TP technology 15 incorrect, meffecuve or unacceptably
costly, implementation of X0’s business strategy could be delayed, which
would adversely affect XO’s growth and operating resulis

XO may be unable to adequately protect XO's intellectual property or rights to
licenses for use of third-party intellectual property, and may be subject to claims
that X0 mfringes the ntellectual property of others, which could substanually
harm X0’s busmess

X0 wncurred a substantial net loss m 2003 and, i the near term wnll not
generate funds from operations sufficient to meet all of XO's cash requirements

As a result of XO's commutment to purchase substanttally all of the assets of the
Debtors. XO has commutted to expend a majority of the cash reflected on XO’s
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X. CERTAIN UNITED STATES FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN

balance sheet as of December 31, 2003, and. as a result, XO may be required to
seek additional capital to fund XO's operations

The covenants in X0O's Credit Agreement restrict XO’s financial and operanonal
flexiplity, which could have an adverse affect on XO's results of operanions

XO may not successfully consummate the acquisition of the Acquired Assets
X0O may not reahze the network and selling. operating, and admimstrative
synergies that XO estunates in connection with the acqusihon of the Acquired
Assels

Technological advances and regulatory changes are eroding tradltnonal bamcrs
between formerly distinct telecommunications markets, which could increase
the competition X0 faces and put downward pressure on prices, which could
mmparr X0’s results

XO’s company and industry are highly regulated. which restricts XO's ability to
compete m XO's target markets and imposes substantial compliance costs on
XO thar adversely impact XO’s results

Attempts 1o hmit the basie competitive framework of the Telecom Act could
interfere with the successful implementation of XO’s business plan

An entty owned and controlled by Mr Carl C Icahn 15 XO's majonty
stockholder

Future sales of X{’s Common Stock could adverscly affect its price and/or
XOs ability to ranse capital

There may be nisks related to XO's use of Arthur Andersen as XO s mdependent
audntors for the year ended December 31, 2001 and prior penods...
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1. INTRODUCTION

Alleglance Telecom. Inc, a Delaware corporation (“ATI"). Allegiance Telecom Company

Worldwide, a Delaware corporation {“ATCW™), and ATCW s direct and indirect subsidianies (the “Subsidiaries™
{collectively the “Debtors” or “Allegiance™), as debtors and debtors m possession, submit this disclosure statement

(the “Disclosure Statement™),2 pursuant to section 1125 of title 11 of the United States Code (the “Bankruptcy

Code™), to Holders of Claims against and Equity Interests m the Debtors 1n connection with (1) the soheitation of

acceprances of the Debiors’ Jomnt Plan of Reorgamization Under Chapter 11 of the Bankruptey Code, dated
, 2004, as the same may be amended from time to time (the “Plan™), filed by the Debtors with the

United States Bankrupicy Court for the Southern Dhstnict of New York (the “Bankruptey Court™) on , 2004,

and (1) the hearing to consider confirmation of the Plan (the “Confirmation Heanng™) scheduled for

2004, commencing at _____ m , prevatling Eastern Time

(n)
(1)

{(n)

(v)
(v1)

(vi)

(viy)
(1)
{x)

(x1)

Attached as cxhibits to this Disclosure Statement are copies of the following documents

The Plan (Exhibit A),

The Purchase Agreement {Exhibit B),

Sale Order (Exhibut C),

The Order of the Bankruptcy Court, dated , 2004 (the “Disclosure Statcment Order”),
approving, among other things, this Disclosure Statement and establishing certain procedures with
respeet to the solicitation and tabulation of votes to accept or reject the Plan (Exhibit D),

ATI’s Annual Report on Form 10-K for the fiscal year ended December 31, 2002 (Exiubit E),

AT?'s Annual Report on Form 10-K/A for the fiscal year ended December 31, 2002 (Exhbut F},

ATI's Quarterly Report on Form 10-Q for the fiseal quarter ended September 30, 2003 (Exhibit
G),

Reorganized STFI’s Projected Financial Informanon (Exhibit H),
The Debtors’ Liquudation Analysis (Exhbit I,
Reorgamized STFI Equity Valuation (Exhibit J}, and

X0 Communications, Inc 's Annual Report on Form 10-K for the fiscal year ended December 31,
2003 (Exhibit K) *

In addition a Ballot for the acceptance or rejection of the Plan 1s enclosed with the Disclosure

Statement subrmtted to the Holders of Claims that are entitled to vote to accept or reject the Plan,

2 Unless otherwise defined herem, all capitalized terms contained herein shall have the meaning ascribed to them

in the Plan

3 This Form 10-K of X0 Communications, Inc was prepared by XO Communications, Inc  The Debtors did not
review or otherwise participate n the preparation of such Form 10-K  As such, the Debtors do not take any
position whatsoever with respect to the rehiability of the information set forth theremn



On , 2004, after notice and a heanng, the Bankrupicy Court entered the Disclosure
Statement Order, approving this Disclosure Statement, pursuant to section 1125 of the Bankruptcy Code. as
contaiming adequate mformation of 2 kind and in sufficient detail to enable a hypothetical, reasonable mvestor,
typieal of the Debtors’ creditors, to make an informed judgment whether to accept or reject the Plan  APPROVAL
OF THIS DISCLOSURE STATEMENT DOES NOT, HOWLVLR, CONSTITUTE A DETERMINATION BY
THE BANKRUPTCY COURT AS TO THE FAIRNESS OR MERITS OF THF PI AN

The Disclosure Statement Order, a copy of which ts annexed hereto as Extebit C, sets forth
detai] the deadhines, procedures and mstructions for voting to accept or reject the Plan and for filing objections to
confirmation of the Plan, the record date for voting purposes and the applicable standards for tabulating Ballots 1n
addition, detailed voning 1nstructions accompany each Ballot EACH HOLDER OF A CLAIM ENTITLED TO
VOTE ON THE PLAN SHOULD READ THE DISCLOSURE STATEMENT, THE PLAN, THE DISCLOSURE
STATEMENT ORDER AND THE INSTRUCTIONS ACCOMPANYING THE BALLOT CAREFULLY AND IN
THEIR ENTIRETY BEFORE VOTING ON THE PLAN These documemts contain vmportant imformation
concerming the classification of Claims and Equity Interests for voting purposes, Distributions under the Plan and the
tabulauon of votes  No solicitation of votes to accept the Plan may be made except pursuant to scction 1125 of the
Bankruptcy Code

A. HOLDERS OF CLAIMS ENTITLED TO VOTE

Pursuant to the provisions of the Bankruptey Code, only Holders of Allowed Claims or Equsty
Interests in Classes that are lmpaired and that are not deemed to have rejected the Plan are entitled to vote 1o accept
or reject the Plan  Holders ot Clarms or Fquity Interests in classes that are Unimpaired, pursuant 1o section 1124 of
the Bankruptcy Code. are deemed to have accepted the Plan and are not entitled to vote to accept or reject the Plan
Holders of Claims or Fquity Interests m Classes that will recerve no recovery under the Plan are deemed to have
rejected the Plan and arc not entitled to vote to accept or reject the Plan  For a detailed description of the treatment
of Claims and Equity Interests under the Plan. see Article 1I below, entitied “"OVERVIEW OF PLAN -- Summary of
Classification and Treatment of Claims and Equity Interests Under the Plan ™

In summary, Classes 4 and 5 under the Plan are Impaired and, to the extent Ciatms 1n such Classes
are Allowed Claims, the Holders of such Claims will receive distributions under the Plan  As a result, in accordance
with sections 1126 and 1129 of the Bankruptcy Code, the Holders of Allowed Clamms m each of these Classes are
entitled to vole to accept or reject the Plan  Classes |, 2 and 3 under the Plan are Unimpaired As a result, in
accordance with sections 1126 and 1129 of the Bankruptcy Code, the Holders of Allowed Claims in each of these
Classes are conclusively presumed to have accepted the Plan, and the selicitation of acceptances with respect to such
Classes 1s not required under section 1126(f) of the Bankruptcy Code By operation of law, any Class of Claims or
Equity Interests that arc not entitled to recetve or retain any property of the Debtors under the Plan are deemed to
have rejected the Plan and, therefore, the Holders of Subordmated Claims m Class 6 and Holders of Equity Interests
in Class 7 are not entitled to vote on the Plan and are conclusively deemed to have rejected the Plan

The Bankruptcy Code defines “acceptance” of a plan by a class of claims as acceptance by
crediors i that class that hold at least two-thirds 1n dollar amount and more than one-half 1in number of the claums
that actually umely cast ballots tor acceptance or rejection of such plan  Thus, acceptance of the Plan by Classes 4
and 5 wall occur only 1f at least two-thirds 1n dollar amount and a majonty m number of the Holders of such Claims
1n each Class that actually cast their Ballots vote 1n favor of acceptance of the Plan A vote may be disregarded 1f
the Bankruptcy Court determines, after notice and a hearing, that such acceptance or rejection was not seheted or
procured n good faith or 1n accordance with the provisions of the Bankruptcy Code For a morc detailed description
of the requirements for confirmation of the Plan, see Section 7 C below, enutled “Confirmation ™

Any Holder of a Claum 1 Class 4 or 5 (1) that has a Claim listed by the Debtors n the Schedules
filed with the Bankrupicy Court {provided that such Claim has not been scheduled as disputed, contingent or
unliguidated) or (1) that filed a proof of claim on or before November 26. 2003, or any proof of claim filed within
any other applicable period of limutations or with leave of the Bankruptey Court, provided that such Claim 1s not the
subject of an objection or request for estimation, 1s entitled to vote on the Plan



Any Claim in Class 4 or 5 a» to which an objection or request for estimation 1s pending, or which
15 scheduled by the Debtors as unliqgmidated, disputed or contingent and for wlich no proof of claim has been filed,
15 not entitled to vote unless the Holder of such Claim has obtained an order of the Bankruptcy Court temporarily
allowing such Claim for the purpose of voting on the Plan

If 2 Class of Claims entitled to vote on the Plan rejects the Plan. the Debtors reserve the nght, with
the consent of the Creditors Comnuttee, which shall not be unreasonahly withheld, to amend the Plan or request
confirmation of the Plan pursuant to section 1129(b) ot the Bankruptey Code or the “cramdown” provision or both
Secuon 1129(b) permuts the confirmation of a plan of reorganization notwithstanding the nonacceptance of a plan by
one or more mnpaired classes of claims or equity mterests  Under that section, 2 plan may be confirmed by a
bankruptey court 1f 1t does not “discriminate unfaerly” and 1s “fair and equitable” with respect to each nonaccepting

class For a more detailed description of the requirements for confirmauon of a nonconsensual plan. see Section
3 A 2 below, entitied “Non-Conscnsual Confirmanon

In the event that a Class of Claims entitled to vote on the Plan votes to reject the Plan, the Debtors’
deterpunation whether to request confirmation of the Plan pursuant to sechon 1129(b) of the Bankruptcy Code will
be announced prior to or at the Confirmation Hearing

B YOTING PROCEDURES

If you are entitled 1o vote to accept vr reject the Plan, a Ballot 1s enclosed for the purpose of voung
an the Plan If you hold Claims 1n more than one Class and you are enntled to vote such Claims 1n more than one
Class, you will recetve separate Ballots, which must he used for cach separate Class of Claims  Please vote and
return your Ballot(s) to

(a) 1 by couner or hand dehvery

Allegiance Telecom, Inc Ballot Processing Center
c/o Bankruptcy Management Corporation

i330F Franklin Avenue

El Scgundo, CA 90245

(b) 1f by mail

Allegiance Telecomn, Inc Ballot Processing Center
¢/0 Bankruptcy Management Corporafion

P O Box 909

El Segundo CA 90245-0%09

DO NOT RETURN ANY NOTES, SECURITIES OR ANY OTHER DOCUMENTS WITH
YOUR BALLOT

FOR YOUR BALLOT INDICATING ACCEPTANCE OR REJECTION OF THE PLAN TO BE

COUNTED, IT MUST BE RECEIVED BY NO LATER THAN 35 00 P.M, PREVAILING EASTERN TIME, ON

, 2004 ANY EXECUTED BALLOT RECEIVED THAT DOES NOT INDICATE EITHER AN

ACCEPTANCE OR REJECTION OF THE PLAN SHALL BE DEEMED TO CONSTITUTE AN ACCEPTANCE
OF THE PLAN

Pursnant to the Disclosure Statement Order, the Bankmiptey Court set . 2004 as the
record date for vohng on the Plan  Accordingly, only Holders of record as of . 2004 that otherwise are
entitled to vote under the Plan will recerve a Ballot and may vote on the Plan

Tf you arc a Holder of a Claim entitled to vote on the Plan and did not receive a Baltot, recelved a
damaged Ballot or lost your Ballot, or if you have any questions concerning the Disclosure Statement, the Plan or



the procedures for voting on the Plan, please call the Debrors’ voting agent, Bankruptcy Management Corporauon
(“BMC™), at 1-8RB8-909-0100 (toll free)

THE STATEMENTS CONTAINED IN THIS DISCLOSURE STATEMENT ARE MADE AS
OF THE DATE HEREOF UNLESS ANOTHER TIME I8 SPECIFIED HEREIN AND THE DELIVERY OF THIS
DISCLOSURE STATEMENT SHALL NOT CREATE AN IMPLICATION THAT THERE HAS BEEN NQ
CHANGE TN THE INFORMATION STATED SINCE THE DATE HEREQF HOLDERS OF CLAIMS AND
EQUITY INTERESTS SHOULD CAREFULLY READ THIS DISCLOSURE STATEMENT IN ITS ENTIRETY,
INCLUDING THE PLAN, PRIOR TO VOTING ON THE PLAN

FOR THE CONVENIENCE OF HOLDERS OF CLAIMS AND EQUITY INTERESTS, THIS
DISCLOSURE STATEMENT SUMMARIZES THE MATERIAL PROVISIONS AND TERMS OF THE PLAN
IF ANY INCONSISTENCY EXISTS BETWEEN THL PL AN AND THE DISCLOSURE STATEMENT. THE
TERMS OF THE PLAN ARE CONTROLLING TIHF DISCLOSURE STATEMENT MAY NOT BE RELIED ON
FOR ANY PURPOSE OTHER THAN IO DFTERMINE WHETHER TO VOTE TO ACCEPT OR REJECT THE
PLAN, AND NOTHING STATED HEREIN SHALL CONSTITUTE AN ADMISSION OF ANY FACT OR
LIABILITY BY ANY PARTY, OR BE ADMISSIBLE IN ANY PROCEEDING INVOLVING THE DEBTORS
OR ANY OTHER PARTY, OR BE DEEMED CONCLUSIVE EVIDENCE OF THE TAX OR OTHER LEGAL
EFFECTS OF THE PLAN ON THE DEBTORS OR HOLDERS OF CLAIMS OR EQUITY INTERESTS, OR
CONSTITUTE A WARRANTY OR REPRESENTATION AS TO THL CONSIDERATION TO BE RECEIVED
OR DISTRIBUTED UNDER THE PLAN CERTAIN Ol THE STATEMENTS CONTAINED IN THIS
DISCLOSURE STATEMENT, BY THEIR NATURE, ARE FORWARD-LOOKING AND CONTAIN
ESTIMATES, PROJECTIONS AND ASSUMPTIONS THERE CAN BE NO ASSURANCE THAT SUCH
STATEMENTS WILL BE REFLECTIVE OF ACTUAL OUTCOMES ALL HOLDERS OF CLAIMS SHOULD
CAREFULLY READ AND CONSIDER FULTY THE RISK FACTORS SET FORTH IN ARTICLE IX OF THIS
DISCLOSURE STATLEMENT BEFORE VOTING TO ACCEPT OR REJECT THE PLAN

SUMMARIES OF CERTAIN PROVISIONS OF AGREEMENTS REFERRED TO IN TIHIS
DISCLOSURE STATEMENT DO NOT PURPORT TO BE COMPLETE AND ARE SUBJECT TO, AND ARE
QUALIFIED IN THEIR ENTIRETY BY REFERENCE TO, THE FULL TEXT OF THE APPLICABLE
AGREEMENT, INCLUDING THE DEFINITIONS OF TERMS CONTAINED IN SUCH AGREEMENT

THE DEBTCORS BELIEVE THE PLAN WILL ENABLE THEM TO SUCCESSFULLY
RECRGANIZE STFI. SELL THE MAJORITY OF THEIR ASSETS, DISTRIBUTED THE PROCEEDS OF THE
SALE AND THE STOCK OF REORGANIZED STFI ANI? THEREBY ACCOMPLISH THE OBJECTIVES OF
CHAPTER 11 AND THAT ACCEPTANCE OF THE PLAN IS IN THE BEST INTERESTS OF THE DEBTORS,
THEIR CREDITORS AND EQUITY INTEREST HOLDERS

THE DEBTORS URGE THAT HOLDERS OF ALLOWED CLAIMS ENTITLED TO VOTE ON
THE PLAN VOTE TO ACCLFT THE PLAN
11 OVERVIEW OF THE PLAN

SUMMARY OF CLASSIFICATION AND TREATMENT
OF CLAIMS AND EQUITY INTERESTS UNDER THE PLAN?

The followimng 1s a brief overview of the matenial provisions of the Plan and 1s qualified m 1s
entirety by reference to the full text of the Plan For a more detailed description of the terms and provisions of the
Flan, see Article V below, entitled, “The Plan of Reorgamzation” The Plan provides for the classification and

4 This summary 15 also included m Ligmdation Analysis which 15 attached hereto as Lixibit 1



treatment of Claims against and Equity Interests 1n the Debtors The Plan designates six {6) Classes of Claims and
one (1) Class of Equity Interests, which classify all Claims against and Equity Interests m the Debtors These
classes take mto account the differing nature and prionty under the Bankruptey Code of the various Claims and
Equity Interests as well as the compromise and settlement of certain 13sucs discussed below

A DESCRIPTION OF PROPERTY TO BE DISTRIBUTED UNDER THF PLAN

Pursuant to the Plan, all of the Subsidiaries are being reorgamzed, X0 Communications, Inc
(“X07) 1s purchasing the stock of the Reorgamzed Substdiarics and substantially all of the assets of ATI and
ATCW however, some remaining asscts will be ligwdated and one Subsidiary, STFI, will be restructured and the
stock or Reorgamized STFT distributed to ATLT for the benefit of Holders of Allowed Unsecured Claims The Plan
requires that a sale of substantially all of the assets of the Debtors (other than STFI and certain other assets) to XO
(the “Sale Transaction™) occur by the Imtial Effective Date  All remaining assets of the Debiors, other than STFI
and the STFT Asscts, will be liqumdated and the proceeds distmbuted pursuant to the Plan  STFI will be restructured
through the Plan and will be owned by ATLT for the benefit of Holders of ATLT B Certificates

The Pian provides for a distnbution of Available Cash 10 Holders of Claims entitled to
distributions under the Plan The Plan also provides for distributions of certain additional non-Cash consideration to
Holders of Claims entitled to distnibutions under the Plan

ATLT wall be responsible for hgwdating through prosecution, settlement or other disposition,
Avoidance Acuons, ¢lams and Causes of Action of the Dehtors, as well as any other assets remaining after the Sale
Transaction 15 consummated

PURSUANT TO THL PLAN, ALL EXISTING EQUITY INTERESTS IN THE DEBTORS
(INCLUDING ALL ISSUFD AND OUTSTANDING COMMON STOCK) WILL BE EXTINGUISHED AND
CANCELED

B SUMMARY OF CLASSIFICATION AND TREATMENT OF ALLOWED CLAIMS AND EQUITY
INTERESTS UNDER THE PLAN

The following chartd summarizes distributions o Holders of Allowed Claims and Equity Interests
under the Plan The recovenes set forth below are projected recovenies and may change based upon changes
Altowed Claims and proceeds available

Estimated
Percentage
Recovery
Treatment of Estimated Aggregated of Allowed
Clarm/Equity Amount of Allowed Claims ar
Class ClainyEquty Intercst Interest Claims or Equity Interests | Equity Interests
Class 1 Priority Non-Tax Claims Unimpaired $100,000 100 0%
Class 2 Secured Claims Unimpaired $300,000 100 0%
Class 3 Senior Lender Claims Jnimpaired $477 & mullion 100 0%
Class 4 ATCW Unsecured Claims | Impaired [to come] [ 1
Class 5 ATI Unsecured Claims Impaired $677 2 mihon [ ]
ihaass 6 Subordinated Claims Impaired 0%

5 Ths chart 1s only a summary of the classification and treatment of Allowed Claims and Equity Interests under
the Plan  Reference should be made to the entire Disclosure Statement and the Plan for a complete description
of the classification and treatment of Allowed Claims and Lquity Intercsts



| Class 7 " Equity Interests | Impaired 1 [ 0% ]

THE TREATMENT AND DISTRIBUTIONS PROVIDED TO HOLDERS OF ALLOWED
CLATMS PURSUANT TO THE PLAN ARE IN FULL AND COMPLETE SATISFACTION OF THE
ALLOWED CLAIMS ON ACCOUNT OF WHICH SUCH TREATMENT IS GIVEN AND
DISTRIBUTIONS ARE MADE.

ITl. GENERAL INFORMATION

A OVERVIFW OF CHAPTER 11

Chapter 11 1s the principal business reorgamzation chapter of the Bankruptcy Code Under
chapter 11 of the Bankruptey Code, a debtor 15 authonzed to reorgamze its busmess for the benefit of tself, s
creditors and ns equity nterest holders In addition to permitting the rehahbtation of a debtor, another goal of
chapter 11 1s to promote equahty of treatment for simularly situated creditors and sinularly situated equity interest
holders with respect to the distribution of 2 debtor’s assets

The commencement of a chapter 11 case creates an estate that 1s comprised of all of the legal and
equitable interests of the debtor as of the commencement date  The Bankruptey Code provides that the debtor may
conlinue to operate ts business and rematn n possession of 1ts property as a “debtor m possession ™

The consummation of a plan of rcorgamization 1s the principal objective of a chapter 11
revrgamzation case A plan of reorgamzation sets forth the means for satisfying claims agamst end nterests in a
debtor Confirmation of a plan of recrgantzation by the bankruptcy court binds the debtor, any tssuer of securities
under the plan, any Person acquining property under the plan and any creditor or equity interest holder ot a debtor
Subject to certain limited exceptions, the order approving confirmation of a plan discharges a debtor from any debt
that arosc prior to the date of confirmation of the plan and substitutes theretor the obligations specified under the
confirmed plan

Certain holders of claims against and interests 1n a debtor are permuticd to vote to accept or reject
the plan Pror to sohiciting acceptances of the proposed pian, however, seetion 1125 of the Bankruptcy Code
requires a debtor to prepare a disclosure statement contaiming adequate information of a kind, and m sufficient
detail, to enable a hypothetical reasonable investor to make an informed judgment regarding the plan  The Debtars
are submitting this Disclosure Staternent to Holders of Claims agamst and Equity Interests m the Debtors o satisfy
the requirements of section 1125 of the Bankruptcy Code

B DESCRIPTION AND HISTORY OF BUSINESS

1. The Debtors Allegiance 15 a facilities-based national local exchange carrier that provides integrated
telecommumeations produsts and services to small and medium-sized business customers, large businesses {1¢,
natipnal customers with multiple locations), governmental ennties, national service providers and other institutional
users  Allegiance offers its customers 8 vanety of services, mcluding

e local and long distance voice services, tncluding basic telephone services and advanced
cailing features,

e broadband and other Internet and data services, including high-speed Internet access, wide
area network mterconnection, domain name registration, web hosting, email and colocation
services,

e ntegrated local long distance/Internet access offenngs, which provide customers with
integrated voice and Internet access over a single broadband line,



® services to other regional and national service providers. including equipment colocation.
managed modem ports and Internet protocol traffic aggregation, and

® customer premuse equipment sales and maintenance services

As of December 31, 2003, Alegiance served more than 100.000 business customers in major
markets throughout the United States  As of December 31, 2003, Allegiance employed approximately 3,000 people,

of which approximately 91 employees are covered by collective bargamning agreements  As of December 31, 2003
Allesiance 1s Lolocated in 849 central offices and has a Ther 1 internet backbone

2. The Debtors” Business Operations In 1997, a management team of industry veterans launched
Allegiance and focused on hwlding a rehiable nauonwide network based on proven technologics, a nattonwide direct
sales force primanly focused on the small to medum-sized business enterprise and a state-of-the-art imformation
processing system to support 1ts operations  Allegiance was one of the first major local exchange carners to open
markets utihzing the “smart build” strategy This strategy allowed a more rapid ramp-up i vperations than the
traditional competitive local exchange model in which extensive networks were buult, mcluding fiber networks, prior
to the generanon of significant revenues  In contrast, Allemance’s mitial network bulld-out sumply required (a)
deploying digital switching platforms and (b) leasing transport facihities from the meumbent local exchange carners
and other compentive local exchange carriers to connect its switches wath 1ts transimission equipment colocated in
the incumbent local exchange carmer’s central offices Once traffic volume justified further “success-based”
mmvestment, Allegiance leased dark fiber or built specific network segments This strategy offered two major
economic benefits  First, it enabled Allegiance to enter new markets with alacnity and reduce up-front capital
requirements for enterng indrvidual markets prior to revenue generation Second, n contrast to the traditional
competitive local exchange carriers that generally bt their networks i highly concentrated downtown areas due to
the high cost of constructing fiber networks, Allegiance’s business model enabled 1t to provide services to customers
in downtown arcas as well as the more geographically dispersed, less competitive areas of 1ts targeted markets

Allegiance’s imihial business plan proposed entering into 24 of the largest metropolitan areas in the
United States  Subsequently, management expanded 1its bustness plan to (a) mcrease the total number of target
markets to 36, (b) increase 115 service area, 1¢, s colocation “footprint” 1n s onginal 24 markets, and {c) acqure
tong-tcrm nights to use dark fiber rings te replace certain network elements leased by the Debtors from the
mcumbent local exchange carners

In addiion to internal growth, Allegance’s business plan mcluded growth through strategic
acqumsitions For example, in December 2001, Altegiance acquired certan assets of Intermedia Business Internet
(the “IBI Acquisition™ The IBI Acquisition enabled Allegiance to (a) become a Tier 1 Internct access provider, (b)
provide the capabihity to transmut large quantities of data at high-speeds over the Internet to and from a custorner’s
prenuses. (c) efficiently exchange traffic with other Internet backbone providers giving Allegiance greater control
over 1ts Internet access, and (d) leverage 1ts local service presence to provide additional services to 1ls target market
T June 2003, Alegiance acquired certain assets of STFI fairchild (the “STF! Acquisition™) The STFI Acqusition
(a) added customer premises equipment sales, installation and maintenance o Allegance’s portfohio of integrated
products and services, (b) strategically enhanced Allegiance’s target market of small to medum-size business
enterprses. and (¢ allowed Allegiance to provide a complete communications solution to business customers

As of December 31, 2003, the Debtors had approximately $282 2 million of unrestrncted cash on
hand As of December 31, 2003, the Debtors’ consolhdated books and records reflected assets totaling
approximately $1 139 billion and babihittes totaltng approximately $1 337 billion  For the twelve months ending
December 31, 2003, the Debtors, on a consohidated basis, reported revenues of approximately $777 3 mullion and net
losses of approximately $360 mliion

A Market Information As of the date hereof, Allegiance provides 1ts telecommunications services m
major metropolitan arcas across the United States, including the following 36 markets. Atlanta, Austm, Baltimore,
Boston, Chicago, Cleveland, Dallas, Denver, Detront, Fort Landerdale, Fort Worth, Houston, Long Island, Los
Angeles, Miami, Minneapolis/St. Paul, New York City, Northern New Jersey, Oakland, Ontano/Riverside, CA,
Orange County, Philadeiphia, Phoenix, Pitisburgh, Portland, Sacramento, St Louis, San Antomo, San Dicgo, San
francisco, San Jose, Seattle, Tampa, Washington, D C , West Palm Beach/Boca Raton and White Plains
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4, Prepetition Capital Structure

(a) Capital Stock ATI has two classes of authorized stock (a) 750,000,000 shares of common
stock, with par vaiue of $0 01 per share and (b) 1,000,000 shares of preferred stock, with par value of $0 01 per
share  As of December 31, 2003, AT had (1) 120,350 8073 shares of common stock 1ssued and outstanding, with 205
registered Holders and at least 20,000 beneficial owners, and (11} no shares of preferred stock outstanding  ATI's
common stock 1s publicly traded on the Over the Counter Bulletin Board under the symbol “ALGXQ OB ™

ATI owns 100% of the capital stock of ATCW, and ATCW directly or indirectly owas 100% of
the capital stock of each of the Subsidianes

(b} Prepetition Notes In 1998, AT] ssued two senies of notes (1) 11 3:4% Semor Discount
Notes with a face value of $445 milhion. due on February 15, 2008 (the “Seruor Discount Notes™) and (1) 12 7/8%
Semor Notes with a face value of 3205 mullion, due on May 15, 2008 (the “Senior Notes,” and, togcther with the
Semor Discount Notes, the “ATI Notes™)  1he Semor Discount Notes were 1ssned under that certain Indenture,
dated as of February 3, 1998, between A1l and The Bank of New York, as Indenture Trustee The Semor Notes
were 1ssued under that certain Indenturce. dated as of July 7, 1998, berween ATI and The Bank of New York. as
Indenture Imustee Neuther the Scruor Discount Notes nor the Sentor Notes are secured by any assets of the Debtors
or guaranteed hy any of the Debtors

(¢) Prepetition Credlt Agreement Pror to the Commencement Date ATCW enterced 1nto that
certain Credit and Guaranty Agreement, dated as of February 15, 2000, as amended as of November 27, 2002 {the
“Credit Agreement”), among ATCW, as borrower, all of the other Debtors, as guarantors, Goldman Sachs Credut
Partners L P ( Goldman Sachs™). as syndication agent and sole lead arranger, General Electric Capital Corporation
{"GECC™) {as successor to Toromio Domumon (Texas), Inc), as admunistrative agent, BankBoston, N A
{ ‘BankBoston™) and Morgan Stanley Semor !unding, Inc (“Morgan Stanley™), as c¢o-documentation agents,
Goldman Sachs, GECC, BankBoston, Morgan Stanley, certain managing agents, and lenders party thereto trom time
to time {collectively, the “Semor Lenders™  As of the Commencement Date, the amount outstanding under the
Credit Agreement was approximately $4653 mullion  Certain Semior Lenders funded loans under the Credit
Agreement after the Commencement Datc  As a result, on December 31, 2003, the amount outstanding under the
Credit Agreement was approxmmately $477 8 million  The Debtors have pledged substantiaily all of their assets as
collateral under the C redit Agreement, including (a) the capual stock of ATCW and (b} substantially all of the assets
of ATCW and its direct and indirect subsidianes. including the capital stock owned by ATCW 1n each of its Diebtor
subsidiaries  As of the Commencement Date, there were 27 Semor Lenders under the Credit Agreement

C. EVENTS LEADING TO THE COMMENCEMENT OF THE CHAPTER 11 CASES

The distressed economic environment in the United States that followed the economic boom of the
late 1990s has had a global and adverse impact on the telccommumcations industry  In the late 1990s, n an ettort to
finance vperations and buald thear networks, telecommunications companies borrowed sigmficant amounts of money
from lenders and the public through the issuance of debt The resulting sigmficant mdebtedness incurred by
telecommunications companies combined with poor econommc conditions, required many companies. including the
Debtors, to focus on reducing their debt either through out of court restructurings or the chapter || process

Many of Debtors’ existing and potential customers have expcrienced their own financial
difficultics, thereby decreasing customer demand for existing and new scrvices  The financial difficulties of the
Debtors’ customers has led to non-payment, partial payment, or slow payment of bills for servites provided by the
Debtars The financial instability of other companies 10 the telecommunications industry has adversely alfecled the
willingness of potential customers to move their telecommunications services to the Debtors  In addition, certam of
the Debtors’ suppliers have requested deposits, letters of credit, or other types of secunty Moreover,
telecommunications carners that owe rectprocal and/or intercarrier compensation to the Debtors have esther refused
to pay or failed to pay 1n a timely manner for the services provided by the Debtors

As a consequence of the faregoing, the Debtors’ business operations were adversely impacted and,
due 1o revenue trends and contimung operating and net losses, the Debtors determined that their current level of

mndebtedness nzeded to be significantly reduced Thus, mn urder to maxumize the long-term wealth generatng
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capacity of thewr business operations, the Debtors, among other things, retaned restructuning advisors, and
commenced extensive negohiations with the Semor Lenders and Holders of the Semor Discount Notes and the
Senior Notes

The Debtors, mn the exercise of thewr sound business judgment - and 1 recognition of the distressed
economic environment and the need for the Debtors” businesses to focus on profitability mstead of high revenue
growth - determned that a meamngful de-leveraging of their capital structure was crucmal for the preservation and
maxnmization of the value of their businesses The Debtors, in conjunction with their financial advisors and the
Board of Directors of ATI. commenced the process of determining the appropriate capital structure for their business
operations After determinng the appropriate capital structure, the Debtors commenced negotiations with the Semor
Lenders and the Ad Hou Commmttee (as defined below) to effectuate a restructuring transaction

In October of 2002, Allegiance began ncgotiations wath 1ts Semior Lenders regarding a potential
restructuning of its Jong-term debt On November 27, 2002, Alleglance and its Senior Lenders entered mto that
certam First Amendment to the Credit Agreement (the “Amendment™) Pursuant to the Amendment, the Debtors
obtained a moratorium on defaults under their financial covenants through Apnl 30, 2003 In exchange for the
Amendment, Alieglance agreed, among other things, (a) thal an event of defanlt would occur on Apnil 30, 2003
unless 1t reduced 11s long term debt 1o a level not to exceed 5645 million, and (b) to repay $15 milhon to the Senior
Lenders on account of debt owed under the Credit Agreement  During the latter part of 2002 and early 2003 and to
mect covenants under the Amendment, the Debtors significantly lowered their capital expenditures, reduced
headcount, substantially decreased growth, eluntnated less profitable products and services, and continued to
optimize their existng network assets

After entering inte the Amendment. the Debtors commenced negouations with the Semor Lenders
1 consummate 4 permanent restructuring In connection with the nepotiations regarding the permanent
restructuning, the Debtors commenced negotiations with an ad hoc commuttee of bondholders, comprised of certain
Holders of the Semor Notes and the Scmor Discount Notes {the “Ad Hoc Committee™ The Debtors, the Scror
Lenders and the Ad Hoc Commuttec were not able to reach an agreement concerning the permanent restructuring
prior to the deadime of April 30, 2003  On Apnl 29, 2003, in order to avoid the occurrence of certain events of
default under the Credit Agreemcnt, the Debtors and the Semor Lenders entered mto a forbearance agreement (the
“Forbearance Agrcement™) which expired on May 15, 2003 The Forbearance Agrecment provided for, among
other things. a pay down of $5 militon of principal owed under the Credit Agreement and the forbearance by the
Semor Lenders of any action on Debtor’s default under the Credit Agreement

After entening mio the Forhearance Agreement, the Debtors continued their negotiations with the
Senior Lenders and the Ad Hoc Commttee However, the parties were unable to reach an agreement pnior to the
expiration of the term of the Forbearance Agrecment Consequently, the Debtors, 1n the exercise of their prudent
business judgment, determuned that 1t was n the best terests of all of their stakeholders and for the maximization
of the value of their busimesses to commence the Chapter L1 Cases and consummate a restructuring of theur
mdebtedness under the ausmces of the Bankruptey Court

TV. EVENTS DURING THE CHAPTER 11 CASES
On May 14, 2003, the Debtors commenced the Chapter 11 Cases mn the Bankruptcy Court The
Debtors continuc to operate therr businesses and manage their propertics as debtors i possession pursuant to

sections 1107 and 1108 of the Bankruptcy Code

The following 15 a brief description of certain major events that have occurred during the
Chapter 11 Cases

Al APPOQINTMENT OF THE CREDITORS COMMITTEE

On May 28, 2003, the United States Trustee for the Southern Distriet of New York appornted the
Official Commuttee of Unsecured Credrtors {the “Creditors Commuttee™) 1n these Chapter 11 Cases



CREDITORS COMMITTEE MEMBERS

Nortel Networks. Inc

cfa Lovells

900 Third Avenue, 16" Floor
New York, NY 10022

Broadwing Communications Services, Inc 6
1122 Caputal of Texas Highway, S,

Legal Department

Austin, TX 78746

BellSouth Telecommumcations. Inc The Bank of New York, as Trustee
675 West Peachiree Street. Swite 4300 101 Barclay St. 8W

Atlamia GA 30375 New York, NY 102806

Atm Mary Jo Peed Attn  Stuart Kratter, Vice President
Romulus Holdings, Inc & Affihates’ LC Capital Master Fund, Ltd

560 Svlvan Aveme 730 kifth Avenue, Suite 1002
Englewood Clitfs, NJ 07632 New York NY 10019

Attn Steven Lampe

Loeb I'artners Corp

61 Broadway

New York, NY 10006

Attn  Robert Grubin, Vice President

CREDLIORS COMMITTEE PROFESSIONALS

Counsel 10 the Creditors Commitiee Financial Advisor ta the Creditors Comminee
Akim Gump Strauss Hauer Feld LLP Houlihan Lokey Howard & Zukin

590 Madison Avenue 685 Third Avenue, 15" Floor

New York, NY 10022 New York, New York 10017

Indusin  ond Technology Adwisors to the Creditors
Commitiee

Communications Technology Advisors, LLP

18 Carporate Woods Boulevard, Third Floor

Alhany New York 12211

Since the formation of the Creditors Committee, the Debtors have kept the Creditors Commutteg
mnformed about their business operations and have sought the concurrence of the Creditors Commuttee in connection
with certain actions and certain transactions taken by the Debtors outside of the ordinary course of business The
Creditors Commuttee has participated actively, together with the Debtors’ management and professionals, in, among
other things, reviewing the Debtors” business operations and actions taken m the Chapter 11 Cases to begm the
process of rehabilitating and reorgamzing the Debtors” business capital structure and corporate struclure

B. STABILIZATION OF BUSINESS AND OPERATIONAL RESTRUCTURING ADVISOR

During the mutial stages of the Chapter 11 Cases, the Debtors devoted substantial efforts 1o
stabilizing their aperations and restoring their relationships with vendors, customers, employees and utilities that had
been impacted by the commencement of the Chapter 11 Cases

¢ On August 16, 2003, Broadwing Communications Services, Inc resigned from membership i the Creditors
Commuttee

7 On January 20, 2004, Romulus Holdings, Inc & Affiliates resigned from membership in the Creditors Commuttee
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1. First Day Orders. Shortly after the Commencement Date, the Bankruptcy Court entered several
orders authorizing the Debtors to pay vanous prepetition Claims  These orders were designed to ease the strain on
the Dcbtors’ relationships with employees, vendors, and taxing authorities as a consequence of the commencement
of the Chapter 11 Cases and to provide for an orderly transition into chapter 11 The Bankruptey Court entered
orders authenizing the Debtors to, among other things, pay substantially all of the Debtars’ prepetition wages and
certain benefits w employees, pay certain prepetiton Claims held by trade vendors deemed by the Debtors to be
“entical” to the operation of their business, and pay certain pre-petition tax obligations

2. Stabiizing Opcrations. The Debtors devoted substantial cfforts to responding to the disruption 1o
their businesses caused by the commencement of the Chapter 11 Cases and stabihizing their business operations In
that regard, the Debtors engaged mn in-depth and detailed communications with critical suppliers and customers and
employees to provide them with an understanding of the Debtors’ financial situation and general plan for emergence
from chapter 11 As a result, the Debtors believe that they have generally controlled the adverse impact of the
vormmnencement of the Chapter 11 Cases

3 Cash Collateral On June 23. 2003, the Bankruptcy Court entered the Final Order Authortzing Use of
Cash Collateral By Consent (the “Cash Cotlateral Order™) Pursuant to the Cash Cotlateral Order, the Debtors were
authorized to use cash collateral of the Sentor Lenders in the ordinary course of business in accordance with an
agreed upon budget that 1s updated throughout the Chapter 11 Cases On June 26, 2003, the Bankruptcy Court
appraved the First Amended Cash Collateral Order On December 18, 2003, the Bankruptcy Court approved the
Second Amended Cash Collateral Order On March 1, 2003, the Bankruptey Court approved the Stupulation and
Consent Order Extending the Expiration Date of the Second Amended Final Order Authonizing Use of Cash
Collateral by Consent

4, The Key Employee Retention Program. Prior to the Commencement Date, the Debtors
implemented a key employee retention program This program was designed to stem employee attrition and
increase morale In connection with the restructuring process, the Debtors have sigiificantly reduced the employee
headcount, which has had the attendant affect of increasing employees’ concerns that their jobs may not be secure
The ommencement of the Chapter 11 Cases exacerbated this situation  As a result, on August 11. 2003, the
Debtors filed 2 Motion for an Order Approving and Authorizing the Key Employce Retention Program (the “KERP
Motion”)  On August 22, 2003, the Bankruptey Court approved the KERP Motion as 1t related to certain priority
key employees On September 4, 2003, the Court approved the KERP Motion as 1t related to all remainmng key
employees {other than the top ten executives) On September 29, 2003, the Bankruptcy Court approved the KERP
Motion as 1t related to three addimional key employees (other than the top s1x executives) On November 7, 2003, the
Bankruptcy Court approved the KERP Motion, as it relates to the top six executives

5. Retention of an Operational Restructuring Advisory Firm. In connection with the negotiations
between Lhe Debtors and the Semor Lenders regarding a restructuring plan, the Semior Lenders requested that the
Debtors retamn a restructuring advisory firm to assist the Debtors in their operational restructuring  Afler extensive
discussions with the Semor Lenders and significant internal consideration, the Debtors deternuned that retamning the
services of such a firm was desirable In that regard, the Debtors located a number of potential andidates, which
were based on referrals from the Senior Lenders and other parties, fo interview for the position  After conducting
cxtensive nterviews of each candidate, the Debrors selected Impala Pariners LLC (“Impala”) to be the Debtor’s
Operational Restructuring Advisory Firm  Accordingly, on July 11, 2003, the Debtors filed the Motion to Approve
the Services Agreement with Impala, and on July 29, 2003, the Bankruptcy Court approved the Scrvices Agreement
with Impala on an mterim basis  The Services Agreement was approved by the Bankruptcy Court on a final basis on
October 14, 2003 Impala focused its efforts analyzing the Debtors’ business operations including its cost structure,
working with the Debtors’ management team to determime the long-term strategic business plan for the Debtors and
preparing, such business plan

6. Other Professionals To assist them in carrying out their duties as debtors 1n possession and (0
otherwise represent their interests 1n the Chapter 11 Cases, the Debtors employed, with authonzation from the
Bankruptcy Court the following professionals  Kirkland & Elis LLP as counsel, Greenhll& Co. LLC
(“Greenhill™) as financial advisors and investment bankers, Emst & Young LLP as auditors, and Bankruptcy
Management Corporation as noticing and ballot agent Nationwide, the Debtors employ numerous attoreys and
other professionals to represent or assist them n a vanety of situations  Such professionals are referred to as
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“Ordinary Course Professionals.” By Order of the Bankruptey Court dated May 14. 2003, (the “OCP Order™), ©
prevent loss of professional services and disruption to their operations, the Debtors were authorized to employ and
pay Ordinary Course Professionals for post-Commencement Date services required to assist and advise the Debtors
m the operabion of their busmesses and to defend the Debtors in martters ansing 0 the ordinary course of the

Debters” businesses  Puisuant to the OCP Order, the Debtors have the right to amend the list of retatned Ordinary
Course Professionals

7. Settlement with Certain Senior Lenders Prior to the commencement Date, pursuant 1o a notice
properly issued under the Credit Agreement. dated June 20, 2002 (the “2002 Funding Notice™), the Debtors
requested an advance by the Semior Lenders of the remaiming portion of the then unfunded Revelving Loan
Commitments (as defined n the Credit Agreement) Bayenische Hypo-und Veremsbank AG (“Bayerische™), Bank
Austrna Creditanstalt Corporate Finance, Inc (“Bank Austria™} and Dresdner Bank AG {“Dresdner and togcther with
Baycnische and Bank Austria, the “Defaulting Lenders™) declined to fund theirr respective pro rata share of such
unfunded Revolving Loan Commitments The Defaulting Lenders’ refusal to fund their respective pro rata share of
the 2002 Funding Notice resulted 10 a dispute between the Defaulting Lenders and the Debtors refating to the
Defaulting Lenders’ respecuve obhigations under the Credit Agreement to honor the 2002 Funding Notice (the
“Funding Dispute™ Omn July 29 2003, the Bankmpicy Court approved of the terms of that certan Settlement
Agreement and Release, dated as of July 15, 2003, among the Debtors, Bayernische and Bank Austria, setthing the
Funding Dispute as it relates to Bayenische and Bank Ausiria  On November 19, 2003, the Bankruptcy Coust
apptoved of the terms of that certain Scttlement Agreement and Release, dated as of October 24, 2003, between the
Debtors and Dresdner, setthing the Funding Dispute as 1t relates to Dresdner

8. Settlement with Level 3 Communications Subsequent to the Commencement Date, and after
extensive negotiations, the Debtors resolved a complex dispute with Level 3 Commumcations LLC (*Level 37), the
Debtors’ laigest customer  This dispute was related to, among other things, alleged breaches by the Debtors of that
certam Integrated Network Selution Purchase Agreement (the “INSPA™), between ATCW and Level 3 (as successor
in nterest to Genwty Solutions, Inc ), and alleged achions taken by Level 3 with regard to their activities 1n
connecticn with the INSPA  As a result, subject {o Bankraptcy Court approval, ATCW and Level 3 have entered
to that certain Confidenual Settlement Agreement and Mutual Releasc, dated as of February 27, 2004 (the *Level
3 Settlement Agreement”) The Debtors anticipate that XO wall join as a party to the Settlement Agreement On
March 5, 2004, the Debtors filed a Motion of the Debtors for an Order, Pursuant to {A) Rule 9012 of the Federal
Rules of Bankruptey Procedure, Approving the Confidential Settlement Agreement and Mutual Relcasc, Dated
February 27, 2004. Among Level 3 Commumications, LLC and the Debtors, (B} Section 363 of the Bankruptey
Code Authorizing the Transfer, as a Part of Such Settlement, of Certain Assets Free and Clear of Liens, Claims and
Encumbrances, and () Section 365 of the Bankruptey Code, Approving and Authorizing, as a Part of Such
Settlement, the Assumption and Assignment of an Executory Contract (the “Leval 3 Monon™) The Level 3 Motion
1s set tor a hearing on March 25, 2004

C. ANALYSIS OF UNEXPIRED LEASES AND
EXECUTORY CONTRACTS AND RELATED TRANSACTIONS

Shently afier the Commencement Date, the Debtors, together with their attorneys, commenced the
process of reviewing and analyzing each of therr unexpired leases and executory contracts to deterrmne which, 1f
any, of such leases or contracts should be assumed or rejected during the Chapter i1 Cases In that regard, the
Debtors have filed motions to reject numerous burdensome executory contracts and unexpired leases  The Debtors
are continuing to review their executory contracts and unexpired leases  As a result, the Debtors anticipate that pnor
1o the Confirmation Date, they may file addihonal motions to assume beneficial cxecutory contracts and unexpired
leases or reject additional burdensome executory contracts and unexpired leases

I. Personal Property Leases and Other Executory Contract Rejections  As part of the
aforementioned review and analysss, the Debtors analyzed their personal property lease portfolio  To date, the
Bankruptcy Court has authonzed the Debtors’ rejection of approximately 26 personal property leases and 369
executory contracts As a result, with respect to the personal property leases, the Debtors have realized savings of
approxumately $21,000 per month and over $343,000 1n total ‘With respect to executory contracts, the Debtors have
realized savings of approximately $814,000 per month and over $1!1 milhion i total



2. Nonresidential Real Property Leases; Extension of Time to Assume or Reject. On the
( ommencement Date, the Debtors were parties to 120 unexpired leases of nonresidential real property Pursuant to
section 365(d)(4) of the Bankruptcy Code, absent an extension of time by the Bankruptcy Court, the Debtors were
required te assume or reject their unexpired leascs of nonresidential real property on or before July 14, 2003 By
order dated July 2. 2003, the Bankruptcy Court extended the Debtors” ime to assume or reject their unexpired leases
through and ncluding January 14, 2004 By order dated January 9, 2004, the Bankruptcy Court extended the
Debtors’ time to assume or reject their unexpired leases through the date of confirmation of a plan of reorganization
Smee the Commencement Date, the Debtors have rejected approximately 36 unexpired leases of nonresidential real
property, which has reahized approximarely $716,000 of monthly gross savings for the estates and over $4 4 nullion
of savings m teral  As of the date hereof, the Deblors are parties 1o approxuuately 85 unexpired leases of
nonresidential real property

3 Collective Bargaining Agreements. STFI employs 91 employees who are covered by one of the two
collective bargaiming agreements entered into by a predecessor m interest to ST, with (a) IBFW Local 3, dated
May 10, 2001, and (b) IBEW Local 164, dated August 15, 2002 The Debtors arc contining to analyze these
collective bargaiming agreements and their impact on the Debtors’ reorgamzation  The Debtors anticipate that prior
to the Jrutial Effective Date such analysis will he completed

D. CLAIMS PROCESS AND BAR DATES

1  Schedules and Statements. On or about July 15, 2003, the Debtors filed thesr Statements of Financial
Aftairs, Schedules of Assets and Labilities, Schedules of Executory Contracts and Unexpired Leases and Lists of
Faquity Sccurity Holders {(collectively, the “Schedules™) wrth the Bankruptcy Court for 29 of the Debtors On Huly
22, 2003, the Debtors filed the Scheduies for the remaimmyg 10 Debtors On September 5, 2003, the Debtors filed
supplements to Schedule F for 29 of the Debtors and supplements to Schedule G for two of the Debtors

2. Bar Dates

{a) Bar Date for Filing Provls of Claim In accordance with the provisions of the Bankruptcy
Code and Bankrupicy Rules, the Debtors requesied that the Bankruptey Court 1ssue an order (the “Bar Date Order™)
establishing the date (the “Bar Date™) by which proots ot Claims against the Debtors are to be filed in the Chapter
it Cases Addiuonally, the Debtors requested that the Bankruptcy Court direct that Claims ansing from the
rejection of executory contracts and unexpired leases subsequent to the relevant Bar Date are to be filed no later than
thirty days afier wsuance of an order authonzing rejection By Order dated September 23, 2003, the Bankruptey
Court approved the Debtors requests and authorized a Bar Date of November 26, 2003 Nouce of the Bar Date was
published 1n USA Today (National Edition) and posted on the Debtors™ website (http  www alex com)  Proof of
Claim forms were mailed to all known Holders of Claims on or about September 30, 2003, approximately 57 days
hefore the Bar Date

(b) Administrative Expense Claims Bar Date  The Bankruptcy Court has fixed the date that 15
the forty-fifth (45™) day following the Inmial Effective Date as the deadline by which eteditors must file reguests for
allowance of Admimstrative Expense Claims The Administrative Expense Claims Bar Date applies to all unpaid
Admunistrative Expense Claims anising from and afier the Petition Date through and including the Imitial Effective
Date, except for (1) Adounistrative Expense Claims of professionals retatned pursuant to sections 327, 328 and 1103
of the Bankruptcy Code, (u) expenses of members of the Creditors Commmutiee, (1) all fees payable and unpaird
under 28 U S € § 1930, and (1v) any fees or charges assessed agamst the estates of the Debtors under 28 USC
§ 123 The Debtars have given notice of the Administrative Expense Claims Bar Date by First Class United States
Mail to (1) all parties who have requested notice pursuant to Bankmptcy Rule 2002, (1) the Umited States Trustes,
{i1) counsel to Creditors Comnuttee, {1v) counsel to the Senior Lenders, (v) all of the Debtors’ lessors and any party
who has provided post-Commencement Date goods or services to the Debtors, and (vi) alt other parties known by
the Debtors that may hold Admmistrative Expense Claims  In addition to serving the notice on the foregong, 1n
order to provide notice of the Admimistrative Expense Claims Bar Date to unknown Creditors m accordance with
Bankruptcy Rule 2008, the Debtors will also publish notice of the Adnumistrative Expense Claims Bar Date n the
National Edition of USA Today within 10 days of the fmtial Effective Date
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E DEVELOPMENT OF BUSINESS PLAN AND INITIAL PLAN NEGOTIATIONS

1. Busmess Plan Afier achieving an mmtial stabihization of their busmess operations dunng the early
stages of the Chapter 11 Cases, the Debtors engaged (n an extensive review and evaluation of the constituent parts of
their business n the context of formulating a long-range business plan (the “Busmess Plan™) and, eventually, a plan
of reorgamization

2. Initial Plan Negotiations

Shortly after the Commencement Date, the Debtors commenced negotiations with the Seror
Lenders regarding a stand-alone restructuring of the Debtors’ businesses, On May 22, 2003, the Debtors met with
the Senior Lenders to discuss the terms of such stand-alone restructuring  Based on the meeting and the views and
information exchanged 1 connection therewith, on June 11, 2003, the Debtors provided the Semor Lenders with a
term sheel for a stand-alone restructuring, which was intended to act as the foundation for a chapter |1 plan of
reorgamzalion As set forth above, the Debtors engaged Impala as their chief restructuning officer  Impala, together
with the Debtors” management team. began preparing the Deblors’ strategic long term business plan  The Semor
Lenders were reluctant to engage 1n meaningful plan negotiations until after the Debtors busmess plan was
substantially complete  On July 30, 2003, the Debtors’ management team and Tmpala met with the Semer Lenders
and provided them with an update on the Debtors' progress with respect to the preparation of the business plan and
the sigmficant and beneficial operational changes and cost cutting measures that the Debtors had implemented On
July 31 2003, the Debtors” management and Impala made a simitar presentation to the Creditors Commuttee

On {a) September 19, 2003 and (b) September 22, 2003, the Debtors’ management and Impala
separately met with the Semor Lenders and the Creditors Committee to provide both constituencies wath the
proposed business plan for a reorganized Allegiance Thereafter, the Debtors and the Semor Lenders (but not the
Creditars Camtnittee commenced meamngful negotiations over the terms of a stand-alone restructuring plan - After
exlensive negotiations, the Debtors and the Semor Lenders agreed to the terms of a stand-alone restructuring plan
After obtaming the support of the Senor Lenders, the Debtors presented the plan to the Creditors Commuttze to
garner 1ts suppert therefor The Creditors Commuttee did not support the stand-alone plan, as the terms of the stand-
alone plan provided unsecured creditors with a de minimis recovery The Debtors determined that a sale transaction
mught provide greater value ta the Debtors’ creditors In an effort to find a plan alternative that might win the jomt
support of the Semor T enders and the Creditors Commmttee, the Debtors investigated their options for selimg thewr
businesses

F. EVALUATION OF OFFERS TO PURCHASE THE DEBTORS

Dunng the course of the chapter 11 proceedings, the Debtors received varying degrees of interest
from third parties regarding a potential purchase of substantsally all of their businesses Two parties dehvered letters
of intent to the Debtors Representatives of the Debtors met with these parties to gauge the level of therr respective
interest Based on these meetings, the Debtors directed their management team and professionals to establish a
process that would enable all interested parties to conduet business and legal due diligence in connection with a
potential sale transaction Al the same time, the Debtors met with any and all parties who expressed nterest in
acquiring the Debtors businesses and permitted them to conduct due diligence in a hmited and less formal manner

After consultmg with the Semor Lenders and the Creditors Commmttee and collectively
determining that the Debtors could realize greater value through a sale transaction, the Debtars determuned 1t was m
the best interests of their estates to authonze their management team and professionals to commence negotiahions
regarding a poteniial sale transaction (while finalizing the negotiations (which as described above were finalized)
with the Semor Lenders regarding a potential stand-alone restructurmg)  On October 17, 2003, the Debtors’
financial advisors, Greenhill, sent a letter (the “Stalking Horse Letter’) to each of the three most mterested potential
brdders 1nviting them to submit non-binding offers for the Debtors’ businesses In exchange for the receipt of such
non-bimding offers, the Debtors agreed to provide such mterested parties with certan access to the Debtors’
management, financial advisors and facilities to supplement their due diligence and evaiuation of the Debtors’
businesses
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On CGetober 21, 2003, m response to the Stalking Horse Letter, two of the three parties (the
“Potential Stalking Horse Bidders™) submitted non-binding offers to purchase substantially all of the Debtors’
busincsscs  Based on a companson of these non-binding bids to the negotiated stand-alone restructuring plan, the
Debtors determuned that 1t was n the best interests of their estates to attempt to negotate a “stalking horse” asset
purchase agrcement with the Potential Stalking Horse Bidders. Accordmgly, the Debtors and their professionals
commenced negohiations with each of the Potential Stalking Horse Bidders with respect to an asset purchase
agrecement

Fhe negotiations wath cach of the Potential Stalking Horse Bidders were extensive and conducted
i good faith and at arm’s-lcngth  In addition, the Debtors communicated their progress and provided multiple
drafts of the respective asset purchase agreements to each of the Semior Lenders and the Creditors Committee At

the conclusion of these negonations with the Potential Stalkmyg Horse Bidders.8 the Debters considered, among
other things. the value of the offers, the financing of the offers and the conditionality of both agreements  After
cxtensive deliberation regarding the ments and nisks of both asset purchase agreements, the Debtors determined that
1t was mn the best interests of the estates to select Qwest Communications International, Inc (“Qwest™) as the
stalking horse bidder On December I8, 2003, the Debtors exceunted an asset purchase agreement with Qwest (the
“Qwest Purchase Agreement”) On Janvary 9. 2004, the Court approved an order (the “Bid Procedures Order™)
establishing the bidding procedures and the date of an auction for the sale of the Debtors and approving the break-up
fee (the “Break-Up Fee™) and related tid protections contemplated in the purchase agreement

G. AUCTION AND XO'S SUCCESSFUL BID 10) PURCHASE THE DEBTORS

On February 9, 2004, the Bid Deadhne establishcd pursuant to the Bid Procedurss Order, XO
submuitted the only Qualified Bid (as defined n the Bid Procedures Order) for the purchase of substannally all of the
Debtors’ assets  Accordingly, the Debtors commenced an aucnion for substantially all of the assets of the Debtors in
the New York offices of Kirkland & Ellis LLP, Citigroup Center, 153 East 53" Sireet, New York, New York on
February 12, 2004 At the conclusion of the auction, after over twenty hours of bidding, the Debtors, 1n consultation
with the Senior Lenders and the Creditors Committee, determined that XO had submitted the “highest and best” bid
for the Acquired Asscts

On February 19, 2004, the Bankruptcy Court considered, wter alia, the Debtors’ sale of the
Acquired Asscts to XO, and the assumption of the Assumed Liabilities by XO 1n accordance with the terms and
conditions of the Purchase Agreement On February 20, 2004, the Bankruptcy Court entered the Sale Order, which
among other things, approved the sale of the Acquired Assets to XO 1 accordance with the erms and conditions set
forth 1 the Sale Order and 1n the Purchasc Agreement Unless an Early Closing Election (described below) 1s made,
the Confirmation Order shall provide any other Bankruptcy Court authorizations necessary ot required to
cunsummate the purchase and sale of the Acquired Assets to XO, the assumption of the Assumed Liabihties and all
transactions contemplated 1 connection therewith, on the terms and conditions set forth 1n the Purchase Agreement
and the Plan, provided, however, that 1n the event of any inconsistency between the Purchase Agreement and the
Plan, the terms of the Purchase Agreement shall control

The summary of the Purchase Agreement set forth below 15 qualified i 1ts entirety by reference to
the provisions of the Purchase Agreement In the event of any inconsistency between the terms of the Purchase
Agreement and this Disclosure Statement, the terms of the Purchase Agreement shall control

8  The Debtors received two additional non-binding offers from third partics The Debtors shared these offers
with each of the Semor Lenders and the Creditors Commuttee  The Debtors expended sigmficant time and
effort negotiating with these third parties, however, due to their late entry mto the process and the structure of
therr bids (wlich were not optrmal as compared with the structure of the bids recerved from the Potential
Stalking Horse Bidders) the Debtors focused their efforts on the Potential Stalking Horse Bidders, but,
nevertheless, continued to communicate and share mformation with these third parties throughout the
negotiations
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1. X0

X0 15 a leading independent broadband telecornmunications services provider that markets a
comprehensive ammay of telecommunications services, including local and long distance voice, Internetl aciess,
private data networking and hosiing services

X0 provides business customers with a comprehensive array of telecommunications services,
mcluding local and long distance voice, Internet access. pnivate data networking and hosting services  XO’s services
are desagned to be provided through 1ts network assets, which are capable of carrying high volumes of all types of
telecommunications traffic  XO markets 1ts services pnimanly to business customers, including small and nuddle-
market businesses, Fortune 500 compames, and varner and wholesale customers  XO's services include voice
services, data services and ntegrated vowee and data services X0 conducts 1ts busimess prmarily through the more
than 70 subsidiaries that it owns and manages

2. XO’s Business Operations

The mitial predecessor entity of X0 was formed as a Washington himited partnership in 1994 In
1995, that entity merged inta a Washington imited hability company that became known as “NEXTLINK
Communications, I 1.C ™ In January 1997, NEXTLINK Communications, L L C merged into NEXTLINK
¢ ommunications, Inc , a Washington corporaton, which 1o June 1998 reincorporated 1in Delaware under the same
name On June 16, 2000, 1n connection with the acqusition of Concentnic Network Comporation, NEXTLINK
Commumcations, Inc merged with and 1nto a new corporation and that corporation, as the surviving corporation m
the merger. changed its name to NEXTLINK Communications, Inc On September 25, 2000, NEXTLINK
Commumcations, Inc began doing business as X0 Commumcations™ and, on October 25, 2000, changed 1ts name
to X0 Commumications, Inc

On June 17, 2002 X0O filed for protection under chapter 11 of the Bankruptcy Code i the United
States Bankruptcy Court for the Southern District of New York On November 15, 2002, the Bankruptcy Court
confirmed XO’s plan of reorgamzanon, and, on January 16, 2003, XO consummated the plan of reorgantzation and
emerged from 1ts Chapter 11 reorganization proceedings with a sigmificantly restructured balance sheet In
December 2001, X0 voluntarily delisted 1ts pre-petition class A common stock from the Nasdag National Market,
which was traded under the symbol *XOXG", and, on December 17, 2001, began trading on the Over-the-Counter
Bulletin Board, or OTCBRE  As of January 16, 2003, X(O’s pre-petition class A common stock stopped trading on the
OTCBB and all mteresis in XO's prepetition class A common stock were terminated pursuant to the plan of
reorganization The shares of common stock 1ssued by the reorganized X0 pursuant to its plan of reorganization
began trading i January 2003 on the OTCBB and in the Pink Sheets under the symbol “XOCM OB” shortly after
the first distribution of common stock pursuant to 1ts plan of reorgamzation

3  Significant Provisions of the Purchase Agreement

(a) Early Funding Date. The Purchase Agreement contemplates that upon the sausfaction of
ccrtamn of the conditions 1o clesing (including, without Linaitation, the expiration or early termnation of any waiting
peniod under the Har-Scolt-Rodino Antitrust Improvements Act of 1976, as amended (the “HSR Act™)) and the
receipt by the parties of FCC Consent (as defined 1n the Purchase Agreement) (the “Early Funding Date™), XO shall
transfer the Purchase Price (as described below) into escrow, and XO shall commence operating the Acquired Assets
pursuant to the Operating Agreement subject to the Debtors’ ultimate control and as required under applicable law,
At the Closing the Purchase Price will be released from escrow to ATI (on behalf of the sellers) and title of the
Acqured Assets shali pass to XO

(b) Purchased Assets. At Closimg, the Debtors agree to sell to XO, free and clear of all Liens
and Liabilities (other than certain Permitted Liens) and Interests (as defined m the Sale Order) and XO agrees to
purchase from thc Debtors the Acquired Assets, which mclude, among other things, the following by way of
summary only (1) the Equpment (as defined in the Purchase Agreement), {11} all Communications Licenses and any
other Licenses (as defined in the Purchase Agreement), (1) the Assumed Contracts (as defined i the Purchase
Agreement), (1v) all equity interests mcludmg capital stock held by ATCW 1n each of ts direct and indirect
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subsidiaries (except STFI), (v) certam Claims, (v1) any hooks, records files or papers of the Debtors (excluding
STFI), and (vn) the Intellectual Property (as defined in the Purchase Agreement)

(v) Excluded Assets. The Purchasc Agreement provides for Excluded Assets wcluding, among
aothers, Cash and Cash Equivalents assets used primanly in the Shared Hosting Busmess, STFI, the Owned Real
Property, and the Avoidance Actions and ather Causes of Action

{d} Assumed Liabilities On the Closing Date, XO shall assume, amiong athers, the following
Liabilities of the Deblors (1) certain Liabilimies arising out of or relating to the ownership of the Acquired Assets and
the operation of the Business by XO or any of 1ts assignees after the Early Funding Date, (n) certamn Liabilities
under the Assumed Contracts ansing post-Commencement Date, (1) certain Liabilities under trade accounts
payable arising in the Ordinary Course of Business ansing afler the Early Funding Date(1v) Liabihties for fifty
percent (50%) of any and all Transfer Taxes due as a result of the transactions contemplated by the Purchase
Agreement, 1f any, {v) certain Liabilities for severance costs, and (1} certain Liabilities associated with customers of
the Business arising after the Early Funding Date

(e) Excluded Liabilities The Purchase Agrecment provides that the Excluded Liabihties are not
assumed by XO, including, among others, (1) any Iiabihties anising out of or 1 connection with any indebtedness of
the Debtors to themr lenders, noteholders or otherwise, (11} Liabilities related to the Owned Real Property. (i)
Liabiliues related to STFI or the Shared Hosting Business (as defined in the Purchase Agreement), (1v) all Liabiiities
arising from or relaung to the emplayment, or termmnation of employment, of any of the Debtors’ employees,
mcludimg pursuant to Employee Benefit Plans (as defined 1n the Purchase Agreement}, other than those specifically
assumed pursuant to Section 2 3 or 6 R of the Purchase Agreement, and (v) any Liabilities that anise, whether before,
on or after the Closing, out of, or 1 connection with, the Excluded Assets, mcluding any contract that 1s not an
Assumed Contract

{fy Early Closing Election, Al any time prier to the Closmg, the Debtors may deliver an
election {an “Larly Closing Election”) to XO that the Debtors choosc to close the transactions contemplated by the
Purchase Agreement pursuant to an asset sale rather than a sale of stock of the subsidiaries of ATCW X0 shall be
entitied to make an Early Closing Election (1) 1if the Debtors fail to comply with the tmelime on Exhibit J to the
Purchase Agreement, or (1) any tune from and after June 30, 2004

(g) Purchase Price. In consideration for the Acquired Assets, and subject to the terms and
conditions of the Purchase Agreement, X0 shall (a) pay to ATT (on behalf of the Debtors) in immediately available
funds, by wire transfer to an account or accounis designated by ATI an amount in cash equal te $311,200,000
(subject to adjustment), (b) deliver 45,380,000 shares of common stock of XO, par value § 01 per share (the
“X( Common Stock™) (subject to adjustment for stock sphits, stock drvidends, sharg exchanges, recapitahizations,
share combmations and reorgamzations and other symilar transactions afier the date of execution of the Purchase
Agreement) ((a) and (b) are referred to heremn as the “*Purchase Pricc™), and (¢} assume the Assumed Liabthines

(h) Conditions to Closing:

(1 Approval of Plan Unless there has been an Earty Closing Election, all conditions to the
“Tniial Effective Datc” sct forth in the Plan (as defined m the Purchase Agreement)
(including the entry of the Confirmation Order {as defined in the Purchase Agreement) by
the Bankruptcy Court) shall have been satisfied, or duly waived with the express wniten
consent of X0, 1n accordance with the applicable provisions of the Plan and the
transactions contemplated by the Plan to occur on or prior to the Closing shall have been
ot shall be consummated sunultaneously with the Closing in accordance with the Plan

() HSR and FCC Consent Any applicable waiting period under the HSR Act shall have
expired or shall have been earhier termimated. In addibon, the parties shall have recerved
the FCC Consent (as defined n the Purchase Agreement)
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(in) Non-Transferred Assets The Non-Transferred Assets shall have been retained by the
Debtors

(v} Scllers’ Deliveries The Debtors shall have delivered to XO all iems set forth 1n Section
3 1{b} of the Purchase Agreement

{v) Buver’s Deliverics X O shall have delivered to the Debtors all tems set forth in Section
3 1(c) of the Purchase Agreement

4. Business Justifications for the Sale The Debtors’ Chapter 11 Cases have been pending for mne
months  During that tme penoed, the Debtors have worked diligently to reduce operaung expenses, dispose of
unprafitable operations. develop strategre imtiatives for the foundation of a chapter 11 plan and perfonn valuations
with respect 1o their assets

The Sale Transaction provides the Debilors with a known amount of proceeds ta be distributed to
creditors pursuant to a plan of reorgamzaton Moreover, since the sale of the Debtors’ assets was subject to higher
and better offers, the Debtors have been ensured of realizing the best price obtanable for the asscts

Immediately after the entry of the Sale Order, the Debtors engaged 1n arms-length negotiations
with the Senior Lenders. the Creditors Commnuttee, X0 and other partics in interest regarding the terms of a chapter
11 plan  During the course of these negotiations, thc Debtors have shared all relevant finanual and other
mformation with the Creditors Committee, the Scmior Lenders and XO and have consulted with these parties prior to
taking any signmficant actions related to resolution of the outstanding chapter 11 plan i1ssues  As a result of
protracted negotiations and having resolved, compromised and settled the sigrmficant and complex disputes existing
betwezen and among the Debtors and the major creditor constiluencies, the Debtors have formulated and filed the
Plan, which 15 supported by the Semor Lenders and the Creditors Commmttee

V. THE PLAN OF REORGANIZATION

This Section of the Dhsclosure Statement summarizes the Plan, which 1s set forth mn 1ts entirety as
Exhibit A herete  This summary 15 qualified m its entirety by reference to the Plan  YOU SHOULD READ THE
PLAN CAREFULLY AND IN ITS ENTIRETY BEFORE VOTING TO ACCEPT OR REJECT THE PLAN,

The Plan provides for the hgmdation and discharge of all the debt from the Debtors® capital
structure  Specifically, the Plan provides for the cancellation of approximately [S477 8] mllion of debt under the
Credit Agreement and approxumately [$668 7] mulhion of the Semor Notes and Semor Discount Notes The Plan
further provides for a distribution of XO Common Stock and New STFI Commion Stock to ATLT for the benetit of
Holders of Allowed Unsecured Claims The Debtors behieve that through the Plan, Holders of Allowed Claims will
obtain a greater recovery from the cstates of the Debtors than the recovery that they would recerve if the assets of the
Debtors were hiquidated under chapter 7 of the Bankruptey Code

The Plan 15 annexed hereto as Exhibit A and forms a part of this Disclosure Statement  The
summary of the Plan set forth below 1s qualified m 1s entirety by reference to the provisions of the Plan

A. RATIONALE UNDERLYING PLAN TREATMENT OF CI.ATMS

The terms of the Plan are the result of arm’s-length negotiations among the Debtors, the Creditors
Commttee, certain Holders of Semor Lender Claims and the ATI Notes Trustees In that regard, the Plan
incorporates certain compromses and settlements with respect to the following 1ssues (1) the proofs of Clam filed
by the ATI Note Trustees Tegarding the amount and nature of the Claims held by the Holders of ATI Note Claims,
{11) whether Holders of ATI Note Claims are entitled to an equitable lien on certain assets of the Debtors as a result
of certain hens and guaranties granted by the Debtors 1o the Semor Lenders, (1) whether the Holders of Semor
Lender Claims have a lien on the Unencumbered Cash (as defined below), {1v) whether the Holders of ATI Note
Claims are entitled to equal and ratable guarantees from each of the Debtors, (v) the recharactenization of or
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