UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK

............................... X
Inre: 101-12655-260
101-12658-260

PT-1 COMMUNICATIONS, INC. 101-12660-260
PT-1 LONG DISTANCE, INC.
PT-1 TECHNOLOGIES, INC., Chapter 11

Debtors. Jointly Administered
............................... X

ORDER SPECIFYING PROCEDURES, TERMS
AND CONDITIONS FOR ASSET SALE
AND SCHEDULING AUCTION AND SALE HEARING!

Upon the Motion (the"‘Motion”) of PT-1 Communications, Inc., PT-1 Long Distance, Inc.
and PT-1 Technologies, Inc., the debtors and debtors-in-possession in the above captioned Chapter
11 proceedings (the “Debtors™), for, inter alia, an order (the “Procedures Order”) pursuant to
§§ 105, 363(b), (f), (m) and 365 of Title 11, United States Code (the “Bankruptcy Code”),

substantially in the form hereof, inter alia:

(a) approving (i) the terms and conditions for submitting offers for the
purchase of substantially all of the Debtors’ Assets (collectively, the
“Acquired Assets”as defined in the Motion); (ii) the right of MCI
WorldCom Network Services, Inc. (“WorldCom™) to credit bid, and
(i) a breakup fee in the amount of $750,000.00 payable to
WorldCom should WorldCom not be the approved buyer by virtue of
a higher or better offer for the Acquired Assets being accepted and a
closing thereon having occurred,;

ﬁ‘,{? - (b)  designating the form, manner of, and parties to receive, notice with
CMS — respect to the Procedures Hearing (as defined below); and
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(c)  granting to the Debtors such further relief as may be just and proper;

and an order to show cause dated January 22, 2002, having been entered by this Court scheduling:
(i) a hearing with respect to entry of this Procedures Order (the “Scheduling Order™), and (ii) a
further hearing on the Motion for the sale of the Acquired Assets; and this Court having held a
hearing on January 29, 2002 (“Procedures Hearing”) to consider approval of the terms and conditions
for bidding on the Acquired Assets; and it appearing from the affidavits of service on file with this
Court that due and timely notice of the Motion and the Procedures Hearing has been given in
accordance with the Scheduling Order to all parties entitled thereto; and a hearing on the Motion
having been set by the Scheduling Order for March 7, 2002 (the “Sale Hearing”) at which time the
Debtors will seek authorization to sell the Acquired Assets, and upon the record of the Procedures
Hearing; and due deliberation having been had, and sufficient cause appearing to me therefor, it is

NOW, on motion Angel & Frankel, P.C., attorneys for of the Debtors,

ORDERED, ADJUDGED, DETERMINED AND DECREEDY?, that:

1. Good and sufficient notice of the Motion and the relief sought therein with respect to
the Procedures Hearing has been provided and any other requirement for notice be, and hereby is,
dispensed with and waived.

2. Offers for the Acquired Assets shall be accepted only if they meet the requirements

outlined by the Debtors” Bidding Procedures guidelines annexed hereto as Exhibit “1” (“Bidding

Procedures™)

2 Findings of fact shall be construed as conclusions of law and conclusions of law shall
be construed as findings of fact when appropriate. See Fed. R. Bankr. P. 7052. Statements made
by the Court from the bench at the hearing shall constitute additional conclusions of law and findings

of fact as appropriate.

2 IMANAGE:$3301.5



3. The Bidding Procedures are hereby approved in their entirety.

4. The advertisement format in the form of Exhibit “2” annexed hereto is hereby
approved.

5.  The proposed notice of the Bidding Procedures and Sale and Procedures Motion are
sufficient.

6. The form of the Asset Purchase Agreement, annexed to the Motion as Exhibit “A” is
hereby approved.

7. The form of the Management Agreement, annexed to the Motion as Exhibit “C” is
hereby approved.

8. The Debtors shall serve a copy of this Procedures Order, the Motion and Exhibits,
upon the persons and in the manner specified in the Bidding Procedures and this Procedures Order.
Such service shall be deemed good and sufficient notice of this Procedures Order, the Motion, and

all proceedings to be held thereon.

9. The Court shall hold an Auction in accordance with the Bidding Procedures at the
United States Bankruptcy Court, Eastern District of New York, 75 Clinton Street, Brooklyn, NY
11201, on March 7, 2002 at 10:00 a.m. Any person seeking to participate as a bidder at the
Auction shall comply with the Bidding Procedures.

10.  No representations are made by the Debtors. Bidders shall be deemed to rely solely
upon their own independent due diligence, review, inquiry and analysis of the Acquired Assets.

11.  For purposes of the Auction and Sale Hearing, the WorldCom Claim in the amount
of $106,373,824.42 shall be deemed an allowed secured claim which WorldCom shall be authorized

to credit bid pursuant to Section 363(k) of the Bankruptcy Code, as limited by the Motion. The
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WorldCom Claim has a minimum value of $75,000,000, with an additional value dependant on
increased bidding at the Auction.

12. WorldCom and TTI National, Inc., WorldCom’s designee, are hereby found to be
good faith purchasers and qualified bidders.

13.  IfWorldCom is the successful bidder, at the Closing, the Asset Purchase Agreement,
the Management Agreement and WorldCom’s rights under the Sale Order shall be assigned to TTI
National, Inc. , without the necessity for the further approval by this Court or the execution of any

other agreements.

14. The Pre-Closing contemplated by the Asset Purchase Agreement shall constitute
substantial consummation of the sale of the Acquired Assets to WorldCom (or any other successful
purchaser if they so elect) for all purposes, including, without limitation, § 363(m) of the Bankruptcy

Code.

15.  Each bidder shall be required to satisfy to the Debtors and the Court that it has
financial ability to fulfill its obligations in the event its offer is accepted.

16.  The Debtors reserve the right to reject any offer which in their discretion is deemed
inadequate or insufficient or which is contrary to the best interests of their bankruptcy estates and

their creditors.

17.  No offer shall be deemed accepted until an order of this Court is entered approving

such sale.

18.  In the event that a purchaser other than WorldCom is the successful bidder for
substantially all of the assets of the Debtors, the Releases and Waivers granted to the Debtors, the

Committee, WorldCom, STAR and the STAR Committee and their respective related parties shall
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remain effective as of the Closing of such sale. The form of such Releases and Waivers to be
executed and delivered by the parties shall be agreed to by no later than February 15, 2002. If the
parties cannot agree to the form and content of the Releases and Waivers, then in such event, this
Court will hold a hearing to resolve such issues consistent with the terms of the Proposal (as defined
in the Motion). In accordance with the Proposal, the release and waiver shall not release any
unintended parties, including without limitation, any joint tort feasors and shall not release any
persons or entities not expressly included in such releases and waivers.

19.  Forall the reasons set forth in the Motion and for the reasons articulated on the record
at the Procedures Hearing on January 29, 2002, it is hereby ordered and decreed that the form and
content of Releases and Waivers contemplated by the Proposal shall be jointly agreed to by all parties
on or before February 15, 2002 and such agreed upon Releases and Waivers shall be executed in
accordance with the terms and conditions of the Proposal and shall be deemed effective as of the
Closing subject to Star’s and Star’s Committee’s acceptance of the Proposal and the approval by the
United States Bankruptcy Court for the District of Delaware.

20.  In accordance with the Proposal and subject to the approvat-efthe Asset Purchase
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21.  The Break-Up Fee has been negotiated in good faith and at arm’s length between the

Debtors and the Purchaser and is necessary to induce the Purchaser to enter into its binding

agreement with the Debtors.
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22.  TheBidding Procedures, including the Break-Up Fee, are fair and reasonable, reflect
the Debtors’ exercise of sound business judgment consistent with its fiduciary duties and, in the case
of the Break-Up Fee, is supported by reasonably equivalent value and fair consideration, are actual,
necessary costs of expenses of preserving the Debtors’ estates and is reasonable in amount, within
the meaning of the Bankruptcy Code.

23.  TheBreak-Up Feeis fixed and authorized in the amount of $750,000.00 and the terms
and conditions in the Debtors’ payment of such fee as provided in the Motion and as set forth in the
Bidding Procedures appended hereto as Exhibit “1” is approved in all respects.

24, Objections, if any, to the relief sought in the Motion other than as it relates to the
assumption and assignment or rejection of executory contracts and unexpired leases shall be served
in accordance with the Bidding Procedures such that the objection is actually received by March 4,
2002 at 5:00 p.m. This Court shall fix the date and time for the service and filing of objections that
relate to the assumption and assignment of executory contracts and unexpired leases in the order to

be entered approving the sale of Acquired Assets.

25.  The Debtors may extend the deadlines set forth in the Bidding Procedures and/or
adjourn the Auction at the Auction in open court without further notice.

26.  Cure amounts required to be paid pursuant to 11 U.S.C. § 365(b)(1) in connection
with those executory contracts and leases which are assumed and assigned pursuant to the Asset
Purchase Agreement, shall be fixed within thirty (30) days after the Closing pursuant to agreement
between the Debtors and each non-debtor party to such executory contracts or leases.

27.  Totheextent that an agreement regarding the cure amount cannot be reached between

the parties to a particular contract or lease assumed pursuant to the Asset Purchase Agreement, the
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Debtors shall file a motion with the Bankruptcy Court to fix such cure amounts no later than
forty (40) days following the Closing and the Court shall thereafter make a determination as to the
cure amount.

28.  Inthe event the Purchaser or any other successful bidder wishes to assume additional
executory contracts of STAR, the Purchaser or any other successful bidder shall notify STAR’s
counsel of such intent. STAR will then make a motion to assume and assign such executory contract
in STAR’s bankruptcy case before the United States Bankruptcy Court for the District of Delaware.

@h 29.  Purchaser or any other successful bidder will be responsible for any cure costs
associated with gzlng.defaults under executory contracts or unexpired leases to be assumed by
STAR and assigned to the Purchaser or other successful bidder.

30.  The Sale Order shall become effective immediately-upon-its-entry.~

31.  This Court shall retain jurisdiction over any matter or dispute arising from or relating
to the implementation of the Sale Order.

32.  The Sale Order shall survive entry of an order which may be entered converting these

cases to Chapter 7 or any order confirming a plan of reorganization.

Dated: Brooklyn, New York

Jmum%clmz @/\(W

CONRAD B. DUBERSTEIN
CHIEF UNITED STATES BANKRUPTCY JUDGE
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EXHIBIT “1”

EXHIBIT “1”

IMANAGE=$3301.5



BIDDING PROCEDURES'

The following procedures (the “Bidding Procedures™) shall govern the sale of assets (the
“Sale™) of the Debtors’ assets (the “Acquired Assets™), in whole or in part, pursuant to the Motion
for an Order Pursuant to Sections 105, 363(b), 363(f), 363(m), 365 and 1146(c) of the Bankruptcy
Code Approving and Authorizing (i) the Sale of substantially all of the Debtors” assets free and clear
of liens, claims, and encumbrances, (ii) authorizing the Debtors to sell such assets to MCI
WorldCom Network Services, Inc. (“Purchaser”) or any higher or better bidder pursuant to the terms
of an agreement dated January 22, 2002 (the “Proposal™); (iii) approving a Break-Up Fee and certain
biddiné procedures; (iv) authorizing assumption and assignment of certain executory contracts and
unexpired leases in connection therewith, (v) approving mechanism for fixing cure amount and
scheduling hearing(s) and approving notice related thereto; (vi) exempting the sale from stamp or
similar taxes; (vii) approving compromise of a controversy and the exchange of waivers and releases
pursuant to Bankruptcy Rule 9019; (viii) approving management agreement; (ix) authorizing credit
bidding; (x) authorizing Debtors to enter into and approving agreement with RFC Capital
Corporation; and (xi) granting related relief, (the “Sale Motion™). These Bidding Procedures have
been approved and authorized by order dated January 29, 2002 (the “Procedures Order™) of the
~ United States Bankruptcy Court for the Eastern District of New York (“Bankruptcy Court”) in the
Chapter 11 cases of PT Communications, Inc. (“PT-1”), PT-1 Long Distance, Inc. (“Long
Distance™), and PT-1 Technologies, Inc. (“Technologies™), the debtors and debtors-in-possession

(collectively, the “Debtors™), which cases were commenced on March 9, 2001.

! All terms not defined herein shall have the same meaning as set forth in the Sale
Motion and Asset Purchase Agreement.
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1. ASSETS TO BE SOLD

The Debtors shall consider bids for all of the Acquired Assets as more particularly set forth
in the Sale Motion and proposed Asset Purchase Agreement for the sale of the Acquired Assets. The
Acquired Assets shall be sold in a single sale to a single bidder, free and clear of all liens, claims and

encumbrances.

2. PURCHASE PRICE

In consideration for the acquisition of the Acquired Assets, Purchaser shall pay or cause to
be paid consideration in an amount agreed to be $108,800,000.00 and other consideration, -as more
fully set forth in the Asset Purchase Agreement (“Purchase Price™).

3. MAILING THE SALE HEARING NOTICE

On a date no later than two (2) business days following entry by the Bankruptcy Court of the
Bidding Procedures Order, the Debtors shall mail the Procedures Order, together with a copy of the
Sale Motion by first class mail, postage prepaid to: (a) all potential interested parties identified by
the Debtors; (b) the Office of the United States Trustee; (¢) counsel to the Creditors’ Committee;
(d) counsel to WorldCom; (e) counsel to STAR; (f) counsel to the STAR Committee; (g) parties in
interest who have requested notice pursuant to Bankruptcy Rule 2002; (h) all known entities holding
or asserting a security interest in or lien against any of the required Acquiréd Assets; (1) the parties
to the Debtors’ material executory contracts and unexpired leases that may be subject to assumption
and assignment or rejection; (j) all taxing authorities whose rights may be affected by the sale of the
Acquired Assets; and (k) government agencies required to receive notice of proceedings under the
~Bankruptcy Rules and other regulatory rules. All other creditors of the Debtors and interested parties

will receive notice by publication in The New York Times, national edition.
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4. INDICATION OF INTEREST

The Debtors shall send a form of confidentiality agreement to any person who responds to
the Sale Hearing Notice indicating an interest in participating in the Auction, and requesting
. information about the Acquired Assets.

5. CONFIDENTIALITY AGREEMENT AND SELECTION
OF QUALIFIED BIDDERS

Potential purchasers shall be required to complete and execute a confidentiality agreement
and proﬁde the Debtors with their financial qualifications and such other information as the Debtors
may reasonably request including descriptions of their current business(es). The Debtors, with the
assistance of the Ofﬁcia'l Committee of Unsecured Creditors (the “Committee™), shall qualify
potential purchasers for continuing with ﬁne sales process. The Debtors shall promptly notify
potential purchasers who have returned the conﬁdentiality agreement and satisfactory financial
qualifications that they have been selected as a qualified bidder (the “Qualified Bidders™). -

6. FINANCIAL QUALIFICATIONS

To become a Qualified Bidder to be considered by the Debtors, potential purchasers must
submit to the Debtors proof of their ability to purchase the Acquired Assets. Said determination
shall be made by the Debtors and the Committee in good faith. A potential bidder will not qualify
until it has 31-1bmitted a Bid and pays the Debtors’ counsel, in the form of a certified check or wire
transfer, a deposit in the amount of ten percent (10%) of the aggregate bid (“Earnest Money
Deposit™).

7. THE ASSET PURCHASE AGREEMENT AND DUE DILIGENCE

The Debtors shall send to each Qualified Bidder a copy of a proposed Asset Purchase

Agreement. The Debtors, upon execution of a confidentiality agreement, will provide reasonable
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access to Debtors' books, records and executives to Qualified Bidders for the purpose of conducting

due diligence.

8. SUBMISSION OF BIDS

Any Qualified Bidder desiring to submit a Bid must deliver such Bid to the Debtors’ counsel,
Angel & Frankel, P.C., 460 Park Avenue, New York, NY 10022-1906, Attention: Bruce Frankel,
Esq. with a copy to Committee Counsel, McCarter & English, 100 Mulberry Street, 4 Gateway Center,
Newark, NJ 07102-4096, Attn: Lisa A. Bonsall, Esq. not later than 10:00 a.m. (EST) on the date
which is two (2) Business Days prior to the date scheduled by the Bankruptcy Court for the Sale
Heaﬁr;g (ie. Aucti;)n). |

A Bid shall consist of: (i) a letter from a p;)teﬁﬁéi Bidder offering to purchase the; Acquired
Assets upon the terms and conditions set forth in'the Asset Purchase Agreement, together with all
Exlﬁbit# and Schedules and stating that the Bidder is prepared to enter into and consummate the
transaction within not more than ten days (10) after entry of the Sale Order, subject to obtaining any
governmental or regulatory approvals; (ii) a copy of the Asset Purchase Agreement and the
Management Agreement marked to show any proposed amendments and modifications, including
price and the time of closing, that such Bidder proposes (the “Marked Agreements™); (iii) the Earest
Money Deposit; and (iv) financial information of the Bidder sufficient to demonstrate that the Bidder
is a Qualified Bidder.

A “Qualified Bid” is a Bid that: (i) is made by a Qualified Bidder (as determined by the
Debtors and the Committee in good faith after a deposit by such bidder of 10% of the aggregate
purchase price offered by such bidder with Debtors’ counsel) and complies with the provisions set
forth above, in all respects; (ii) is not, in the good faith opinion of the Debtors, materially more

burdensome or conditional than the terms of the Asset Purchase Agreement; and (iii) contains an
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offer in the amount of the Purchase Price plus at least $3,000,600, of which $2,000,000 must be
immediately available funds to be placed in escrow upon the Pre-Closing. The Purchase Price
together with an additional $3,000,000, shall be paid at Closing as follows: (1) to WorldCom in the
amount of $75,000,000 plus two-thirds (2/3) of any amount paid in excess of the Purchase Price in
immediately available funds; (2) to the Debtors’ estates, the $33.8 million in consideration
(composed of the payments to be made during the Management Period, the agreement to pay
$500,000 in Contract Costs (and all other Contract Costs in excess of $900,000), the agreement to
assume the Chase Amendment, and the agreement to assume the STAR Agreement) plus one third
(1/3) of the amount in excess of the Purchase Price to be paid on terms no less advantageous to such
bidder than WorldCom’s payment terms set forth in the Asset fmchase Agreement.

Bids must provide suﬂicient indicia that such Qualified Bidder or representative is legally
empowered, by power of attomey or otherwise, and ﬁnzincially capable to (a) bid on behalf of the
prospective bidder, and (b) to complete and sign, on behalf of the bidder, a binding and enforceable
Asset Purchase Agreement, not contain any contingencies to the validity, effectiveness, and/or
binding nature of the offer, including, without limitation, contingencies for financing, due diligence
or further bidding approval, including from any board of directors or shareholders, or otherwise. Bids
are irrevocable until ten days after the close of the Auction.

If closing such Bid is conditioned on the assumption and assignment of any Contracts or
Leases, the Bid must include sufficient information to permit the Court, the Debtors, the Committee,
and the applicable lessors and contracting parties to determine the proposed assignee’s ability to
comply with section 365 of the Bankruptcy Code (to the extent applicable), including providing

adequate assurance of such assignee's ability to perform in the future (the “Adequate Assurance

Package”).
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Only Qualified Bids will be considered at the Sale, and the Debtors reserve the right to reject

any Bid if the Bid, among other things:

* - is on terms that are materially more burdensome or conditional than
the terms of the Asset Purchase Agreement;

« proposes to purchase items other than the Acquired Assets
contemplated by the Asset Purchase Agreement;

e is not received by the Bid Deadline;
» includes noncash consideration; or
e is subject to any financing condition.

To the extent WorldCom increases its bid, it shall be permitted to credit bid two-thirds of
such increase in its bid through the WorldCom Claim, and the nﬁnainder of such increased bid shall
be in cash payable at the same time as the “Fourth Payment” (as-identified in the Asset Purchase
Agreement). Notwithstanding any provision to the contrary, in no event shall WorldCom be entitled
to credit bid an amount greater than the WorldCom Claim, nor shall WorldCom receive on account
of its claims in the Debtors’ cases an amount greater than the WorldCom Claim.

To the extent that there is a successful competing bidder (the “Winning Bidder”), WorldCom
shall be entitled to receive in cash, at Closing, in addition to $75,000,000, two-thirds of the
difference between the Winning Bidder’s Winning Bid and $108,800,000.00 payable at the Closing,
in cash, and the remainder shall be turned over to the Debtors’ estates.

In the event that a purchaser other than WorldCom is the successful bidder for substantially
all of the assets of the Debtors, the Releases and Waivers granted to the Debtors, the Committee,

WorldCom, STAR and the STAR Committee and their respective related parties shall remain

effective as of the Closing of such sale.
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All Bids shall be kept confidential with access restricted to the Debtors, the Committee, and
any of their respective professionals. Bids may, however, be revealed to any other party at the option
of the Debtors. The Debtors may request additional information from a bidder in order to evaluate
the bidder’s ability to consummate a transaction and to fulfill its obligations in connection therewith
and such bidder shall be obligated to provide such .information as a precondition to participating
further in the Auction.

9. THE AUCTION AND SELECTION OF THE WINNING BID(S)

In the event the Debtors do not receive any Qualified Bids other than a bid from WorldCom,
the Debtors shall report this fact to the Bankruptcy Court, the Auction shall not be held, and the
Debtors; shall proceed t;) have the sale to WorldCom approved at the Auction and Sale Hearing.

If the Debtors receive any Qualified Bids in addition to the WorldCom bid, an Auction will
be conducted at the United States Bankruptcy Court, Eastern District of New York, 75 Clinton

Street, Brooklyn, NY 11201, on March 7, 2002 at 10:00 a.m. or such later time, date or other place

as the Debtors may notify all Qualified Bidders who have submitted Qualified Bids. All bidders
shall appear in person at the Auction, or through a duly authorized representative. If multiple Bids
satisfying all Auction requirements are received, each party shall have the right to continue to
improve its bid at the Auction. Bidding shall be in minimum monetary increments of $3,000,000.

After the conclusion of the Auction, and subject to Bankruptcy Court approval following the
Auction, the winning bid(s) shall be selected by the Debtors from the Bids (the “Winning Bid(s)”);
‘provided, however, that the Debtors shall have the right to reject any and all Bids, other than

WorldCom’s Bid.
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Immediately subsequent to the Sale Hearing (as defined below), the entity or entities that .
make(s) Winning Bids shall complete and sign all agreement(s), contract(s), instrument(s) or other
document(s) evidencing and containing the terms and conditions upon which such bid(s) were made.

10. OBJECTIONS

Objections to any relief requested by the Sale Motion, other than as relate to the assumption
and assignment of executory contracts and unexpired leases, shall set forth in writing with
particularity the grounds for such objections or other statements of position and be served so as to
be received by or before March 4, 2002 at 5:00 p.m. on: (i) the Bankruptcy Court (with a courtesy
copy to Chambers); (ii) the Office of the United States Trustee for the Eastern District of New York,
33 Whi-tehall Street, 21st Floor, New York, NY 10004, Attention: Linda Riffkin, Esq.; (iii) counsel

i fog_the_:_l__)_g};tgyg Angel & Frankel, P.C., 460 Park Avenue, New York, NY 10022, Attention: Bruce
‘Frankel, Esq. and Rochelle R. Weisburg, Esq.; (iv) counsel for the Committee, McCarter & English,
LLP, 100 Mulberry Street, 4 Gateway Center, Newark, NJ 07102-4096, Attention: Lisa Bonsall,
‘Esq. and Patricia Zohn, Esq.; and (v) counsel for WorldCom, Reed Smith, LLP, 435 Sixth Avenue,
Pittsburgh, PA 15219 Attention: Many Emamzadeh, Esq., and Reed Smith, LLP, One River Front
Plaza, Newark, NJ 07102, Attention: Deborah A. Reperowitz, Esq. The date and time to file and
serve objections that relate to the assumption and assignment of executory contracts and unexpired
leases shall be fixed by the Court in the order to be entered approving ﬁle sale of the Acquired
Assets.

11. COURT APPROVAL

At the conclusion of the Auction the Debtors shall recommend to the Court the highest and
best bidder. The sale(s) of the Acquired Assets is (are) subject to entry of an order of the Bankruptcy

Court approving the sale(s).
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12. -CLOSING AND PRE-CLOSING

The Closing of the sale of the Acquired Assets to the Winning Bidder(s) shall occur in
accordance with the terms of the executed Asset Purchase Agreement within ten (10) days of
obtaining all Necessary Approvals, then the Closing shall occur, and in any case provided that no
stay pending an appeal, if any, has been entered and further provided that the successful bidder has
been found by-the Bankruptcy Court to be a good faith purchaser and entitled to the protections of
‘Section 363(m) of the Bankruptcy Code.

A Pre-Closing shall occur no later than ten (10) days after the entry of a final Sale Order by
‘the Bankruptcy Court which is not subject to further stay or appeal (provided, however, that
Purchéser may elect to close or pre-close as the case may be, the transactions contemplated hereby
(despite a pending appeal if no stay thereof is in effect) pursuant to, and in accordance with, the
protections offered under 363(m) of the Bankruptcy Code, approving the sale of the Acquired Assets
pursuant to the terms and conditions thereof, at which time the Debtors shall deliver the executed
and approved Asset Purchase Agreement and any related agreements, including, without limitation,
the Management Agreement.

" A Pre-Closing shall be deemed to be substantial consummation of the sale affording the

Winning Bidder the protections set forth in § 363(m) of the Bankruptcy Code.

The Winning Bidder shall execute and deliver to the Debtors the Management Agreement,
as more particularly set forth in the Asset Purchase Agreement.

13.  ASSUMPTION AND ASSIGNMENT, OR REJECTION,
OF CONTRACTS AND LEASES

To the extent any of the executory contracts or unexpired leases are utilized prior to the
Closing and shall not be utilized subsequent to the Closing, then a separate motion shall be made

rejecting such executory contracts and unexpired leases.
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In connection with the Sale Hearing (or thereafter as provided for in the Asset Purchase
Agreement), the Debtors will provide evidence that all requirements for the assumption and/or
assignment of the executory contracts and unexpired leases proposed to be assigned to the purchaser .
of the Acquired Assets will be satisfied. It is an express condition of the proposed Bidding
Procedures that Bidders submit as part of their Bids, sufficient financial and other information to
assess the Bidder's compliance with section 365 (b)(1)(C) of the Bankruptcy Code. The Debtors will
provide all parties to executory contracts and unexpired leases to be assumed and assigned pursuant
to the Sale Motion with such information and an opportunity to be heard.

The Debtors may not reject any executory contracts or unexpired leases before the Closing
withoui the Purchaser’s consent. Further, to the extent any executory contract or unexpired leases
remains in place during the Management Period, then the Winning Bidder, pending the Closing, is
obligated to pay such non- debtor parties, with such payments to be included as calculating
-Aggregate Cash Flow. To the extent any of the executory contracts or unexpired leases are utilized
prior to the Closing and shall not be utilized subsequent to the Closing, then a separate motion shall
be made rejecting such executory contracts and unexpired leases.

14. MECHANISM FOR FIXING CURE AMOUNTS

Cure amounts required to be paid pursuantto 11 U.S.C. § 365(b)(1) in connection with those
executory contracts and leases which are assumed and assigned pursuant to the Asset Purchase
Agreement shall be fixed within thirty (30) days after the Closing pursuant to agreement between
the Debtors and each non-debtor party to such executory contracts or leases. To the extent that an
agreement regarding the cure amount cannot be reached between the parties to a particular contract

or lease to be assumed pursuant to the Asset Purchase Agreement, the Debtors shall file a motion

10 IMANAGE:53315.4



with the Bankruptcy Court to fix such cure amounts no later than forty (40) days following the
Closing.

15. FAILURE TO CONSUMMATE PURCHASE

If for any reason the entity that makes the highest or best bid fails to consummate the
purchase of the Acquired Assets, or any part thereof, the offeror of the second highest or best bid will
automatically be deemed to have submitted the highest or best bid and to the extent such offeror and
the Debtors consent, the Debtors and such offeror are authorized to effect the sale of the Acquired
Assets, to such offeror as soon as is commercially reasonable without further order of the Bankruptcy
Court. If such failure to consummate the purchase is the result of a breach by the Winning Bidder;
the Eﬁest Money Deposit shall be forfeited to the Debtors and the Debtors specifically reserve the
right to seek all available additional damages from the defaulting bidder.

All Earnest Money Deposits shall be held by the Debtors, without interest, until such time
as the bids are officially rejected by the Debtors. Such deposit shall be forfeited in the event that any
bidder for an accepted bid defaults. The Earnest Money Deposit will be forfeited if:

@ the bidder is determined to be a Qualified Bidder and
withdraws or modifies its bid other than as provided in the
Bidding Procedures before the Bankruptcy Court approves the
Debtors' selection of the successful Bidder, or

(i)  the Bidder is the successful Bidder and (a) modifies or
withdraws its Bid without the Debtors' consent before the
~consummation of the sale contemplated by such Bid, (b)

breaches its Bid, or () breaches its confidentiality agreement.

l 1 IMANAGE:53315 4



16. -RETURN OF EARNEST MONEY DEPOSIT

After the Sale Hearing, if the Winning Bid has been selected and the sale of the Acquired
Assets to the Winning Bidder has been approved by the Bankruptcy Court, the Earnest Money
Deposit of the Qualified Bidders who were not the Winning Bidder shall be returned within five (5)

business days.

17. RESERVATION OF RIGHTS; DEADLINE EXTENSIONS

The Debtors reserve the right, subject to Bankruptcy Court approval, to (i) impose additional
terms and conditions at or prior to the Auction, (ii) extend the deadlines set forth in the Bidding
Procedures and/or adjourn the Auction at the Auction and/or the Sale Hearing in open court without
further ﬁotice, (iiii) withdraw from sale any assets at any time prior to or during the Auction and to
make subsequent attempts to market the same; and (iv) reject all bids, if in the Debtors’ reasonable
judgment no Bid is for a fair and adequate price.

Dated: New York, New York
Janvary _, 2002

ANGEL & FRANKEL, P.C.

Attorneys for PT Communications, Inc.,

PT-1 Long Distance, Inc., and PT-1 Technologies,
Inc., Debtors and Debtors-in-Possession

By:

Bruce Frankel, Esq. (BF-5001)
Rochelle R. Weisburg, Esq. (RW-6848)
460 Park Avenue
New York, NY 10022-1906
(212) 752-8000
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK

............................... X
~ Inre: 101-12655-260

. 101-12658-260

PT-1 COMMUNICATIONS, INC. 101-12660-260

PT-1 LONG DISTANCE, INC.

PT-1 TECHNOLOGIES, INC,, Chapter 11

Debtors. Jointly Administered
............................... x

NOTICE OF BIDDING PROCEDURES AND ASSET SALE

PLEASE BE ADVISED that, on January 29, 2002, pursuant to a motion (the “Motion”) filed by
‘the above-captioned Debtors in the United States Bankruptcy Court for the Eastern District of New York
(the “Court™), an order was entered approving bidding procedures annexed to the motion as Exhibit “E”
(the “Procedures Order™) for the sale of substantially all of the Debtors’ assets (the “Acquired Assets™)
to MCI WorldCom Netwotk Services, Inc. (“WorldCom™) for $108,800,000 and other consideration as
more particularly set forth in the Asset Purchase Agreement, appended to the Motion as Exhibit “B”,
subject to higher or better offers. The Acquired Assets are described in the Motion and Asset Purchase-

Agreement. - S

PLEASE BE FURTHER ADVISED that, all interested bidders should carefully read the Motion
(with Exhibits) and Bidding Procedures. To the extent there are any inconsistencies between the Motion
and Bidding Procedures and the summary description of their terms and conditions contained in this
Notice, the terms of the Motion and Bidding Procedures control.

PLEASE BE FURTHER ADVISED, that copies of the Motion, appended exhibits, which
includes, the Proposed Asset Purchase Agreement, Management Agreement and, the Procedures Order
are on file with the Clerk of the Bankruptcy Court for the Eastern District of New York at 75 Clinton
Street, Brooklyn, New York 11201 and may be viewed during regular business hours, or are available on
written request to counsel for the Debtors as provided below. ENTITIES REQUESTING
ADDITIONAL INFORMATION OR REQUESTING COPIES OF THE AFORESAID
DOCUMENTS MAY CONTACT ROCHELLE R. WEISBURG, ESQ.,IN WRITING AT ANGEL
& FRANKEL, P.C., ATTORNEYS FOR THE DEBTORS, VIA FACSIMILE,FAX NO.(212)752-
8393 OR VIA EMAIL AT rweisburg@angelfrankel.com. No representation is made by the Debtors
or its counsel or other professionals except as specifically set forth in the Motion and Asset Purchase
Agreement, and all entities which are submitting an offer for the purchase of the Acquired Assets shall
be relying upon their own independent due diligence, review and analysis.

PLEASE BE FURTHER ADVISED that, pursuant to the Bidding Procedures, any Bidder
desiring to submit a bid at the Auction (a “Bid”) shall send a letter of interest to Debtors’ counsel and
follow the terms of the Procedures Order (a “Qualified Bidder”). Qualified Bidders, as determined by
the Debtors with the assistance of the Official Committee of Unsecured Creditors (the “Committee”) shall
deliver such bids in writing and follow all terms and conditions prescribed by the Bidding Procedures
which must be delivered to Debtors’ counsel, Angel & Frankel, P.C., 460 Park Avenue, New York, NY
10022-1906, Attn: Bruce Frankel, Esq., with a copy to counsel to the Committee, McCarter & English,



100 Mulberry Street, 4 Gateway Center, Newark, NJ 071024096, Attn: Lisa Bonsall, Esq. such that the Bid
is actually received not later than March 4, 2002 at 10:00 a.m.

. PLEASE BE FURTHER ADVISED that, pursuant to the Procedures Order, the Auction will
be conducted at the United States Bankruptcy Court, Eastern District of New York, 75 Clinton Street,
Brooklyn, New York 11201, Courtroom 313, on March 7, 2002 at 10:00 a.m. (“Sale Hearing™)

PLEASE BE FURTHER ADVISED that, pursuant to the Procedures Order, objections to any
relief requested by the Motion, other than as it relates to the assumption and assignment or rejection of
executory contracts and unexpired leases, shall be set forth in writing with particularity as to the grounds
for such objections or other statements of position and be served so as to be received by 5:00 p.m. on
March 4, 2002 on (i) the Bankruptcy Court located at 75 Clinton Street, Brooklyn, New York 11201
(with a courtesy copy to be delivered to the Chambers of the Honorable Conrad B. Duberstein, Chief
‘United States Bankruptcy Judge for the Eastern District of New York at 75 Clinton Street, Brooklyn, New

- York 11201); (ii) the Office of the United States Trustee for the Eastern District of New York,
" 33 Whitehall Street, 21st Floor, New York, NY 10004, Aftention: Linda Riffkin, Esq.; (iii) counsel for
‘the Debtors Angel & Frankel, P.C., 460 Park Avenue, New York, NY 10022, Attention: Bruce Frankel,
Esq. and Rochelle R. Weisburg, Esq.; (iv) counsel for the Committee, McCarter & English, LLP,
100 Mulberry Street, 4 Gateway Center, Newark, NJ 07102-4096, Attention: Lisa Bonsall, Esq. and
“Patricia Zohn, Esq.;-and (v) counsel for MCI WorldCom Network Services, Inc., Reed Smith, LLP, 435
‘Sixth Avenue, Pittsburgh, PA 15219 Attention: Many Emamzadeh, Esq., and Reed Smith, LLP, One
River Front Plaza, Newark, NJ 07102, Attention: Deborah A. Reperowitz, Esq. The date and time t6 file
and serve objections that relate to the assumption and assignment of executory contracts and unexpired
leases shall be fixed by the Court in the order to be entered approving the sale of Assets.

PLEASE BE FURTHER ADVISED that, if you do not oppose the proposed sale or other relief
sought in the Motion, you need not respond to the Motion, nor attend the Sale Hearing.

PLEASE BE FURTHER ADVISED that, pursuant to the Bidding Procedures, the Debtors may,
subject to Court approval, (i) impose additional terms and conditions at or prior to the Auction, (ii) extend
the deadlines set forth in the Bidding Procedures and/or adjourn the Sale Hearing in open court without
further notice, (iii) withdraw from sale any assets at any time prior to or during the Auction and to make

" subsequent attempts to market the same, and (iv) to reject all bids, except for the WorldCom bid, if in the
_Debtors’ and Committee’s reasonable judgment, no bid is for a fair and adequate price.

Dated: New York, New York BY ORDER OF THE COURT
January 2002

CONRAD B. DUBERSTEIN
CHIEF U.S. BANKRUPTCY JUDGE
ANGEL & FRANKEL, P.C.
Attorneys for Debtors and Debtors-in-Possession
-460 Park Avenue
New York, NY 10022-1906
Tel.: (212) 752-8000
Fax: (212) 752-8393
‘Bruce Frankel, Esq.
email address: bfrankel@angelfrankel.com
Rochelle R. Weisburg, Esq.
email address: rweisburg@angelfrankel.com



ANGEL & FRANKEL, P.C.
Attorneys for Debtors and Debtors-in-Possession

460 Park Avenue

New York, New York 10022-1906
(212) 752-8000

Bruce Frankel, Esq. (BF-9009)

Leonard H. Gerson, Esq. (LG-6421)
Rochelle R. Weisburg, Esq. (RW-6848)

UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK

el I ettt e ettt

Inre: 101-12655-260
101-12658-260
PT-1 COMMUNICATIONS, INC. 101-12660-260
PT-1 LONG DISTANCE, INC.
Chapter 11

PT-1 TECHNOLOGIES, INC.,

Debtors. Jointly Administered

T T T T T

AMENDED EXHIBIT “A”
TO

DEBTORS’ MOTION SEEKING THE ENTRY OF AN ORDER(S):
(i) AUTHORIZING THE SALE OF SUBSTANTIALLY ALL OF DEBTORS'
ASSETS FREE AND CLEAR OF ALL LIENS, CLAIMS AND ENCUMBRANCES;
(i) AUTHORIZING THE DEBTORS TO SELL SUCH ASSETS TO MCI WORLDCOM
NETWORK SERVICES, INC. OR ANY HIGHER OR BETTER BIDDER PURSUANT
TO THE TERMS OF AN AGREEMENT DATED JANUARY 22, 2002; (iii) APPROVING
A BREAK-UP FEE AND CERTAIN BIDDING PROCEDURES; (iv) AUTHORIZING
ASSUMPTION AND ASSIGNMENT OF CERTAIN EXECUTORY CONTRACTS
AND UNEXPIRED LEASES IN CONNECTION THEREWITH, (v) APPROVING
MECHANISM FOR FIXING CURE AMOUNTS AND SCHEDULING HEARING(S)
AND APPROVING NOTICE RELATED THERETO; (vi) EXEMPTING THE SALE
FROM STAMP OR SIMILAR TAXES, (vii) APPROVING COMPROMISE OF
A CONTROVERSY AND THE EXCHANGE OF RELEASES PURSUANT TO
BANKRUPTCY RULE 9019, (viii) APPROVING MANAGEMENT AGREEMENT,™
(ix) AUTHORIZING CREDIT BIDDING, (x) AUTHORIZING DEBTORS TO
ENTER INTO AND APPROVING AGREEMENT WITH RFC CAPITAL

CORPORATION AND (xi) GRANTING RELATED RELIEF
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January 30, 2002

Bryan L. Engle

Chief Executive Officer

PT-1 Communications, Inc.
PT-1 Long Distance, Inc.
PT-1 Technologies, Inc.
30-50 Whitestone Expressway
Flushing, New York 11354

Dear Mr. Engle:

MCI WorldCom Network Services, Inc. (“WorldCom” or “Purchaser”) is pleased to submit this proposal
to acquire substantially all of the assets (the “Acquisition”) related to the businesses (the “Business”) of PT-
1 Communications, Inc., PT-1 Long Distance, Inc. and PT-1 Technologies, Inc. and their respective
subsidiaries (collectively, the “Sellers™) and assume only those liabilities of Sellers expressly set forth herein
(the “Assumed Liabilities”), pursuant to a sale authorized pursuant to Section 363 of the United States
Bankruptcy Code (the “Bankruptcy Code”). The Business shall be conveyed free and clear of all liens,
claims and encumbrances, except for the Assumed Liabilities. The proposed purchase of the Business by
Purchaser as outlined herein is hereinafter referred to as the “Proposal”. This Proposal is being distributed
as part of settlement negotiations between WorldCom, the Sellers and the Official Committee of Unsecured
Creditors of the Sellers (the “Committee”), STAR Telecommunications, Inc. and its wholly-owned direct
and indirect subsidiaries and affiliates, other than the Sellers and their wholly-owned direct and indirect
subsidiaries (collectively, “STAR”™) and the Official Committee of Unsecured Creditors of STAR (the
“STAR Committee™) and is not admissible into evidence by the Sellers, the Commiittec, STAR, the STAR
Committee or WorldCom, in any legal or administrative proceeding.

1 Assets. Purchaser will purchase all of the assets owned by the Sellers (other than
those assets expressly excluded from purchase by Purchaser in the Purchase
Agreement, as defined below), which are used in the operation of the Business,
including, without limitation, the following (collectively referred to herein as the
“Acquired Assets™).

a. All cash at Pre-Closing, as defined in Section 6, below, less all cash required
to pay all outstanding postpetition unpaid expenses incurred in the ordinary
course of the Secllers’ Business as of the actual Pre-Closing, excluding
professional fees and expenses (the “Inmitial Cash™);

b. All accounts receivable (including, without limitation, the *“tail”) related

solely to the Business (the “Acquired Receivables”), but specifically

excluding the receivables due the Sellers by IDT Corporation or its affiliates

(collectively, “YIDT™), and any other receivables not related to the Business;

All deposits;

All prepaid expenses;

a0
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All equipment (including, without limitation, all telecommumications and
switching equipment and platforms, computers and peripherals and office
equipment), furmiture, fixtures and leaschold improvements;

1016868 Carrier Identification Code (“CIC”) and any other CICs that are
loaded on the Sellers® Feature Group D network, and all rights related thereto;
All customer base related to the Business and all dial-around traffic and
revenue streams related thereto, including, without limitation, any past or
current customers and any information or call xecords relating thereto;

All telecommunications network assets, including, without limitation, 800
and other telephone numbers, ACNAs, all circuits, private lines, intermachine
trunk lines, and Feature Group D’s related to Sellers’ operation of its
telecommunications network, and all rights related to the foregoing to be used
in perpetuity;

All iniellectual property related to the Business or any of the Acquired Assets,
including, without limitation, trademarks, copyrights, patents, licenses,
sublicenses, technical information, data, specifications, research and
development information, engineering drawings and operating and
maintenauce manuals (the “Intellectual Property™), and including, without
limitation, Intellectual Property which may be recovered by the Sellers’
estates pursuant to its avoidance actions under chapter S of the Bankruptcy
Code;

All permits relating to the Business or any of the Acquired Assets;

All rights to any and all cash true-ups or other contract rights related to
HOLD Billing Services, Inc.,, HOLD Billing Services, Lid., or any other
billing and collection service agreements related to the Busmess,

All of Sellers’ claims and causes of action, if any, against Purchaser and its
affiliates;

Copies, at Purchaser’s cost, of all of Sellers’ financial, accounting and other
books and records as are necessary for the Purchaser’s continued operation of

-the Acquired Assets and the Business;

Al otber personal, real, tangible or intangible property used in the operation
of the Business;

All rights to employ the employees of the Sellers, as may be requested by
Purchaser, there being no obligation imposed on the Purchaser to employ any
of the employees of the Sellers; and

Such other assets as are specifically set forth in the Purchasc Agrecment, but
specifically excluding the Excluded Assets, as defined in Section 3, below.

The forcgoing are collectively referred to as the “Acquired Assets.” The Acquired
Assets will be delivered free and clear of all liens, claims and encumbrances, other
than those which do not matenally impair the use or operation of such assets in the
ordinary course of business and which are consented to by Purchaser. Purchaser
consents to the lien and security interest of Chase Equipment Leasing, Inc., and
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agrees to assume the obligations of the Sellers as set forth in the Chase Amendment
and the STAR Agreement, each as defined below in Section 2. The Acquired Assets
will otherwise be transferred on an “as is, where is” basis and with all faults. .

Executory Contracts. STAR, to the extent necessary to transfer contracts relating
directly and exclusively to the services provided by STAR to Sellers, provided .that
any cure costs related to such exccutory contracts shall not be paid by STAR, and
Sellers shall assign to Purchaser all executory contracts (unless expressly excluded in
the Purchase Agreement) to which any one or more of them is a party, and Purchaser
shall assume the liabilities u;idcr such executory contracts after the Closing, including
without limitation the following:

a. The postpetition agreement between the Sellers and STAR related to the
transfer of assets and continued provision of services executed by STAR and
the, Sellers on or about October 24, 2001 (together with any amendments
thereto, the “STAR Agreement”), approved by the United States Bankrupicy
Court for the District of Delaware on December 4, 2001, and approved by the
United States Bankruptcy Court for the Eastern District of New York (the
“Bankruptcy Court™) on December 21, 2001; .

b. That certain agreement by and between the Purchasers and Chase Equipment .
Leasing, Inc., dated November 9, 2001, as the same may be amended, -
modified or supplemented from time to time (the “Chase Amendment”),
approved by the Bankruptcy Court on January 15, 2002; -

c. The Billing Services Agreement by and between HBS Billing Services, Lid.
and its affiliates (collectively, “HBS”) and Sellers dated as of October 16,
1997, as the same may have been amended, modified or supplemented from
time to time, provided that- it shall be a condition to Pre-Closing that
Purchaser and HBS enter into a modification or supplement to such
agreement which climinates Purchaser’s risk with respect to collection of
receivables from HBS (but not the collection risk from the end-users), and
provided further that in lieu of assuming the foregoing HBS conmract, -
Purchaser may enter into a new contract with HBS; and

d. Such other executory contracts and unexpired leases as Purchaser determines
on or before the Closing, as defined in Section 8, below.

The foregoing are collectively referred to as the “Assumed Contracts” The -
Assumed Contracts will be delivered free and clear of all liens, claims and
encumbrances, other than those which do not materially impair the use or operation
of such assets in the ordinary course of business or which are consented to by
Purchaser, or those that accrue from and after the Closing, as defined below.

Excluded Assets. Notwithstanding the foregoing, the Acquired Assets shall not
include the following “Excluded Assets” of Sellers:
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All avoidance or other actions under chapters 5 or 11 of the Bankruptcy Code
or otherwise, and any recoveries thereunder, except for actions against
WorldCom or its affiliates or and recoveries from actions recovering
Intellectual Property, to the extent that Intellectual Property is ultimately
recovered by the Sellers;

All accounts receivable and other assets (including, without limitation, choses
of action) not related to the Business, including without limitation the
accounts receivable and other sums owed by IDT to the Sellers and any debit
card receivables;

Any and all claims or choses of action in connection with or arising out of the
Scllers’ debit card business which was sold prepetition;

Any assets in Sellers’ executive or incentive compensation, bonus, deferred
compensation, pension, profit sharing, savings, retirement, stock option, stock
purchase, group life, health or dccident insurance or other employee benefit
plans;

All minute-books, stock transfcr books and corporate seals;

All financial and accounting books and records, except such books and
records ‘as are necessary for the Purchaser’s continued operation of the assets
and the Business, provided that, Poxchaser shall have reasonable access fo
any such books and records retained by the Scllers as may be necessary or
desirable to operate the Business and the opportunity to copy such books and
records at Purchaser’s cost, and further the right to take any data, books or
records which the Sellers decide to discard after the Closing, as defined
below;

Any actions agamst former officers and directors of Sellers or STAR, other
than those expressly released pursuant to the terms and conditions of this
Proposal; and

Al tangible, mtanglblc real or personal property, including, without
limitation, contracts, permits or intellectual property which Purchaser
specifically lists in the Purchase Agreement, as defined in Section 9, below,
as an “Excluded Asset™.

Releases and Waivers. As a condition to Pre-Closing, the following releases and
waivers (collectively, the “Releases and Waivers™) shall have become effective on
or before the Pre-Closing (whether to Purchaser or a Successful Competing Bidder,
as defined in Section 10(f), below):

a.

The Sellers and the Committee shall waive and release any and all claims,
demands, allegations and/or causes of action, if any, each may have against
WorldCom, and its Related Entities, as defined in Section 4(j), below, as they
relate to the bankrupicy cases of the Sellers, but specifically excluding
WorldCom’s obligations under this Proposal (the “PT-1 Release™);

WorldCom shall waive and release any and all claims, liens, security
interests, demands, allegations and/or causes of action, if any, it may have
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against the Sellers, the Committee, STAR and the STAR Committee and their
respective Related Entities as they relate to the WorldCom Claim, as defined
in Section 5(a), below, and the bankruptcy cases of the Sellers and STAR and
all prepetition activity, but specifically excluding any claims for the provision
of postpetition telecommunications services and related charges to the Sellers
or STAR, and the obligations of the Sellers and STAR under this Proposal
(the “WorldCom Release™); and

STAR and the STAR Committee shall waive any and all claims, demands,
allegations and/or causes of action, if any, it may have against WorldCom ,
and its Related Entities , as they relate to the bankruptcy cases of STAR or
the Sellers , bur specifically excluding WorldCom’s obligations under this
Proposal and any “claims .and defenses for the provision of postpetition
telecommunications services .and related charges due to or due from
WorldCom (the “STAR Release™);

Each of Sellers, the Committee, STAR and the STAR Commitiee
acknowledge and agreé that (i) each of STAR and Sellers have filed proofs of
claim in the bankruptey cases of Sellers and STAR, respectively; (ii) the bar
date for filing proofs of claim in each of the Sellers’ and STAR’s banktuptcy
cases has passed; (iii) each of the parties knew of the passage of the bar date
in each of the respective bankruptcy cases and that each had sufficient time to
prepare and file a proof of claim in respect thereof, and that each knowingly
decided not to file any additional proofs of claim in the respective cases, and
that no other proofs of claim shall be filed by such parties in the Sellers’ or
STAR’s bankruptcy cases with respect to claims, known or unknown; -
whenever arising, regardless of whether a proof of claim was, could be or
could. have been filed; (iv) such knowing failure to file any additional claims

is not excusable neglect; (v) after further review, such filed proofs of claim

are unhiquidated, contingent and uncertain as to allowance and any anticipated

distribution thereon is believed to be de minimis; and (vi) at the Closing,

Sellers and STAR shall irrevocably waive distribution in STAR's and Sellers’

respective bankruptcy cases; ~
The Sellers and the Committee shall waive any right to any recovery from

STAR’s director and officer insurance policies, notwithstanding the

Jforegoing, such waiver shall not impair the claim of any party insured under

such policies for defense costs from the policy, and each of the Sellers, the

Committee, STAR and the STAR Committee shall share information with

each other with respect to any lawsuit initiated by the Sellers, the Committee,

STAR or the STAR Committee against any former officers and directors of
STAR or the Sellers; ;
Each of Sellers and STAR recognize the consideration each shall be receiving

under this Agreement by virtue of, infer alia, the WorldCom Rclease, as

defined in Section 4(b), above, and the effect thercof in the Sellers’ and

STAR’s banknuptcy cases.
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WorldCom, Sellers and the Committee shall waive and release from any and
all claims, demands, allegations and/or causes of action, if any, each may
have, against Gordon Hutchins (“Hutchins”) and Mary Casey (“Casey”), or
both of them, from any and all claims, except for telecommunications
services provided to Hutchins or Casey.

Notwithstanding any provision of the foregoing Releases and Waivers, the
obligations of the Sellers under the STAR Agreement and Sellers’
postpetition obligations to STAR, and the obligations of WorldCom upon
assuming the STAR Agreement, shall not be affected by this Proposal or any
contracts or orders effectuating this Proposal, - unless consented to in a
separdte writing by STAR. : . .
Any teleases or waivers contemplated herein shall include the waiver of any
statute or Jaw which affects the releasing or waiving party’s ability to release
or waive unknown.claims.

Nothing herein shall be construed as an admission by any party that any other
party has causes of action or claims against such party or its Related Entities.
For putposes of this Section 4, “Related Entities” shall mean with respect to
any person or entity, its current and former agents, servants, employees,
directors, officers, sharcholders, attorneys, branches, affiliates, subsidiaries, .
successors and assigns and all persons, firms, corporations, and organizations
acting on behalf of such person or entity.

Pwrchase Price. In consideration for the acquisition of the Acquired Assets, the
Purchaser shall pay (or cause to be paid) consideration in an amount agreed to be
$108,800,000.00 (the “Purchase Price”) and the other consideration set forth below:

a.

At Closing, as defined in Section 8, below, Purchaser shall cause WorldCom
to waive all of its claims against the Sellers, but excluding its Secured Claim
of $106,373,824.42 (the “WorldCom Claim™) which shall be credit bid
pursuant to Section 363(k) of the Bankruptcy Code, having a minimum value
of $75,000,000, with additional, incremental bids, if any, by WorldCom to be
subrmitted in accordance with Section 10(e) of this Proposal;

At the actual Pre-Closing, as defined in Section 6, Purchaser shall cause to be
paid to the Sellers $5,200,000 (the “Initial Payment”), in escrow, in
immediately available funds;

Thirty (30) days after the actual Pre-Closing, Purchaser shall cause to be paid
to the Sellers $10,400,000 (the “Second Payment”), in escrow, in
immediately available funds;

Sixty (60) days after the actual Pre-Closing, the Purchaser shall cause to be
paid to Sellers an additional $10,400,000 (the “Third Payment™), in escrow,
in immediately available funds;

Ninety (90) days after the actual Pre-Closing, the Purchaser shall cause to be
paid to Sellers an additional $2,000,000 (the “Fourth Payment™), in escrow,
m immediately available funds; and
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At Closing, Purchaser shall (i) assume post-Pre-Closing obligations under the
Chase Amendment, having an agreed value of $3,500,000, (ii) assume post-
Pre-Closing obligations under the STAR Agreement, having an agreed value
of $1,800,000, and (iii) pay up to an additional $500,000 towards cure and
assumption costs related to unexpired Jeases and executory contracts assumed
by the Sellers and assigned to the Purchaser, or other costs incurred by the
Purchaser in order to reduce such cure and assumption costs, as are incurred
pursuant to the terms and conditions of this Preposal (all such costs
collectively referred to hereul as the “Contract Costs™).

rc;gjlgsmg and Closing.

a

No later than ten (10) days after the entry of the Sale Approval Order, as
defined in Section 12(c), below, by the Bankruptcy Court which is not subject
to further stay or appeal (provided, however, that Purchaser may elect to close
or pre-close, as the case may be, the transactions contemplated hereby
(despite a pending appeal if no stay thereof is in effect) pursuant to, and in
accordance with, the protections afforded under Section 363(m) of the
Bankruptcy Code), approving the sale of the Acquired Assets to Purchaser
pursuant ta the terms and conditions hereof, Purchaser and Sellers shall have
a pre-closing (thc “Pre-Closing”) in Purchaser’s counsel’s offices in
Pittsburgh, Pennsylvania at which the parties shall deliver the executed and
approved Purchase Agreement and any related agreements, mcludmg, without
limitation a Management Agreement, as defined and described in Section 7,
below;

Within ten (10) days of obtaining all Necessary Approvals, as defined in
Section 8, below, Purchaser and Sellers shall close on the Acquisition (the
“Closing™) and the Management Agreement and the Purchase Agreement
shall be deemed to be assigned to TTI National, Inc., without the requirement
for further court approval or execution of any documents by and among the
parties; and

The period between the Pre-Closing and the earlier of (i) the Closing or (ii)
the last day of the month in which the Management Agreement is terminated
for failure to obtain the Necessary Approvals (inclusive) shall be referred to
herein as the “Management Period™.

7. Management Agreement. At the actual Pre-Closing, Purchaser and Sellers shall enter
into an agreement (the “Management Agreement”) pursvant to which Purchaser
shall be granted the right to manage the Business during the Management Period or
the termination of the Purchase Agreement (i.e, as a result of failure to obtain the
Necessary Approvals), whichever ocours first The Management Agreement chall be
in a form reasonably acceptable to cach of the Sellers, the Committee and Purchaser,
and shall include the following general terms and conditions:
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The WorldCom Claim shall be conditionally credited to Sellers’ account with
WorldCom on the date of the Pre-Closing;

Purchaser shall operate the Business during the Management Period in the
ordinary course, except as contemplated by this Proposal, it being
contemplated by the parties that Purchaser may move some of its traffic onto
WorldCom’s network. During the Management Period, Purchaser shall cause
all Operating Reports, in the form currently submitted to the United States
Trustee, to be prepared and served monthly upon the United States Trustee,
the Committee’s counsel and the Sellers® counsel;

In the event of a Tenmination, as defined in Section 16, below, the Purchaser
shall be entitled to twenty-five percent (25%) of the Aggregate Cash Flow, if
positive, during the Management Period. In the event Aggregate Cash Flow
is negative, Purchaser shall be liable for such negative aggregate cash flow.
For purposes of this Proposal, “Aggregate Cash Flow” in any given period is
equal to the cash received by the Purchaser during such period (excluding the
Initial Cash), less any expenditures of cash by the Purchaser during such
period (including, without limitation, operating expenses, capital
expenditures, and the provision of telecommunications services to the Sellers
by WorldCom and its affiliates during the Management Petiod, whether paid
by WorldCom or its affiliates (including setoffs and intercompany transfers)
or paid from the Initial Cash or cash received by the Purchaser from operation
of the Business duririg the Management Period);

Purchaser and Sellers shall use their respective best efforts during the
Management Peried to obtain all Necessary Approvals, as defined below,
without the requirement that Purchaser pay third parties for such Necessary
Approvals;

During the Management Period, Purchaser shall pay into an interest-bearing
escrow account controlled by the Sellers’ counsel, the Initial Payment at the
actual Pre-Closing, the Second Payment thirty (30) days after the actual Pre-
Closing, the Third Payment sixty (60) days afler the actual Pre-Closing and
the Fourth Payment ninety (90) days after the actual Pre-Closing.

At the Closing, Sellers’ counsel shall disburse from the escrow account: (i)
Contract Costs, to the extent such Contract Costs exceed $500,000 paid by
Purchaser, in an amount not to exceed $400,000, with the remainder of any
Contract Costs to be paid by Purchaser, to the appropriate parties (including
Purchaser to the extent that Purchaser has paid Contract Costs in excess of

'$500,000); and (ii) the remainder to the Sellers’ estates to be made available

for distribution to creditors,

At Termination, the escrowed funds, including interest thereon, shall be
tumed over to the Purchaser after reduction for payments due the Sellers’
estates pursuant to Section 7(c), above.

Notwithstanding the foregoing, in the event that Purchaser does not obtain
Necessary Approvals within 180 days of the Pre-Closing (a ‘“Delay in
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Closing”), and Purchaser has obtained all necessary Regulatory Approvals, as
defined in Section 8, below, Sellers’ counsel shall release from the escrow the
Purchase Price, less $400,000, and make such amounts available for
distribution to creditors.

At the Closing afier a Delay in Closing, Sellers’ counsel shall pay from the
escrow account up to $400,000 in Contract Costs in excess of the $500,000 in
Contract Costs paid by Purchaser to the appropriate parties (including
Purchaser, to the extent that Purchaser has paid Contract Costs in excess of
$500,000), and the remainder, if any, shall be paid to the Sellexs’ cstates and
made avajlable for distribution to creditors.

Notwithstanding any other provision of this Proposal to the contrary, in the
event that notwithstanding the Purchaser’s efforts to obtain the Necessary
Approvals, a Termination occurs after a Delay in Closing, Purchaser shall not
be required to turn over an amount equal to the Initial Cash to the Sellers,
provided that the escrowed funds have been disbursed to the estates, as set
forth above in Section 7(i), and Sellers shall be obligated to pay to Purchaser
any costs or expenses, including, without limitation, usage of WorldCom’s
telecommunications services, incurred during the Management Period which
was not ‘actually paid from the Initial Cash or the cash flow of the Business
during the Management Period;

Purchaser shall pay Contract Costs from the Aggregate Cash Flow during the
Management Period, which shall effect a reduction in the Aggregate Cash
Flow, in the event of a Termination. In the event-of a Closing, the Contract
Costs paid from Aggregate Cash Flow shall be credited against Purchaser’s
obligation to pay the first $500,000 in Contract Costs.

Purchaser agrees that it will nse its best efforts to minimize Contract Costs,
and to further such efforts, if the Sellers, the Committee and the Purchaser
determine that the Contract Costs of assumption and cure of an executory
contract or unexpired lease would be more than the costs of entering into
alternative arrangements and the Sellers and the Committee agree, in writing,
on a case-by-case basis, that the Contract Costs of entering into such
alternative arrangements shall be included in Contract Costs for all purposes
under this Proposal, then, Purchaser shall pursue such alternative
arrangements, it being understood that Purchaser’s best efforts does not -
include any duty to pay monies to third parties in order to obtain the desired
result of minimizing Contract Costs, unless such costs are deemed Contract
Costs for all purposes. The Scllers and the Committee agree to support
Purchaser’s efforts to minimize Contract Costs,

Necessary Approvals. The “Closing™ shall occur after all notices, pemmits,
authorizations, approvals, conseats, or waivers determined by the Purchaser 1o be
reasonably required or necessary from any state or federal regulatory agency
asserting jurisdiction over the transactions contemplated by this Proposal, including,
without limitation, approvals required (if any) under the Hart-Scott-Rodino Antitrust
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Improvements Act, as amended, and from the Federal Communications Commission,
and state public utility and public service commissions (collectively, the “Regulatory
Approvals™), and all consents as are reasonably required to operate the Business are
obtained, including, without limijtation, assignment of contracts, licenses, sublicenses,
and the like, or the obtainment by Purchaser of reasonable alternatives for such
contracts, licenses, sublicenses and the like (collectively with the Regulatory
Approvals, the “Necessary Approvals”) '

Purchase Agreement. Sellers and Purchaser intend to enter into a definitive purchase
agreement (the “Purchase Agreement”) with respect to the Acquisition to be
submitted with a motion to approve the Bidding Procedures set forth in Section 10,
below. The Purchase Agreement will contain covenants, representations and
warranties, closing conditions and other customary provisions for transactions of this
type and magnitude. The representations and warranties will not survive the closing,
except:

a. The representations by each party as to its power and authority to enter into
the Purchase Agreement and to complete the transactions contemplated
thereby, subject to entry of the Sale Approval Order, as defined in Section
12(c), below; and ‘

b. The representations by each party as to the enforceability against it of the
Purchase Agreement and related documents.

Bidding Procedures. Purchaser shall require the following bidding Procedures (the
“Bidding Procedures”) to serve as the stalking horse in the Sellers’ bankruptcy.
These Bidding Procedures will reflect the following:

a. This Proposal is further subject to entry of a final, non-appealable order by
the Bankruptcy Court approving thesc Bidding Procedures (the “Bidding
Procednres Order”™), that is in form and substance satisfactory to Purchaser,
Sellers and the Committee;

b. The Bidding Procedures shall include a form of Purchase Agreement and
Management Agreement approved by the Purchaser, the Sellers and the
Committee, provided that if the Scllers and the Purchaser agree to certain
terms consistent with this Proposal, not agrecable to the Committee, such
terms shall be included in the Purchase Agreement and the Management
Agreement after good faith negotiations by all parties with respect thereto,
and the Committec may raise its objections related solely to such provisions
before the Bankruptcy Court for a final determination by the Bankruptcy
Court in 2 manner consistent with the terms and conditions of this Proposal.
The Purchase Agreement and the Management Agreement shall be executed
by Purchaser and Sellers, subject to Bankruptcy Court approval;

c. For purposes of the sale of the Acquired Assets only, the WorldCom Claim,
as set forth in WorldCom’s proof of claim shall be deemed to be an allowed
secured clamm (the “Secured Claim™). In the event that a sale of the
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Acquired Assets to Purchaser (or any other bidder) s not ultimately closed,
the Debtors and the Committee shall not be deemed to have waived any right
each may have, if any, to challenge the Secured Claim merely as a result of
accepting this Proposal;

Such Purchase Agreement and Management Agreement must be accepted by
any competing bidder in substantially the same form, but in no event shall
such bidder’s terms be more onerous to the Sellers or more beneficial to such
bidder than those terms and conditions as are contained in the Purchase
Agreement and the Management Agreement, including, without limitation,
such changes as are necessitated by the economic terms of such bidder’s bid,
consistent with the terms of the Bidding Procedures Order. Each such bidder
shall be required to submit to the Bankruptcy Court and serve upon the
Purchaser, the Sellers and the Committee, a redlined version of the Purchase
Agreement and the Management Agreement so that the same are received by
the respective parties no later than two (2) business days before the Sale
Approval Hearing, as defined below;

The Bidding Procedures will provide that the Sellers can only accept an initial
competing bid from a financially qualified bidder (as determined by the
Sellers and the Commitiee in good faith after a deposit by such bidder of 10%
of the aggregate purchase price offered by such bidder with the Sellers’
counsel) that includes payment of the Purchase Price plus at least $3,000,000
payable in immediately available finds into escrow upon the Pre-Closing and
to be paid at the Closing as follows: (i) to WorldCom in the amount of
375,000,000 in immediately available funds; (ii) to the Sellers’ estates, the
$33.8 Million in consideration (composed of the payments to be made during
the Management Period, the agreement to pay $500,000 in Contract Costs,
the agreement to assume the Chase Amendment, and the agreement to assume
the STAR Agreement) on terms no less advantageous to such bidder than
Purchaser’s payment terms set forth in this Proposal; (iii) to the extent that
Purchaser increases its bid, it shall be permitted to credit bid two-thirds of
such increase in its bid through its Secured Claim, and the remainder of such
increased bid shall be in cash payable at the same time as the Fourth
Payment; (iv) to the extent that there 15 a Successful Competing Bidder, as
defined in Section 10(f), below, WorldCom shall be entitled to receive in
cash, at Closing, in addition to the $75,000,000 set forth above, two-thirds of
the difference between the Successful Competing Bidder’s winning bid and
$108,800,000.00, payable at the Closing, in cash, and the remainder shall be
tumed over to the Sellers” estate. Each successive bid shall be in a2 minimum
increment of $3,000,000. Notwithstanding any provision in this Proposal to
the contrary, in no event shall Purchaser be entitled to credit bid an amount
greater than the Secured Claim, nor shall WorldCom receive on account of its
claims in the Scllers’ cases an amount greater than its Secured Claim, in the
event that there is 2 Successful Competing Bidder.
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The Bidding Procedures Order shall include a provision that in the event that
a purchaser other than WorldCom or Purchaser is the successful bidder for
substantially all of the assets of the Sellers (a2 “Successful Competing
Bidder™), the Releases and Waivers granted to the Sellers, the Committee,
WorldCom, STAR and the STAR Committee, and their respective related
parties, shall remain effective as of the Closing of such sale;

As used herein, the term “Break-up Fee” shall mean the entitlement by
Purchaser or WorldCom to receive payment from the Sellers upon a Closing
of the sale of substantially all of their assets to a Successful Competing
Bidder in an aggregate amount of $750,000.00, after payment of which
together with the required payment at the Closing as set forth in Section
10(e), above, neither Purchaser nor WorldCom shall have any claim against
the Sellers for fees, expenses or any other claim, other than WorldCom’s
claim for postpetition telecommunications services to the Sellers and their
affiliates and related charges;

The Bidding Procedures Order shall include a finding that WorldCom and/or
its designee, TTI National, Inc., is a good faith purchaser and a qualified
bidder;

The Bidding Procedures Order shall include a finding by the Bankruptcy
Court that the Pre-Closing contemplated by this Proposal shall constitute
substantial consummation of the sale of the Acquired Assets to the purchaser
(whether the Purchaser or a Successful Competing Bidder) for all purposes,
including, without limitation, Section 363(m) of the Bankruptcy Code,
providing the Purchaser or such Successful Competing Bidder, as the case
mag be, the protections afforded under Section 363(m) of the Bankmuptcy
Code;

The Bidding Procedures Order shall approve the scttlements contemplated by
this Proposal, effective upon a Closing; and

Neither the Sellers, the Committee, STAR nor the STAR Committee shall
object to approval by the Bankruptcy Court of the Bidding Procedures.

Camier Agrecmentss The Closing shall be conditioned upon the Sellers’
telecormmunications carriers agreeing to enter into post-Closing carrier agreements
with the Purchaser on or before the Closing with standard and customary business
terms, including, without limitation, on and after the Closing, standard payment terms
commensurate with Purchaser’s (or such Successful Competing Bidder’s)
creditworthiness,

Timing. This Proposal is conditioned upon the following events occurring on or
before the specified dates:

a.

Motion to Approve Bidding Procedures, consistent with the terms contained
in this Proposal, to be filed on or before Tucsday, January 22, 2002;
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b. Hearing and entry of Bankruptcy Court order approving Motion to Approve
Bidding Procedures to be entered on or before January 29, 2002;

c. Sale Approval Hearing on or before March 5, 2002 (the “Sale Approval
Hearing”) and entry of an order approving the sale of the Acquired Assets
(the “Sale Approval Order”) on or before March 6, 2002, and

d. Actual Pre-Closing on or before March 12, 2002. Notwithstanding the actual
date of the Pre-Closing, the Pre-Closing shall be effective, nunc pro tunc, as
of December 31, 2001 at 11:59:59 p.m. for all purposes. Notwithstanding the
actual date of the Closing, the economic benefits of the Purchaser’s
acquisition of the Acquired Assets shall be effective as of January 1, 2002, at
12:00:00 a.m.

Press Releases. Except as is necessitated by notice of the sale of the Acquired Assets,
neither Sellers, the Committee, STAR, the STAR Committee, Purchaser, nor
WorldCom will release publicity of any type conceming this Proposal or the
Acquisition without the prior written consent of the other parties, except as may be
necessary to secure approvals or make disclosures required by a governmental or
regulatory body or authority, or in connection with obtaining Bankuptcy Court
approval of this Proposal and the transactions contemplated hereby.

Costs.  STAR, Sellers, the Committee, the STAR Committee, Purchaser and
WorldCom will each pay their respective transaction expenses, including internal
personnel or overhead costs and fees and expenses of legal counsel, incurred in
connection with the Acquisition or the resolution of Contract Costs. Nothing
contained in this letter shall make STAR liable for any Contract Costs.

Access. Sellers shall provide Purchaser with access to its consultants and accountants
and documentation related to the Acquisition.

Tennipation. In the event that Purchaser determines that after use of its best efforts
(without the obligation to pay any additional amounts to third parties) to obtain the
Necessary Approvals, that it will not be able to obtain such Necessary Approvals,
Purchaser shall notify the Sellers, the Committee, STAR and the STAR Committee of
its determination and the Purchase Agreement and the Management Agrecment shall
terminate (the “Termination™) as of the last day of the month in which the notice is
given.

Confidentiality. Each party and its advisors will hold al] information obtained from
the other party or its advisors in strict confidence and will use such information only
for the purpose of evaluating the Acquisition. In the event that the transactions
contemplated by this Proposal and the Purchase Agreement is not consummated, the
receiving party will return promptly all originals and copies of materials reflecting
such confidential information to the providing party. To the extent any such
confidential information was provided to the recciving party clectronically, the
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receiving party shall delete all such confidential material from whatever media it is
stored, including, without limitation, any backups or archives,

Executjop Deadline. If the foregoing is acceptable to you, please execute and cause
the Committee and STAR to execute this Letter Agreement as indicated below and
retum it to me no later than 12:00 p.m., Eastern Time, Tuesday, Janvary 31, 2002. If
a fully executed copy of this Letter Agreement is not received by WorldCom by that
time this Letier Agreement shall terminate and be of no further effect, at WorldCom'’s
option,

Postpetition Financing. Sellers and WorldCom shall agree to support Sellers’
obtainment of postpetition financing from RFC on an expedited basis, and in any
event, no later than the actual Pre-Closing, in an amount equal to $22,800,000, which
financing shall be used in the event of a disruption in anticipated cash flow. In the
event of any such borrowing, Purchaser agrees to assume the liabilities to RFC
incurred by the Sellers at the Closing.

Waiver, Certain Consents. Any of the terms of conditions of this Proposal may be
waived (in writing) at any time and from time to time by the party entitled to the
benefits thereof without affecting any other terms or conditions of this Agreement.

Release of Management Te¢am. WorldCom, Purchaser, Sellers, the Committee,
STAR and the STAR Committee shall each release the existing management team of
the Sellers composed of Bryan L. Engle, Tamie Barsky and Adam Kolodny
(collectively, the “Management Team™), effective as of the Closing, from all
liabilities, claims, damages, or causes of action, if any, related to (a) their respective
employment by Asset Recovery Services, Inc. (“ARSI”) in relation to ARSI’s
prepetition review of the Sellers’ and STAR’s operations and financials and (b) their
respective employment by the Sellers, except for acts of gross negligence, willfvl
misconduct or fraud.

Release of Comymittee Members. Sellers, STAR and WorldCom shall each release
the individual members of the Committee and the STAR Committee, effective as of
the Closing, from all liabilities, claims, damages or causes of action, if any, related to
their serving as members of the Committee and the STAR Committee, respectively,
except for acts of gross negligence, willful misconduct or fraud.

eme eamn. The Purchaser, the Committee and the
Sellers consent to the stay put bonuses for the Management Team requested by the
Sellers in the Sellers’ chapter 11 cases, provided that such stay put bonuses shall be
paid one-third at the actual Pre-Closing and two-thirds at the earlier to occur of a
Delay in Closing or the Closing. Such stay-put bonuses shall be paid by Purchaser,
and payment of the same shall not reduce the Purchase Price in any manner.
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WorldCom Claims Againgt STAR and S¢llers. WorldCom represents and warrants
that it has not assigned its claims against STAR or the Sellers to any third party, and

agrees to indemnify and hold STAR and/or the Sellers, as the case may be, harmless
from any and all claims, demands, allegations and/or causcs of action, if any, which
arise out of WorldCom’s breach of this representation and warranty.

Documentation Efforts. The parties shall use their best efforts to faithfully and in a
timely manner, document the terms and conditions of this Proposal, including,
without limitation, the drafting of the Bidding Procedures Order and the pleadings

. supporting same, the Sale Approval Order and the pleadings supporting same, the

Purchase Agreement, the Management Agreement and the Releases and Waivers
contemplated by this Proposal and prompily implement such agrecments afier
approval thereof by the Bankruptcy Court and the United States Bankruptcy Court for
the District of Delaware, to the extent necessary..

Time is of the Essence. Time is of the essence with respect to all provisions of this
Proposal.

Headings. The headings used herein are for purposes of reference only and shall not
~limit or affect the meaning of such section.

Govermng Law. This Letter Agreement shall be governed by the 1aws of the State of
New York, without regard to choice of law principles.

Integration Clayse. This Agreement is intended by the parties as a final expression of
their agreement and is intended as a complete statement of the terms and conditions
of their agreement,

No Amendments. This Proposal may only be modified or amended by a writing
executed by all parties to this Proposal, except as set forth in Section 20, as it relates
to waivers of conditions.

ons. The obligations of STAR and the STAR
Committee, and the benefits to STAR and the STAR Committee and their respective
Related Entities, are subject to the STAR Commiittee’s acceptance of this Proposal
and the approval by the United States Bankruptcy Court for the District of Delaware.

Remainder of Page Intentionally Left Blank
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Please indicate your agreement to the terms and conditions of this Proposal (subject to approval by the
Bankruptcy Court) and consent to the relief requested in the Bidding Procedures Motion by executing and
delivering this Proposal to me on or before Tuesday, January 31, 2002 at 12:00 p.m. If you have any
questions, please do not hesitate to call me,

Very truly yours,

REED SMITH LLP

By
Many Emamzage}

Counsel to MZIN Network Services, Inc.

cc:  Bruce Frankel, Esq. (by facsimile)
Lisa Bonsall, Esq. (by facsimile)
James Stang, Esq. (by facsimile)
Dan Lowenthal 111, Esq. (by facsimile)
David Myers (by facsimile)
George Hampton (by facsimile)
Thomas F. O’Neil II1, Esq. (by facsimile)
Brian H. Benjet, Esq. (by facsimile)
Robert P. Simons, Esq.

Signatures Appear on Following Page



IR JU. ZUVE )I)DIm

Bryan L. Engle
January 30, 2002
Page 17

Agreed 1o and accepted this 30™ day of January,
2002:

PT-1 COMMUNICATIONS, INC, PT-1 LoNG
DISTANCE, INC., AND PT-1 TECHNOLOGIES, INC.

By:

Bryan L.-Engle
Chief Executive Officer

Agreed to and accepted this 30* day of January,
2002:

STAR TELECOMMUNICATIONS, INC.

By:
Gordon Hutchins, Jr.
Chicf Executive Officer

IeN 39 2022 15:36
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Agreed 1o and accepted this 30 day of January,
2002:

OFFICIAL COMMITTEE OF UNSECURED
CREDITORS OF PT-1 COMMUNICATIONS, INC.,
PT-1 LONG DISTANCE, INC., AND PT-1
TECHNOLOGIES, INC.

By:

Lisa Bonsall, Esq., authorized Counsel to
the Official Comm:ttee of Unsecured
Creditors of the Sellers

Agreed 10 and accepted this 30® day of January,
2002:

OFFICIAL  COMMITTEE OF  Y{NSECURED
CREDITORS OF PT-1 COMMUNICATIONS, INC.,
PT-1 LONG DISTANCE, INC., aND PIT-]

TECHNOLOGIES, INC.
/ ‘fzm/{(ﬁ

—Vibamel A. Lowenthal, Esq., authorized

Counsel 10 the Oﬂit:]al Committee of w -ﬂ'
“,

Unsecured Creditors of STAR

PRGE. 1B
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Agreed 10 and accepted this 30™ day of January,
2002:

PT-1 COMMURNICATIONS, INC, FT-1 LONG
IDISTANCE, INC., AND PT-1 TECHNOLOGIES, INC.

Bryan L. Engle
Chisf Executive Officer

-Agrecd to and accepted this 30" day of January,
2002:

STAR TELECOMMUNICATIONS, INC.

By:

Gordon Hutchins, Jr.
Chief Executive Officer

é;greed to and accepted this 30™ day of January,
002:

Orroal COMMITTEE OF UNSECURED
CrEMTORS OF PT-1 COMMUNICATIONS, INC.,
PT-1 LONG DISTANCE, INC., AND PT-1
TECHNOLOGEES, INC.

By FZZ‘&&M pes
Lisa Bonfall, Esq., authorized Counsel to

the Official Committee of Unsecurod
Creditors of the Sellers

Agreed to and accepted this 30™ day of January,
2002: ’

OFrFICIAL. COMMITTEE OF  UNSECURED
CREDITORS OF PT-1 COMMUNICATIONS, INC.,
PT-1 LonG DISTANCE, INC, AND PT-1
TECHNOLOGIES, INC.

By:

Dauniel A. Lowenthal, Bsq., authorized
Counzel to the Qfficial Committeo of
Unsecnred Creditors of STAR
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g.grwd 10 and accepted this 30* day of January,
002:

FT-1 ComMMuNications, INc, PT-1 Lonc
DISTANCE, INC., AND PT-1 TECHNOLOGIES, INC.

Lot

* Bryan L. Bhgle
Chief Exccutive Officer

Agrecd to and accepied this 30° day of Jamuary,

STAR TELECOMMUNICATIONS, INC.
By:

Gordon Hutchius, Jr.

Chicf Executive Officer
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Reed Smith

Agreed to and accepted this 30™ day of January,
2002

OFFiCIAL COMMITTEE OF UNSECURED
CREDITORS OF PT-1 COMMUNICATIONS, INC.,
F1-1 LONG DISTANCE, INC., AND PT-1
TECHENOLOGIES, INC.

By:

Lisa Bonsall, Bsq., authorized Counsel to
the Official Committee of Unsecured
Creditors of the Scllers

iAd.g(ged 10 2nd accepted this 30® day of January,

OFFICIAL  COMMITTEE OF UNSECURED
CREDITORS OF PT-1 COMMUNICATIONS, INC,,

:PT:1 LONG DISTANCE, INC., AND PT-1
i TECHNOLOGIES, INC.

By:

Danicl A. Lowenthal, Esq., authorized
Counzel to tha Official Committce of
Unsecured Creditors of STAR.




P31 /202 1527
CEA 0 0y B:5IRM

Bryan L. Engle
January 30, 2002
Page 17

Agreed 10 and accepted this 30™ day of Jenuary,
2002:

PT-1 CoMMUNICATIONS, INC.,, PT-1 LONG
DISTANCE, INC., AND PT-1 TECHNOLOGIES, INC.

By:

Bryan L., Engle
Chief Executive Officer

Agreed 10 and accepted this 30" day of Janvary,
2002;

STAR TELECOMMUNICATIONS, INC.

By: :
Gordon Hutchins, Jr.
Chief Executive Offic¥r

GH ASSOCIATES INC » 12127028395P11
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Reed Smiith

2Agreed 10 and accepted this 30" day of January,
002:

OFFCIAL COMMITTEE OF UNSECURED
CREDITORS OF PT-1 COMMUNICATIONS, INC.,
PT-1 LONG DISTANCE, INC., AND PT-]
TECHNOLOGIES, INC.

By:

Lisa Bonsall, Esq., authorized Counsel to
the Official Commitice of Unsecured
Creditars of the Scllers

Agreed to and accepted this 30" day of Yanuary,
2002:

OFFICIAL COMMITTEE OF  UNSRCURED
CREDITORS OF PT-1 COMMUNICATIONS, INC,,
PT.1 LONG DISTANCE, INC., aND PIT-1
TECHNOLOGIES, INC.

By:

Danie] A, Lowenthal, Esq., anthonized
Counsel o the Official Committee of
Unsecured Creditors of STAR



Procedures Hearing: January 29, 2002
’ At: 2:00 p.m.
Sale Hearing: March 7, 2002

At: 10:00 am.

UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK

In re: 101-12655-260
101-12658-260°
PT-1 COMMUNICATIONS, INC. 101-12660-260
PT-1 LONG DISTANCE, INC.
PT-1 TECHNOLOGIES, INC,, Chapter 11
Debtors. Jointly Administered

ORDER TO SHOW CAUSE FIXING DATES, TIMES AND PLACE OF
HEARING TO CONSIDER MOTION FOR FURTHER ORDERS
PURSUANT TO SECTIONS 105, 363(b), 363(f), 363(m), 365 AND 1146(c)
OF THE BANKRUPTCY CODE AND FED. R. BANKR. P. 2002(a)(2), 6004
AND 6006, 9007 AND 9019: (A) AUTHORIZING THE SALE OF
SUBSTANTIALLY ALL OF DEBTORS’ ASSETS FREE AND CLEAR OF
ALL LIENS, CLAIMS AND ENCUMBRANCES, (B) AUTHORIZING THE
DEBTORS TO SELL SUCH ASSETS TO MCI WORLDCOM NETWORK
SERVICES, INC. OR ANY HIGHER AND BETTER BIDDER PURSUANT
TO THE TERMS OF AN AGREEMENT DATED JANUARY 22, 2002, (C)

APPROVING A BREAK-UP FEE AND CERTAIN BIDDING
PROCEDURES (D) AUTHORIZING ASSUMPTION AND ASSIGNMENT
OR REJECTION OF CERTAIN EXECUTORY CONTRACTS AND
UNEXPIRED LEASES IN CONNECTION THEREWITH, (E)
APPROVING MECHANISM FOR FIXING CURE AMOUNT AND
SCHEDULING HEARING(S) AND APPROVING NOTICE RELATED
THERETO; (F) EXEMPTING THE SALE FROM STAMP OR SIMILAR
TAXES; (G) APPROVING COMPROMISE OF A CONTROVERSY AND
THE EXCHANGE OF RELEASES PURSUANT TO BANKRUPTCY RULE
9019; (H) APPROVING MANAGEMENT AGREEMENT, (I)
AUTHORIZING CREDIT BIDDING, (J) AUTHORIZING DEBTORS TO
ENTER INTO AND APPROVING AGREEMENT WITH RFC CAPITAL
CORPORATION, AND (K) GRANTING RELATED RELIEF
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Upon the motion (“Motion”) of PT-1 Communications, Inc., PT-1 Long Distance, Inc., and

PT-1 Technologies, Inc., the debtors and debtors-in-possession in the above captioned Chapter 11

proceedings (the “Debtors™), dated January 22, 2002, for an Order fixing dates, times and place of

hearing to consider motion for further orders pursuant to Sections 105, 363(b), 363(f), 363(m), 365,

and 1146(c) of the Bankruptcy Code and Fed. R. Bankr. P. 2002(a)(2), 6004, 6006, 9007, and 9019:

(2

()

()
@

o
(®

)
@

authorizing the sale of substantially all of the Debtors’ assets free and clear
of all liens, claims and encumbrances;

authorizing the Debtors to sell such assets to MCI WorldCom Network
Services, Inc. (“WorldCom”) or any higher and better bidder pursuant to the
terms of a letter agreement dated January 22, 2002;

approving a break-up fee and certain bidding procedures;

authorizing assumpiion and assignment or rejection of certain executory
contracts and unexpired leases;

approving mechanism for fixing cure amount and scheduling hearing(s) and
approving notice related thereto;

exempting the sale from stamp or similar taxes;

approving compromise of a controversy and the exchange of releases

pursuant to Bankruptcy Rule 9019;
approving management agreement;

authorizing credit bidding,

(3) authorizing debtors to enter into and approving agreement with RFC Capital

Corporation; and
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(k)  granting related relicf
and the Court finding that: (a) the Court has jurisdiction over this matter pursuant to 28 U.S.C.
§§ 157 and 1334; and (b) this is a core proceeding pursuant to 28 U.S.C. §§ 157(b)(2)(A), (N) and
(O); (c) the relief granted herein 1s in the best interests of the Debtors and their estates and creditors;
and (d) the legal and factual basis set forth in the Motion establish just cause for the relief granted
herein; and due deliberation having been had and sufficient cause appearing to me therefor; it is
hereby

ORDERED, ADJUDGED AND DECREED THAT:

- 1. On January 29,2002 at 2:00 p.m., or as soon thereafter as counsel can be heard, a
bearing (the “Procedures Hearing”) will be hcl(i before the Honorable Conrad B. Duberstein, Chief
United Srtates Bankruptcy Judge for the Eastern District, at the United States Bankruptcy Court, 75
Clinton Street, Commmg_ﬁ Brooklyn, New York 11201, to consider entry of an order,
substantially in the form annexed as Exhibit “E” to the Motion, (i) approving the terms of the Sale,
including the terms of the bidding procedures, as set forth in the Motion, including WorldCom’s
right to credit bid, the break-up fee, right to match competing offers, minimum over bid and certain
other provisions as set forth in the Agreement dated January 22, 2002, and (ii) fixing deadline datt?s
for objections and the manner and extent of notice of the Sale Hearing (as defined below) (the
“Procedures Order™).

2. On March 7, 2002 at 10:00 a.m., or as soon thereafter as counsel can be heard, a
further hearing (“Sale Hearing™) will be held before the Honorable Conrad B. Duberstein, Chief
United States Bankruptcy Judge, at the United States Bankruptcy Court, 75 Clinton Street,

Courtroom ﬂé Brooklyn, New York 11201, for an order (1) authorizing the sale of the Assets
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pursuant to the proposed Asset Purchase Agreement, consistent with the tenms of the' bidding -

procedures provided for under the Procedures Order, (31) authorizing the Debtors to assume and
assign or reject certain executory contracts, (iii) approving compromise of a controversy and
exchange of releases, (iv) approving a management agreement; (v) authorizing the Debtors to enter
into an agreement with RFC Capital Corporation; and (vi) otherwise authorizing the relief requested
in the Motion.

3. The Debtors shall give notice of the Motion and Procedures Hearing by overnight
mail, or by hand delivery, if in New York City, by a copy of this Order and the Motion with exhibits
thereto on or before Jan uarygg 2002 upon: (1) all potential interested parties identified by the
Debtors or the Committee, (1i) the Office of the United States Trustee, (111) counsel to the Official
Committee of Unsecured Creditors; (iv) counsel for WorldCom; (v) counsel to STAR
Telecommunications, Inc_; (vi) counsel to the Official Cqmmittee of Unsecured Creditors of STAR
Telecommunications, Inc.; and (vii) parties in interest who have requested notice pursuant to
Bankruptcy Rule 2002.

4. The forms of notice set forth above shall constitute good and sufficient notice of the
Motion and the Procedures Hearing, and any requirements for other notice be, and hereby are,
waived and dispensed with pursuant to Rules 2002, 6006, 9006 and 9007 of the Federal Rules of
Bankruptcy Procedure and 11 US.C. § 105. |

5. Cause has been shown to allow this Court to reduce the notice period required in

order that this Court may consider approval of a certain Proposed transaction by the Debtors.
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Any interested party requesting additional infori
the Acquired Assets may contact counsel for the Debtors during regular business .hours; provided,
however, that each entity that submits an offer shall be relying upon its own independent due
diligence, review and analysis.

7. The Procedures Hearing or Sale Hearing may be adjourned from time to time by the
Court without further notice to creditors or parties in interest other than by an announcement of said
adjournment in Court or by notation on the Court's official calendar for the date scheduled for said
hearing.

8. Responsive Papers or Objections, if any, must conform to the requirements of Title
11, United States Code, the Federal Rules of Bankruptcy Procedure and the Local Rules of the
United States Bankruptcy Court for the Eastern District of New York, and must be in writing and
filed with the Clerk of the Court (with a copy to the Chambers of the Undersigned) and a copy served
upon: (a) counsel for the Debtors, Angel & Frankel, P.C_, 460 Park Avenue, New York, NY 10022-
1906, Attention: Bruce Frankel, Esq. and Rochelle R. Weisburg, Esq.; (b) counsel for the
Committee, McCarter &-English, LLP, 100 Mulberry Street, 4 Gateway Center, Newark, NJ
07102-4096, Attention: ‘Lisa Bonsall, Esq. and Patricia Zohn, Esq., (c) counsel for WorldCom, Reed
Smith LLP, 435 Sixth Avenue, Pittsburgh, PA 15219, Attention: Many Emamzadeh, Esq., and
Reed Smith LLP, The. Legal Center, One River Front Plaza, Newark, NJ 07102, Deborah A.
Reperowitz, Esq; and (d) the Office of the United States Trustee for the Eastern District of New
York, 33 Whitehall Street, 21st Floor, New York, NY 10004, Attention: Linda Riffkin, Esq., so as

to be received by the above parties (x) not later than 9_@ Q.m. January% 2002, if the
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on March A_", 2002, if the Objection/Response is to the Proposed Sale of the Assets.
9. Any requirement for the filing of a memorandum of law in support of the Motion be,

and it hereby is, dispensed with and waived except upon further order of the Court.

-« - e

BRook N
Dated: Rew—york, New York
January 22; 2002 ' —

CONRAD B. DUBERSTEIN
CHIEF UNITED STATES BANKRUPTCY JUDGE
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ANGEL & FRANKEL, P.C.

Attorneys for Debtors and Debtors-in-Possession
460 Park Avenue

New York, New York 10022-1906

(212) 752-8000

Bruce Frankel, Esq. (BF-9009) _

Rochelle R. Weisburg, Esq. (RW-6848)

UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK
——————————————————————————————— x

In re: 101-12655-260
‘ - 101-12658-260
PT-1 COMMUNICATIONS, INC,, 101-12660-260
PT-1 LONG DISTANCE, INC,,
PT-1 TECHNOLOGIES, INC,, Chapter 11 -
Debtors. Jointly Administered

[ R L S 4

DEBTORS’ MOTION SEEKING THE ENTRY OF AN ORDER(S): (i)
AUTHORIZING THE SALE OF SUBSTANTIALLY ALL OF DEBTORS'
ASSETS FREE AND CLEAR OF ALL LIENS, CLAIMS AND
ENCUMBRANCES; (i) AUTHORIZING THE DEBTORS TO SELL
SUCH ASSETS TO MCI WORLDCOM NETWORK SERVICES, INC. OR
ANY HIGHER OR BETTER BIDDER PURSUANT TO THE TERMS OF
AN AGREEMENT DATED JANUARY 22, 2002; (iii) APPROVING A
BREAK-UP FEE AND CERTAIN BIDDING PROCEDURES; (iv)
AUTHORIZING ASSUMPTION AND ASSIGNMENT OF CERTAIN

.. EXECUTORY CONTRACTS AND UNEXPIRED LEASES IN
CONNECTION THEREWITH, (v) APPROVING MECHANISM FOR
FIXING CURE AMOUNTS AND SCHEDULING HEARING(S) AND
APPROVING NOTICE RELATED THERETO); (vi) EXEMPTING THE
~ SALE FROM STAMP OR SIMILAR TAXES, (vii) APPROVING
COMPROMISE OF A CONTROVERSY AND THE EXCHANGE OF
RELEASES PURSUANT TO BANKRUPTCY RULE 9019,

' (viii) APPROVING MANAGEMENT AGREEMENT, (ix) AUTHORIZING
CREDIT BIDDING, (x) AUTHORIZING DEBTORS TO ENTER INTO
AND APPROVING AGREEMENT WITH RFC CAPITAL
CORPORATION AND (3i) GRANTING RELATED RELIEF
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PT-1 Communications, Inc.("PT-1"), PT-1 Long Distance, Inc. ("Long Distance"), and PT-1
Technologies, Inc. ("Technologies™), debtors and debtors-in-possession (collectively, the "Debtors™),
as and for their Motion seeking the entry of an order pursuant to sections 105, 363, 365 and 1146 of
Title 11 of the United States Code, 11 U.S.C. §101, et seq. (the "Bankruptcy Code"), Rules 6004,
6006, 9019 and 2002 of the Feéderal Rules of Bankruptcy Procedure and the Local Rules of

- Bankruptcy Procedure for the Eastern District of New York (the "Local Rules"), respectively request
the entry of Orders: (i) authorizing the sale of substantially all of Debtors' assets free and clear of
all liens, claims and encumbrances; (i) authon'éing the Debtor to sell such assets to MCI WorldCom
Network Services, Inc. (“WorldCom™) or any higher or better bidder pursuant to the terms of an
agreerilent dated January 22, 2002; (iii) approving a break-up fee and certain bidding procedures;

- (iv) authorizing assumption and assignment of certain executory contracts and unexpired leases in

connection therewith, (v) approving mechanism for ﬂi(ing cure amounts and scheduling hearing(s)
and approving notice felated thereto; (vi) gaxempting the sale from stamp or similar taxes,

(vii) approving compromise of a controversy and the exchange of releases pum@t to Bankruptcy

Rule 9019, (viii) approving management agreement, (ix) authorizing credit bidding, (x) authorizing

Debtors to enter into and approving agreement with RFC Capital Corporation (the “Sale and

Procedures Motion™); and (xi) granting related relief, respectfully represent:

I. INTRODUCTION

A. The Debtors' Bankruptcy Cases
1. OnMarch 9,2001, (the "Petition Date"), each of the Debtors filed in the United States
Bankruptcy Court for the Eastern District of New York (the "Bankruptcy Court™) a voluntary petition

for relief under chapter 11 of the Bankruptcy Code (the “Bankruptcy Cases”). The Debtors have
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continued in the operation of their businesses and management of their assets as
debtors-in-possession pursuant to sections 1107(a) and 1108 of the Bankruptcy Code (the
“Bankruptcy Code™).

2. On or about March 13,2001, the Bankruptcy Court entered an Order authorizing the
joint administration of the Debtors' Bankruptcy Cases.

3. On or about March 23, 2001, an official committee of unsecured creditors (the
"Creditors' Committee") was appointed by the United States Trustee to serve in the Bankruptcy
Cases The Creditors' Committee is represented by McCarter & English, LLP and has been actively-
involved in the Bankruptcy Cases.

4. Prior to the Petition Date, the Debtors' businesses had suffered a severe economic
downturn. On the eve of the Petition Date, the Debtors' management was replaced, however, as of
the Petition Date, it was unclear whether the Debtors' businesses could be stabilized, or whether any
ﬁmds would be available for distribution to the Debtors' unsecured creditors.

S. Following diligent analysis by the Debtors' new management team, substantive
changes in the way the Debtors operate and finance their operations were made. i’-‘or example, prior
to the Petition Date, the Debtors had sold their receivables. The Debtors' new management team,
Debtor’s counsel and the Committee determined that this action was unnecessarily costly to the
Debtors. Accordingly, the Debtors now directly collect and use their own receivables and no longer
discount and sell same. Also, by way of example, prior to the Petition Date, many of the services
'tendemd to the Debtors were not rendered directly to the Debtors, but rather, flowed through the
STAR debtor (as defined and described hereinafter), which currently is the subject of a bankruptcy

case pending before the Bankruptcy Court for the District of Delaware. The Debtors' new
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management has been successful in eliminating the “middleman® so that now such services are
provided directly to the Debtors.

6.  Ultimately, after lengthy negotiations between all parties-in-interest, final orders
at_'lthoﬁzing the Debtors' use of cash collateral and authorizing debtor-in-possession financing were
entered in these cases. Despite the current state of the economy and recent terrorist events, the
- Debtors' businesses have been stabilized and the Debtors, in conjunction with the Creditors'

Committee and their largest - creditor, MCI WorldCom -thwork Services, Inc., as agent for -
"WorldCom, Inc. and its wholly owned subsidiaries, have developed a strategy for the Debtors' -
; emergence from bankruptcy, which involves the Debtors' sale of substantially all of their assets to
WorldCom or its designee.
7. The sale of the Debtors' assets, however, must move forward expeditiously, as the
. Debtors” revenue is declining and it is unclear how long the Debtors' businesses will remain stable.
Accordingly, by this Sale and Procediires Motion, the Debtors are seeking to schedule hearings to
be conducted to approve the relief requested hereby and to provide for notice thereof..

B. The Debtors' Business

8. PT-1 is the parent corporation of Long Distance and Technologies. They are in the
telecommunications industry and provide long:distance "dial-around" services, both domestically .
and internationally.

C. The Star Debtors

9. STAR Telecommunications, Inc. ("STAR") is the parent of PT-1 which itself filed
a petition for reorganization under chapter 11 of the Baﬁkmptcy Code in the United States

Bankxuptcy Court for the District of Delaware. Just prior to the Petition Date, WorldCom exercised
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its rights under a voting trust agreement with STAR pursuant to which a new board of directors was-
elected for PT-1 which board elected new officers. Such new board and officers continue to
supervise and manage the Debtors during the Bankruptcy Cases.

D. The Proposed Sale

10.  The Debtors have determined that it is in their best interests, as well as the best
- interesis of their creditors, to effectuate an orderly sale of all, or substantially all of the assets
relating to their businesses, together with certain obligations and liabilities relating to such assets (the
';Acquired Assets"). Accordingly, the Debtors (and others) have marketed the Assets for sale.

1. These efforts, after lengthy and arduous negotiations, have resulted in the execution
of an agreement among the Debtors, the Creditors” Committee, STAR, the Official Committee of
Unsecured Creditors appointed in STAR’s bankruptcy case. (the “STAR Committee™), and.
- WorldCom (the “Proposal”). A copy of the Proposal is annexed hereto as Exhibit “A” and
" incorporated herein by reference. The Proposal contemplates execution of an asset purchase
agreement between the Debtors and WorldCom (the “Asset Purchase Agreement™), substantially in
the form attached hereto as Exhibit “B”. The i)ebtors and Purchaser agree to negotiate the final

terms of the Asset Purchase Agreement with the Committee in good faith. A description of the

material terms-of the Proposal (and Asset Purchase Agreement) follows'.

! The following is merely a summary description of the relevant portions of the Proposal and final Asset

Purchase Agrecment and is subject in all respects to the more detailed terms and conditions set forth in the Proposal and
final Asset Purchase Agreemeat. haddmomwpmltmdtamuhhzedhmnandnotdcﬁnedhaveﬂnemmngsgww
to thesn in the Proposal and final Asset Purchase Agreement, as the case may be.
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I THE ASSET SALE

A. Assets to Be Acquired

12.  Assets. WorldCom® will purchase all of the assets owned by the Debtors

(collectivély, “Acquired Assets™) (other than those assets expressly excluded from purchase by

WorldCom in the Asset Purchase Agreement), which are used in the operation of the Debtors'

business (the "Business"), including, without limitation, the following:

@

®)

()

@

(©)

®

(®

All cash at Pre-Closing (as defined in the Asset Purchase Agreement), less
all cash required to pay all outstanding postpetition unpaid expenses incurred
in the ordinary course of the Debtors' Business, excluding professional fees
and expenses;

- All accounts receivable (including, without limitation, the funds payable to

the Debtors by RFC Capital) related solely to the Business (the “Acquired
Receivables"), but specifically excluding the receivables due the Debtors by
IDT Corporation or its affiliates (collcctlvely, “[DT") and any other
receivables not related to the Business; : - ) I

All deposits;
All prepaid expenses;

All equipment (including, without limitation, all telecommunications and
switching equipment and platforms, computers and peripherals and office
equipment), furniture, fixtures and leaschold improvements;

1016868 Carrier Identification Code ("CIC") and any other CICs that are
loaded on the Debtors' Feature Group D netwodc, and all rights related
thereto;

All customer base related to the Business and all dial-around traffic and
revenue streams related thereto, including, without limitation, any past or
current customers and any information or call records relating thereto;

2

Reference to WorldCom are also references to the “Purchaser” as defined in the Asse( Purchase

Agreement and may be used inteschangeably, as the case may be.
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®

®
&

)

@

)

(p)

All telecommunications network assets, including, without limitation, 800
and other telephone numbers, ACNAS, all circuits, private lines,
intermachine trunk lines, and Feature Group D's related to Debtors' operation
of its telecommunications network, and all rights related to the foregoing to
be used in perpetuity;

All intellectual property related to the Business or any of the Acquired
Assets, including, without limitation, trademarks, copyrights, pateats,
licenses, sublicenses, technical information, data, specifications, research and
development information, engineering drawings and operating and
maintenance manuals; (defined as the Intellectual Property), and including
without limitation, Intellectual property which may be recovered by the
Debtors’ estates pursuant to their avoidance actions under chapter 5 of the
Bankruptcy Code;

All permits relating to the Business and/or any of the Acquired Assets;

All rights to any and all cash true-ups or other contract rights related to
HOLD Billing Services, Inc., HOLD Billing Services, Ltd., or any other
billing and collection service agreements related to the Business;

All of Debtors' claims and causes of action, if any, against Purchaser and its.
affiliates.

Copies, at Purchaser’s cost, of all of Debtors' financial, accounting and other
books and records as are necessary for the Purchaser's continued operation of
the Acquired Assets and the Business;

All other personal, real, tangible or intangible property used in the operation
of the Business;

All rights to employ the employees of the Debtors, as may be requested by
Purchaser, there being no obligation imposed on Purchaser to employ any of
the employees of the Debtors; and

Such other assets as are ﬁpeciflcally set forth in the Asset Purchase

Agreement, but specifically excluding the Excluded Assets, as defined therein
(and below).
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B. Executory Contracis and Unexpired Leases.

13.  The Debtors shall assign to WorldCom all executory contracts (unless expressly

excluded in the Asset Purchase Agreement) to which any one or more of them is a party, and

WorldCom shall assume the liabilities under such executory contracts after the Closing (as defined

_inthe Asset Purchase Agreement), including the following:

@

®)

- (©)

@

C. Exduded Assets

The postpetition agreement between the Debtors and STAR related to the
transfer of assets and continued provision of services executed by Star and
the Debtors on or about October 24, 2001, and any subsequent amendments,
approved by the United States Bankruptcy Court for the District of Delaware

on December 4, 2001 and approved by the Bankruptcy Court on
December 21, 2001; '

That certain agreement by and between Debtors and Chase Equipment
Leasing, Inc. (n/k/a JP Morgan Leasing, Inc.), dated February 20, 1998, a

_stipulation and order “so ordered” by the Bankruptcy Court on July 12,2001,
and a second stipulation and order “so ordered” by the Bankruptcy Court on
January 15, 2002, as the same may be amended, modified or supplemented
from time to time;

The Billing Services Agreement by and between HBS Billing Services Ltd.
and its affiliates ("HBS") and Debtors dated as of October 16, 1997, as the
same raay have been amended, modified or supplemented from time to time,
provided that it shall be a condition to the Pre-Closing that WorldCom and
HBS enter into a modification or supplement to such agreement which
eliminates MCI's risk with respect to collection of receivables from HBS (but
not the collection risk from the end-users), and provided further that in lieu
of assuming the foregoing HBS contract, WorldCom may enter into a new
contract with HBS; and :

Such other executory contracts and unexpired leases as WorldCom
determines on or before the Closing.

14. Notwithstanding the foregoing, the Acquired Assets shall not include the following

"Excluded Assets" of Debtors
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@

®)

©

@

(e)
®

(2

®)

D. Purchase Price

Allavoidance or other actions under chapters 5 or 11 of the Bankruptcy Code
or otherwise, and any recoveries thereunder, except for actions against
WorldCom or its affiliates, or and recoveries from actions recovering
Intellectual Property;

All accounts receivable and other assets (including, without limitation choses
of action) not related to the Debtors' Business, including, without limitation,
the accounts receivable and other sums owed by IDT to the Debtors and any
debit card receivables;

Any and all claims or choses of action in connection with or arising out of
Debtor’s debit card business which was sold prepetition.

Any assets in Debtors' executive or incentive compensation, bonus, deferred
compensation, pension, profit sharing, savings, retirement, stock option,
stock purchase, group life, health or accident insurance or other employee
benefit plans;

All minute books, stock transfer books and corporate seals;

All financial and accounting books and records except such books and
records as are necessary for Purchaser's continued operation of the Business,
provided that, Purchaser shall have reasonable access to any such books and
records retained by the Business and the opportunity to copy such books and
any data, books or records which Debtors decide to discard after the closing;
and .

Any actions against former officers and directors of Debtors or STAR, other
than those expressly released pursuant to the terms of the Proposal and an
executed Asset Purchase Agreement; and

All tangible, intangible, real or personal property, including contracts, permits
or intellectual property which Purchaser specifically lists in the Asset
Purchase Agreement as an "Excluded Asset".

15.  Inconsideration for the acquisition of the Acquired Assets, WorldCom shall pay (or

“cause to be paid) consideration in the amount of $108,800,000.00 in cash and assumed liabitities and

the other consideration set forth below, payable as follows:
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®)

©

@

(e)

B

At Closing WorldCom shall waive all of its claims against the Debtors, but
excluding its Secured Claim of $106,373,824.42 (the "WorldCom Claim")
which shall be credit bid pursuant to Section 363(k) of the Bankruptcy Code,
having a minimum value-of $75,000,000, with any incremental bids by

‘WorldCom to be made in accordance with Section 10(c) of the Proposal;

At the actual Pre-Closing, WorldCom shall cause to be paid to the Debtors
$5,200,000 (the "Initial Payment");

Thirty (30) days after the actual Pre-Closing, WorldCom shall cause to be
paid to the Debtors $10,400,000 (the "Second Payment”), in immediately
available funds;

Sixty (60) days after the actual Pre-Closing, WorldCom shall cause to be paid
to Debtors an additional $10,400,000 (the “Third Payment”) in immediately
available funds;

Ninety (90) days after the actual Pre-Closing, WorldCom shall cause to be
paid to the Debtors an additional $2,000,000 (the "Fourth Payment") in
immediately available funds;

WorldCom shall (i) assume post-Pre-Closing obligations under the Chase
Amendment, having an agreed value of $3,500,000, (ii) assume
post-Pre-Closing obligations under the STAR Agreement, having an agreed
value of $1,800,000, and (iii) pay the first $500,000 towards Contract Costs,
and all Contract Costs in excess of $900,000 in the aggregate.

‘E. The Management-éggeement

16.  Atthe actual Pre-Closing, WorldCom and the Debtors shall enter into an agreement

(the “Managcment Agreement") pursuant to which WorldCom shall be granted the right to manage

the Debtors' Business during the period between the Pre-Closing and the earlier of (i) the Closing

or (i) the last day of the month in which the Manaécmcnt Agreement is terminated for failure to

obtain the Necessary Approvals (the “Mandgement Period”). The Management Agreement

substantially in the form is attached hereto as Exhibit “C”. The Debtors and Purchaser agree to
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negotiate the final terms of the Management Agreement with the Committee in good faith. A

description of the material terms of the Management Agreement are as follows

@)

®

©

@

The WorldCam Claim shall be conditionally credited to the Debtors' account
with WorldCom on the Pre-Closing Date;

WorldCom shall operate the business during the Management Period in the
ordinary course, subject to certain express exceptions. During the
Management Period, WorldCom shall cause all Operating Reports, in the
form currently submitted to the United States Trustee, to be prepared and
served monthly upon the United States Trustee, the Creditors' Committee, the
Comumittee’s counsel, and the Debtors' counsel;

WorldCom and the Debtors shall use their respective best efforts during the
Management Perdod to obtain all Necessary Approvals, without the
requirement that WorldCom pay third parties for such Necessary Approvals;

- WorldCom agrees that it will use its best efforts to minimize the Contract

Costs, it being understood:that WorldCom's best efforts does not include any
duty to pay monies to third parties in order to obtain the desired result of
minimizing assumption and cure costs, unless credited against the Purchase
Price. The Debtors and the Creditors' Committee agree to support
WorldCom's efforts to minimize such assumption and cure costs.

F. . .Ceonditions Precedent to Closing

17.

Several conditions must be met prior to the Closing, including:

e execution of a Management Agreement on terms
agreeable to WorldCom, the Debtors and the Committee
which gives WorldCom the right to manage the Debtors'
businesses prior to closing of the sale;

« receipt of all necessary notices, permits, authorizations,
approvals, consents and/or waivers determined by
WorldCom to be reasonably required or necessary from

3

addition, capi
Agrecment.

The following is merely a summary description of the relevant portions of the Management Agreement
and is subject in all respects to the more detailed terms and conditions set forth in the Management Agreement. In
talized terms utitized herein and not defined have the meanings given to them in the Management
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any state or federal regulatory agency asserting
Jurisdiction over the sale;

e any applicable waiting period under the
Hart-Scott-Rodino Antitrust Improvements Act of 1976,
as amended, having expired or terminated; and
e entry of an order of the Bankruptcy Court approving the
sale of the Acquired Assets in form and substance
satisfactory to WorldCom and the Committee
18.  The Debtors believe that the value of their estates will be maximized by a sale of

substantially all of their assets as a going concem pursuant to the terms of the Asset Purchase

Agreement.

III. JURISDICTION

..1 9 This Bankruptcy Court hasjurisdiction fo oonsid:cr this motion puxéuant to 28'U.S.é.
;§§ 157 and 1334. This is a core proceeding: pursuant to 28 U.S.C. -§ 157(b)(2). The statutory
predicates for the relief sought herein are sections 105, 363, 365 and 1146 of the Bankruptcy Code.
Venu:e is proper before this Bankruptcy Court pursuant to 28 U.S.C. §§ 1408 and 1409.

IV. RELIEF REQUESTED

20. By this Sale and Procedures Motion, the Debtors request the scheduling of two
hearmgs and the entry of two orders. Speciﬁcaily, pursuant to sections 105, 363, 365 and 1146 of
the Bankruptcy Code and Rules 2002, 6004, 6006 and 9019 of the Bankruptcy Rules, the Debtors
request the scheduling of two separate hearings to consider the entry of each of the following orders:

(@  The Bidding Procedures Order:
« approving the Bidding Procedures as defined below;

= approving the mechanism for fixing cure amounts;
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» finding that the Pre-Closing shall constitute
substantial consummation of the sale of the Acquired
Assets;

» finding that WorldCom is a “"good faith purchaser”
and a qualified bidder;

» authorizing WorldCom to credit bid pursuant to the
terms of the Proposal;

« approving the Stalking Horse Incentives (as
-hereinafter defined) and a break-up fee;

+ approving notice of this Sale and Procedures Motion
and related procedures and the hearings;

* declaring that the "Releases and Waivers" granted
pursuant to the Agreement shall remain effective in
the event an entity other than WorldCom is the
successful bidder with all such releases and waivers to
become effective only on the Closing of a sale;

= approve the settlements contemplated, effective upon
the Closing. - '

(b) : The Sale Order:

+ approving the Proposal and transactions contemplated
thereby;

« approving the Asset Purchase Agreement;

+  approving the sale of the Acquired Assets free and:
clear of liens, claims and encumbrances;

« authorzing the assumption and assignment of certain
executory contracts and wunexpired leases in
connection with the sale of the Acquired Assets;

+  approving the Management Agreement;

- authorizing WorldCom 10 assign its rights under the
Proposal, Management Agreement and the Asset
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Purchase Agreement, as of the Closing, without the
necessity for obtaining any additional court approval
and/or execution of any additional agreements;

 approving the exchange of the Releases and Waivers;

= authorizing the exemption of the sale of the Acquired
Assets from stamp or similar taxes;

« waiving the ten-day stay contained in Bankruptcy
Rule 6004(g);

« authorizing and approving the RFC Agreement (as
defined below);

VY. ARGUMENT

POINT I THE DEBTORS ARE ENTITLED TO THE

ENTRY OF THE BIDDING PROCEDURES ORDER

-A.. Approval of Bidding Procedures

21.  TheDebtors believe that conducting an auction of the Acquired-Assets-in accordance

with the following procedures will maximize the value of the Debtors' estates and the Acquired

Assets:

@)

®)

The Debtors shall mail this Sale and Procedures Motion giving notice of the
Hearing to consider entry of the Bidding Procedures Order on: (a) all
potential interested parties identified by the Debtors or the Committee, (b) the
Office of the United States Trustee, () counsel to the Creditors’ Committee,

{(d) counsel to STAR, (e) counsel to the STAR Committee, and (f) parties in

interest who requested notice pursuant to Bankruptcy Rule 2002.

Within two (2) business days after the Bidding Procedures Order is entered,
the Debtors shall mail the Bidding Procedures Order, together with a copy of
this Sale and Procedures Motion by first class mail, postage prepaid, to (a) all
potential interested parties identified by the Debtors or the Committee, (b)
the Office of the United States Trustee, (c) counsel to the Creditors'
Committee, (d) counsel to WorldCom, (€) counsel to STAR, (f) counsel to
the STAR Committee, (g) parties in interest who have requested notice
pursuant to Bankruptcy Rule 2002, (h) all known entities holding or asserting
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©

®
(®

a security interest in or lien against any of the Acquired Assets, (1) the parties
to the Debtors' material executory contracts and unexpired leases that the
Debtors believe may be subject to assumption and assignment {or rejection),
(j) all taxing authorities whose rights may be affected by the sale of the
Acquired Assets, and (k) all government agencies required to receive notice
of proceedings under the Bankruptcy Rules and other regulatory rules. All
other creditors and interested parties of the Debtors will receive notice by
publication in The New York Times, National Edition in the form annexed
hereto as Exhibit “D” (the “Publication Notice™).

The Acquired Assets shall ‘be sold at an auction sale (the "Auction®) in a

single sale to a single bidder free and clear of all liens, claims and
encumbrances.

The Asset Purchase Agreement shall establish the form for bidding on the
Acquired Assets and shall constitute a minimum bid for the Acquired Assets.
The Asset Purchase Agreement shall constitute WorldCom's qualified bid for
the Acquired Assets.

As a pre-condition to participating in the Auction, a potential bidder must be
qualified. The Debtors will qualify potential bidders according to their
financial ability to purchase the Acquired Assets. A potential bidder will not
be qualified until it submits a Bid and pays to Debtors’ counsel, in the form
of a certified check or wire transfer, a deposit in the amount of ten percent
(10%) of the aggregate purchase price offered by such-potential bidder (the
“Eamest Money Deposit").

A " Bidder" is a person who submits a Bid.

A "Bid" shall consist of: (i) a letter from a potential Bidder offering to
purchase the Acquired Assets upon the terms and conditions set forth in the
Asset Purchase Agreement, together with all Exhibits and Schedules and
stating that the Bidder is prepared to enter into and consummate the
transaction within not more than ten days after entry of the-Sale Order,
subject to obtaining any governmental or regulatory approvals; (i) a copy of
the Asset Purchase Agreement and the Management Agreement marked to
show any proposed amendments and modifications, including price and the
time of closing, that such Bidder proposes (the “Marked Agreements");
(iii) the Eamest Money Deposit; and (iv) financial information of the Bidder
sufficient to demonstrate that the Bidder is a Qualified Bidder. All Bids must
be delivered to the Debtors' counsel, Angel & Frankel, P.C., 460 Park
Avenue, New York; NY 10022-1906, Attention: Bruce Frankel, Esquire,
with a copy to Committee Counsel, McCarter & English, LLP, 100 Mulberry
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Street, 4 Gateway Center, Newark, NJ 07102-4096, Attention: Lisa S.
Bonsall, Esq., not later than 10:00 a.m. (EST) on the date which is two
Business Days prior to the date scheduled by the Bankruptcy Court for the
Auction and Sale Hearing (the "Bid Deadline").

Qualified Bidders will be allowed to perform reasonable due diligence on the
Acquired Assets, including reasonable access to the books, records and
executives of the Debtors, after first signing an appropriate confidentiality
agreement.

A "Qualified Bid" is a Bid in cash that: (i) is made by a Qualified Bidder and
complies with the provisions of sub-paragraph (f), above, in all respects; (ii)
is not, in the good faith opinion of the Debtors, and the Committee, materially
more burdensome or conditional than the terms of the Asset Purchase
Agreement; and (iii) contains an offer in the amount of the Purchase Price
plus at least $3,000,000 in immediately available funds into escrow upon the
Pre-Closing and to .be paid at Closing as follows: (1) WorldCom in the
amount of $75,000,000 in immediately available funds; (2) to the Debtor’s
estates, the $33.8 million in consideration (composed of the payments to be

-.made during the Management Period, the agreement to pay $500,000 in
‘Contract Costs.(and all other Contract Costs in excess of $900,000), the

the STAR Agreement) on terms no less advantageous to such bidder than
WorldCom's payment terms set forth in the Purchase Agreement.

WorldCom is permitted to bid in excess of $75,000,000, and such increased
bid shall be a credit bid to the extent of two-thirds of such increase over
$75,000,000 up to the amount of WorldCom’s claim, with the remainder of
such increased bid payable in cash at the same time as the Fourth Payment.

To the extent there is a Successful Competing Bidder, WorldCom shall be
entitled to receive in cash, at Closing, in addition to the $750,000 Break-Up
Fee, two-thirds of the difference between the Successful Competing Bidder's
winning bid and $108,800,000, payable at Closing, in cash, and the remainder
shall be turned over to the Debtors' estates.

Only Qualified Bids will be considered at the Auction, and the Debtors
reserve the right to reject any Bid if the Bid, among other things:

e is on terms that are materially more burdensome or

conditional than the ternms of the Asset Purchase
Agreement;
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(0)

®

@

(@)

()

= proposes to. purchase items other than the Acquired
Assets contemplated by the Asset Purchase
Agreement;

e isnot received by the Bid Deadline;

< includes noncash consideration; or

is subject to any financing condition.

‘In the event the Debtors do not receive any Qualified Bids, other than a bid

from WorldCom, the Debtors shall report this fact to the Bankruptcy Court,
the Auction shall not be held, and the Debtors shall proceed to have the sale
to WorldCom approved at the Auction and Sale Hearing.

If the Debtors receive any Qualified Bids in addition to the WorldCom Bid,
the Bankruptcy Court will conduct an Auction and hearing ("Sale Hearing")
with respect to the Acquired Assets at the United States Bankruptcy Court for
the Eastern District of New York beginning at 10:00 a.m. (EST) or such later
time, date, or other place as the Debtors may notify all Quallﬁed Bidders who
have submlttcd Quallﬁed Bids. .

‘Only WorldCom and any Qualiﬂed‘Bidder who has s'ubmitted a Qualified-

Bid are eligible to participate at the Auction.

At the Auction, Qualified Bidders will be permitted to increase their bids and
will be permitted to bid based only upon the terms of the Asset Purchase
Agreement or the Marked Agreements, as the case may be. The bidding will
start at the Purchase Price plus $3,000,000.00, and continue inincrements of
at least $3,000,000 thereafter, payable in cash at the Closing to the Debtors
(to be escrowed at the Pre-Closing).

At the Auction, the Debtors may adopt and announce additional procedural
rules for conducting the Auction that are reasonable under the circumstances-
(e.g. the amount of time allotted to make subsequent overbids), will better
promote the goals of the bidding process, and that are not inconsistent with
any of the provisions of the Bidding Procedures Order described herein.

A court reporter will be in attendance at the Auction to transcribe such
proceeding.

The Debtors will select the winning Bid after the conclusion of the Auction,
subject to Bankruptcy Court approval, and the winning Bidder (the
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"Purchaser™) will eater into definitive agreements substantially in the form of
the Asset Purchase Agreement immediately after the conclusion of the Sale
Hearing.

A Pre-Closing of the Sale shall occur not later than ten (10) days after the
Sale Hearing, unless the Debtors otherwise agree, provided no stay pending
an appeal has been entered and further provided that the Bankruptcy Court
found that the successful Bidder was a good faith purchaser entitled to the
protections of Section 363(m) of the Bankruptcy Code. After the
Pre-Closing, the Debtors and Purchaser shall use their best efforts to obtain
the necessary approvals, permits, authorizations or waivers from any state or
federal regulatory agency asserting jurisdiction over the Sale, including the
Federal Communications Commission (the “"Regulatory Approvals"). The
Sale shall close within ten (10) days after obtaining all Necessary Approvals
(as defined in the Asset Purchase Agreement), provided, however, that in the
event WorldCom has not obtained the Necessary Approvals within 180 days
of the Pre-Closing but has obtained all necessary Regulatory Approvals, then
the Purchase Price, less $400,000, shall be released from escrow and made
available for distribution to creditors.

Bids mustbe UIlC(;;ldIHODal and not contingent upon any event, including, any

due diligence investigation, the receipt of financing and further bidding
approval, including from any board of directors, shareholders or otherwise.
Bids are irrevocable until ten days afier the close of the Auction.

- Objections to any relief requested by the Sale and Procedures Motion,
-including objections relating to the assumption and assignment of executory

contracts and unexpired leases, shall be in writing and filed and served so as
to be actually received by 4:00 p.m. on a date to be established by further
order of the Bankruptcy Court.

If for any reason the entity that makes the highest or best bid fails to
consummate the purchase of the Acquired Assets, or any part thereof, the
offeror of the second highest or best bid will automatically be deemed to have
submitted the highest or best bid and to the extent such offeror and the
Debtors consent, the Debtors and such offeror are authorized to effect the sale

-of the Acquired Assets, or any part thereof, to such offeror as soon as is

commercially reasonable without further order of the Bankruptcy Court. If
such failure to consummate the purchase is the result of a breach by the
winning bidder, the Earnest Money Down Payment shall be forfeited to the
Debtors and the Debtors specifically reserve the right to seek all available
damages from the defaulting bidder.
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(x)  All Eamest Money Deposits shall be held by the Debtors, without interest,
until such time as the bids are officially rejected by the Debtors. Such deposit
shall be forfeited in the event that any bidder for an accepted bid defaults.
The Eamest Money Deposit wiil be forfeited if (i) the bidder is determined
to be a Qualified Bidder and withdraws or modifies its bid other than as
provided in the Bidding Procedures before the Bankruptcy Court approves the
Debtors' selection of the successful Bidder, or (ii) the Bidder is the successful
Bidder and (A) modifies or withdraws its Bid without the Debtors' consent
before the consummation of the sale contemplated by such Bid, (B) breaches
its Bid, or (C) breaches its confidentiality agreecment.

POINTII THE BID OF ANY BIDDER FAILING TO
COMPLY WITH THESE REQUIREMENTS MAY
NOT BE CONSIDERED BY THE DEBTORS, IN
THEIR REASONABLE DISCRETION.

22.  TheDebtors believe that the sale procedures set forth herein will facilitate an orderly
sale of the Acquired Assets and the maximization of the value ;for their estates and creditors.
Accordingly, the Debtors request that this Bankruptcy Court enter an order approving the bidding’

procedures (“Procedures Order™), in the form annexed hereto as Exhibit "E*, approve the bidding

procedures in the form annexed hereto as Exhibit "F" (the “Bidding Procedures™), and the proposed

Publication Notice to be published in The New York Times, National Edition is the form annexed

hereto as Exhibit "D".
23.  TheDebtors believe that these Bidding Procedures provide an appropriate framework
for selling the Acquired Assets in a uniform fashion and will enable the Debtors to review, analyze
- and compare all bids received to determine which Bid is in the best interests of the Debtors' estates
and creditors. Therefore, the Debtors respectfully request that this Bankruptcy Court enter the

Procedures Order to approve the Bidding Procedures.
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B. Approval of the General Form of the Asset Purchase
"Agreement and Including the Management Agreement”

24. It is increasingly conunonplace that, in chapter 11 sales of this nature, the court
approves the form of agreement upon which bids are required to be submitted. The use of a uniform
agreement will enable the Debtors and other parties in interest to easily compare and contrast the
" differing terms of the bids at the Auction. Accordingly, the Debtors will require that bids for the
purchase of the Acquired Assets be submitted in the form of the Asset Purchase Agreement,

including all exhibits thereto, a copy of which is annexed hereto as Exhibit "B", as such agreement

may be modified in the manner described below.

| | 25. In addition, the Management Agreement is integral to the Asset Sale, and has been
ne-gotiated by the Debtors, and WorldCom at arms' lengt.l; as a material condition to the Sale. Under
the Manage;rlent Agreement, during the Management Period, the Purchaser has the right, subject to
cértain limitations, to operate the Sellers' busines; in order to secure and preserve the Assets. Since
the Management Agreement is an essential component of the Sale and the Sale cannot go forward
z;bsent Bankruptcy Court approval of the Manag;zment Agreement, the Bankruptcy -Court should

approve the Management Agreeﬁlent, pursuant to 11 U.S.C. §§ 105 and 363. See, e.g., In re Thrifty

Liquors, Inc., 26 B.R. 26 (Bankr. D. Mags. 1982) -(bankruptcy court deferred to business judément
(.)f ‘Chapter 11 trustee, authorizing pre-confirmation sale of debtor’s assets, and trustee's entry into
[-)re-'closing management agreement with the purchaser).

26. The Debtors submit that the Asset Pu-rchase Agreement and the Management
Agreement contain terms and conditions commonly used in sales of this nature. Therefore, the

Debtors submit that the form of the Asset Purchase Agreement and Management Agreement should
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. be approved by this Bankruptcy Court for use by the Debtors in connection with the Auction of the
Acquired Assets.

C. Approval of the Mechanism for Fixing Cure Amounts

27.  The Debtors propose that the cure amounts required to be paid pursuantto 11 U.S.C.
§365(b)(1) in connection with those executory contracts and leases which are assumed and assigned
pursuant to the Asset Purchase Agrecment, be fixed within thirty (30) days afier the Closing
pursuant to agreement between the Debtors and each non-debtor party to such executory contracts
or leases. To the extent that an agreement rcgardmg the éurc amount cannot be reached between the
parties to a particular contract or lease assumed pursuant to the Asset Purchase Agreement, the
1-)ebtor§ shall file a motion with the Bmh@tcy Court to fix such cure amounts no later than forty

(40) days following the Closing.

D. Authority for WorldCom to Credit Bid

is. | WorldCom has filed a proof of secured <;laim against the Debtors in the amount of
$106,-3'-73,824.42 (the "WorldCom- Claim"). The WorldCom Claim is secured by, among other
things, the Acquired Assets. ..Pursuant to the terms of the Asset Purchase Agreement and the
Proposal,, for purpases of the sale of the Acquired Assets only, the WorldCom Claim shall be
(ieemed an allowed secured claim to be credit bid pursuant to Section 363(k) of the Bankruptcy Code
and the terms berein. In the event the sale of the Acquired Assets to WorldCom, or any other bidder,
ultimately is not closed, the Debtors and the Creditors' Committee shall not be deemed to have
waived any right cach may have, if any, to challenge the validity and/or amount of the WorldCom

Claim.
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29.  Underthese circumstaﬁccs, a credit bid by WorldCom is appropriate and authorized
under applicable law. Section 363(k) of the Bankruptcy Code provides:
At a sale under . . . [Bankruptcy Code Section 363(b)] of
property that is subject to a lien that secures an allowed claim,
unless the court for cause orders otherwise the holder of such
claim may bid at such sale, and, if the holder of such claim
purchases such property, such holder may offset such claim
against the purchase price of such property.
11 US.C. § 363(K).
-30.  Thus, Section 363(k) allows a secured creditor to credit bid at a sale of Assets
- pursuant to Section 363 by offsetting its secured claim against the purchase price. See, e.g., In re

New York International Hostel, Inc., 157 B.R_ 748, 750 (S.D.N.Y. 1993) (citing August 7, 1990

Order of the Honorable Tina Brozman, C.U.S.B.J., approving the sale of debtor’s assets to credit

bidding secured creditor, pursuant to 11 U.S.C. § 363(k)); In the Matter of Homestead Partners, Ltd., -

- 197 B.R. 706, 719 at n.15 (Bankr. N.D. Ga. 1996) (recognizing that a secured creditor has the
*undisputed right to credit bid full amount of its claim" in a sale of the secured creditor's collateral);

see also, In re Valley View Shopping Center, L.P_, 260 B.R. 10, 40 at n.80 (Bankr. N.D. Kans. 2001)

" ("Under § 363(k), a buyer is allowed to credit bid its secured claim.").

-' 31.  Asexplained by one authority, the purpose of Section 363(K) is to “give[] the secured
creditor protections against attempts to sell the collateral too cheaply; if the secured party thinks the
collateral is worth more than the debtor is selling it for, it may effectively bid its debt and take title
fo the property." Collier on Bankruptcy, 1;1 129.05{2][b], at pp. 1129-34 (15th ed. Rev. 1998); see

also, Beal Bank, S S.B. v. Waters Edge Limited Partnership, 248 B.R. 668, 680 (Bankr. D. Mass.
2000) ({bid ).
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32. Ba;v.ed on the foregoing, this Bankruptcy Court should permit WorldCom to credit bid
the amount of the WorldCom Claim, pursuant to 11 U.S.C. § 363(k) and the term herein. Any order
entered herein which approves such credit bid shall include a finding that WorldCom and/or its
designee, TTI National, Inc. is a good faith purchaser and qualified bidder.

E. Appreval of the Stalking Horse Incentives

33. The Debtors have marketed the Acquired Assets. The offer from WorldCom
pbﬁalimd in the Asset Purchase Agreement and the Proposal is the highest or best written offer
~ the Debtors have received. -Integral to the negotiations between WoridCom and the Debtors and
-‘NoddCon;'s offer to purchase the Acquired Assets are (a) the payment of a break-up fee to
World(fom in the amount of $750,000 (tl:lc “Break-Up Fee"), in the event the Bankruptcy Court -
approves a Bid other than WorldCom’s as the highest and best offer, and (b) all Releases provided
to Worid(_]om shall remain effective .as -o'f the Closing of the sale of the Acquired Assets (the
continued -effec:-tiveness of the Releases, togeﬁcr with the Break-Up Fee shall be referred to as the
"Stalking Horse hcenﬁvm“).

34.  The ability of the Debtors t6 offer incentives such as the Stalking Horse Incentives
is -beneficial to the Debtors' estates and creditors in that such protections provide the incentive
required to induce a potential bidder to submit or increase its bid prior to the Auction. To the extent
bids can be improved prior to the Auction, a higher floor is established for further bidding. Thus,
even if a stalking horse bidder ultimately is not the sucoe;sful bidder, the Debtors and their estates .
will have benefitted from the higher floor .fstablished by the improved bid

35.  Approval of breakup fees and other forms of bidding protections in connection with

the sale of significant assets pursuant to section 363 of the Bankruptcy Code has become an .
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established practice in chapter 11 cases. Bankruptcy courts have approved bidding incentives similar
to the Stalking Horse Incentives under the “business judgment rule®, which proscribes judicial
second-guessing of the actions of a corporation's board of directors taken in good faith-and in the.

exercise of honest judgment. In re Mamrose Corp., Case Nos. 89 B 12171-12179 (CB), 1992 WL

33848 at *5 (Bankr. S.D.N.Y. 1992) (bidding incentives are "meant to compensate the potential
acquirer who serves as a catalyst or ‘stalking horse' which attracts more favorable offers™). See, also,

In re 995 Fifth Ave. Assocs., L.P., 96 B.R. 24, 28 (Bankr. SD.N.Y. 1989) (bidding incentives may -

be “legitimately necessary to convince a white knight to enter the bidding by providing some form
of compensation for the risks it is undertaking™) (citation omitted).
7 36.  The Debtors submit that the proposed Stalking Horse Incentives are reasonable and -

will enable the chtors to maximize the value of ﬂlCll‘ estates. Thc Stalkmg Horse Incentives meet-

: the "business judgment rule" standard. The Stalking Horse Incentives are reasonable because (i) they

are not excessive compared to fees and reimbursements approved in other cases in this Circuit, and

(it) they will not diminish the Debtors’ estates. Bidding incentives such as proposed herein enable

a debtor to assure a sale to a contractually committed bidder at a price the debtor believes is fair and

reasonable, while providing the debtor with the opportunity of obtaining even greater benefits for.
the estate through an auction process.

37.  Based upon the foregoing, the Debtors respectfully request that this Bankruptcy Court

approve the Stalking Horse Incentives. See In re Integrated Resources Inc., 135 B.R. 746 (Banki.

SDN.Y), affd, 147 BR 650 (SD.N.Y. 1992).
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F. Notice of the Bidding Procedures, The Auction and the Sale Hearing

38. The Debtors' submit that the notice to be provid.ed through the Publication Notice of
the Sale and Procedures Motion, and notice of the Hearing to consider the Bidding Procedures Order,
and the method of service proposed herein, constitutes good and adequate notice of the sale of the
Acquired Assets and the proceedings to be had with respect thereto. Therefore, the Debtors
¢ _réspectﬁllly request that this Bankruptcy Court approve the foregoing notice procedures.

POINT III THE DEBTORS ARE ENTITLED TO
ENTRY OF THE SALE APPROVAL ORDER |

A. Approval of the Asset Purchase Agreement and the Sale

39. The l.)ebtors submit that ample authority exists for the approval of the Proposal, the
{\SS.CE Purchase Agreement aﬁd the proposed sale of the Acquired Assets pursuant thereto. Section -
.1;63 of the Bankrup{cy Code, which aulhon:izes a -d-ebtor to sell Assets of the estate other than in the
;rdinary course of business free and clear of liens, claims and encumbrances, provides, in rele;fant
part
(b)(1) The trustee, after notice and a hearing, may use, sell, or lease,

other than in the ordinary course of business, property of the
estate.

**% %

® The trustee may sell property under subsection (b) or (c) of
this section free and clear of any interest in such property of
an entity other than the estate, only if

(1)  applicable non-bankruptcy law permits sale of such
property free and clear of such interest;

(2)  such entity consents; . . .
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(5)  suchentity could be compelled, in a legal or equitable
proceeding, to accept a money satisfaction of such
interest.
11 US.C. § 363(b)(1), (f); see also, Fed. R. Bankr. P. 6004(f)(1) ("All sales not in the ordinary.
course of business may be by private sale or by public auction.”).
40.  Section 363 does not set forth a standard for determining when it is approprate for
a-court 1o authorize the sale or disposition of a debtor's assets prior to confirmation of a plan.
However, courts in the Second Circuit and others have allowed a debtor to sell property of its estate

outside of the ordinary course of its business, pursuant to section 363(b)(1) of the Bankruptcy Code,

where the sale represents an exercise of the debtor’s sound business judgment. See Licensing By

Paolo, Inc. v. Sinatra (Inre G.ucci). 126 F-3a 380, 387 (2d Cir. 1-?97) ("A sale of substantial part of
a Chapter 11 estate may be conducted if a go;;d business re.'ason exists to support it"); In re
Cﬁateal_ggax Corp., 973 F.Zd-14l (2d Cir. 1992) (recognizing that the sale of the debtors’ Assets
pursuant to Section 363 was appropriate where the debtors. "advanced good businessreasons” for the
sale and it was “a reasonable exercise of the debtors' business judgment" to consummate the sale;

Commiittee of Equity Security Holders v. Lionel Corp. (In re Lionel Corp.), 722 F.2d 1063, 1071 (2d

Cir. 1983) (the standard for bankruptcy court approval of a sale of assets under Section 363 is

whether there is a "good business reason”for the sale); In re Delaware & Hudson Ry. Co., 124 B.R.
169, 176 (D. Del. 1991) ("The Second and Sixth Circuit Courts of Appeal require that the trustee
show there is a sound business purpose for conducting the sale prior to confirmation of a plan.*);

Stephens Indus. v. McClung, 789 F.2d 386, 390 (6th.Cir. 1986) ("bankruptcy coust can authorize

asale of all a Chapter 11 debtor’s assets under § 363(b)(1) when a sound business purpose dictates

such action"); In re Phoenix Steel Corp., 82 B.R. 334, 33536 (Bankr. D. Del. 1987) (stating that
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Jjudicial approval of a section 363 sale requires a showing that the proposed sale is fair and equitable,
a good business reasons exists for completing the sale and that the transaction is in good faith).
(explaining that courts have applied the "sound business purpose™ test to evaluate motions brought .
pursuant to section 363(b) of the Bankruptcy Code); 3 Collier on Bankruptcy §363.02{4] (15th ed.
rev. 1997) (generally recognized that a sale of substantially all of the debtor's assets can be
accomplished pursuant to section 363(b)).-

41.  The "sound business purpose;‘ test requires a debtor to establish four elements as a
prereqtiisite to selling property outside the:ordinary course of business. Specifically,-a debtor must
demongtlate that (a) a sound business justification exists for the sale of assets outside the ordinary.

course of business, (b) adequate and reasonable notice of the sale and hearing has been provided to-

in good faith. .See, e.g., In re Lionel Corp., 722 F. 2d at 1071 (noting that notice is required by

statute and finding that the debtor must previde some “articulated Abusinessjustiﬁcaﬁon" for the-

'§363(b) sale); see also, In re Abbotts Dairies of Penn, Inc., 788 F. 2d 143 (3rd Cir. 1986) (ﬁndi!ig

of good faith by purchaser is necessary to satisfy requirements of §363(m)); In re Delaware &

-Hudson Ry., supra, 124 B.R. at 176 (D. Del. 1991) ("sound business purpose” required for-:
conducting a sale of the debtor's assets prior to confirmation of a plan); Titusville Country Club v. -,
Pennbank (In re Titusville Country Club), 128 B.R. 396 (Bankr. W.D. Pa. 1991) ("sound business

"purpose” test has four requirements: (i) sound business reason for the sale; (ii). accurate and

reasonable notice; (iii) adequate (fair and reasonable) price; and (iv) good faith); Phoenix Steel
supra, 82 BR_ at 335-36 (requirements for approval of asset sale under Section 363 are that the

proposed sale is fair and equitable, that there is a good business reason for completing the sale and
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the transaction is in good faith) 3 Collier on Bankruptcy §363.02[4] (15thed. rev. 1997). Courts have
made it clear that a debtor's showing of a sound business justification need not be unduly exhaustive.

Instead, a debtor is "simply required to justify the proposed disposition with sound business reason."

In re Baldwin United Corp., 43 B.R. 888, 906 (Bankr. S.D. Ghio 1984). The Debtors submit that
their proposed sale of the Acquired Assets satisfies each of the four criteria set forth in this
four-pronged test and that their proposed-sale of the Acquired Assets is based upon their sound
business judgment.

42.  First, the Debtors have determined, in the exercise of their sound business judgment,
that the sale of the Acquired Assets to WorldCom is ap-propria_te and in the best interests of their
estates and creditors.- This decision is supported by compelling business reasons including the

following: (a) the Debtors' estates are experiencing a monthly loss in revenue; (b) the Acquired

- Assets are substantially more valuable if sold as a going concern rather than piecemeal; (c) a prompt

sale of the Acquired Assets will further the goal of keeping administrative expenses to a mirimum; .
and (d) the current value of the Debtors' businesses can be maximized.

43. It is also submitted that any Chapter 11 plan of reorganization in these Bankruptcy
Cases would likely require the sale of the Acquired Assets. By selling the Aoqﬁired Assets pursuant
toa section 363 sale, the sale proceeds will be generated earlier in the case, thereby permitting the
creditors to receive their distribution in a more timely fashion. The Debtors further submit that
nothing would be gained by delaying the sale until a Plan is conﬁrmed: Indeed, a substantial delay

of the sale is likely to result in a reduction of the value of the Acquired Assets.
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44.  Second, the sale of the Acquired Assets, in accordance with the sale procedures
proposéd 'hcre.in will provide adequate and reasonable notice of the proposed sale of the Acquired
. Assets, the Auction and the Sale Hearing to all interested parties.

45.  Third, the Debtors also submit that the sale price resulting from this transaction will
- be fair, reasonable, and in the best interests of their estates. The Debtors will confirm the faimess
of the sale price by soliciting bids for the Acquired Assets, and if qualifying bids are received in
accordance with the Bidding Procedures proposed herein, the Debtors have provided procedures for
- competitive bidding between the parties submitting such bids. The proposed Bidding Procedures
- -thereby would insure that the Debtors' estates realize the maximum available value for the Acquired
" . Assets ‘;md that the éale price is fair and reasonable.
46. 'Finﬂlj, by design, the Bidding Procedures proposed herein will ensure that any

‘purchase agreement between any bidder and the Debtors is negotiated in good faith by the Debtors-

" --and the Purchaser. To begin, the Debtors-and WorldCoin have. negotiated the form of the Asset

Purchase Agreement at arms' length. Since the Asset Purchase Agreement will serve as the form
agreement for any and all bidders, it can be concluded that the sale of the Acquired Assets will be
* negotiated in good faith. Furthermore, the Debtors will show at the Sale Hearing that (a) the
purchase of the Acquired Assets is in good faith in accordance with section 363(m) of the-
Bankruptcy Code; and (b) any purchaser- is an independent purchaser and not an insider. of the
Debtors as that term is defined in section 101(31) of the Bankruptcy Code.

47.  Theproposed sale of the Acquired Assets, pursuant to the terms and conditions of the
Proposal and Asset Purchase Agreement, is in the best interest of the Debtors' estates and creditors -

because it provides for procedures that will ensure that the highest possible price is paid for the
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Acquired Assets. Any delay in consummating a sale of the Acquired Assets will simply diminish

the current value of the Acquired Assets and generate administrative expenses that will decrease

available funds for distribution. Accordingly, the creditors' best interests are served by authorizing -

the sale of the Acquired Assets as provided herein, and the Debtors respectfully request that the
~ Bankruptcy Court approve the same.

. 48.  -Although the Debtors have marketed the Acquired Assets, to date, WorldCom has
submitted the highest and best written offer to purchase the Acquired Assets.

(i) Sale Free and Clear of Liens, Claims and Encumbrances

49.  Inaccordance with section 363(f) of the Bankruptcy Code, a debtor in possession may
sell property under section 363(b) "free and clear of any interest in such property of an entity other

- than the estate" if one of the following conditions is satisfied:

P

(1)  applicable non-bankruptcy law permits sale of such
property free and clear of such interest;

(2)  such entity consents;

.(3) such interest is a lien and the price at which such
‘property ‘is to be sold is greater than the aggregate
‘value of ali liens on such property;

(4)  suchinterest is in bona fide dispute; or

(5)  suchentity could be compelled, in a legal or equitable

proceeding, to accept a money satisfaction of such
interest.

11 U.S.C. § 363(f); In re Dundee Equity Corp., 1992 Bankr. LEXIS 436 (Bankr. S.D.N.Y. 1992)

("Section 363(f) is in the disjunctive, such that the sale free of the interest concerned may occur if

any one of the conditions of § 363(f) have been met."); In re Elliott, 94 B.R. 343, 354 (ED. Pa.
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1988) (Section 363(f) is written in the disjunctive; acf:ordingly, the bénkmptcy court may approve
a sale “free and clear" under Section 363 provided at least one of the subsections is met).
50. Under the Asset Purchase Agreement, and pursuant to section 363(f) of the
Bankruptcy Code, the Debtors seck authority to sell the Acquired Assets to WorldCom free and clear
| of all liens, claims and other encumbrances; including those held by all applicable taxing authorities,
other than those expressly permitted by the Asset Purchase Agreement.

51.  The proposed Sale contemplates the consent of the secured creditors to the sale of the .
Acquired Assets free and clear of all liens. Moreover., any liens, claims and encumbrances shall
attach to the proceeds of the sale of the Assets in the same order of priority which they now enjc;y. -

'52.  Inthe eventconsent cannot be obtained, the Debtors believe thateach holder of a lien
or security interest in the Acquired Assets could be compelled to accept a monetary satisfaction of
its existing lien up to the value of the collateral securing the applicable existing lien; provided that, .
all of the Debtors' claims, defenses and objéctions with respect to the amount, validity or priority of

_the existing liens and the underlying liabilities are expressly preserved.

- §3.  All liens and security interests on and against the Acquired Assets will be satisfied,
~ assumed by WorldCom, or wiil attach to the proceeds of the sale of the Acquired Assets with the
same force, effect and priority as such liens have on the Acquired Assets, subject to the rights and
.defenses, if any, of the Debtors and any party in interest with respect thereto. Accordingly, the
Debtors submit that their proposed sale of the Acquired Assets free and clear of liens, claims and -
encumbrances satisfies the statutory prerequisites of section 363(f) of the Bankruptcy Code.

WorldCom shall be deemed to have assigned its rights under the Proposal, Management Agreement

- and the Asset Purchase Agreement to TTI National, Inc. as the designee of WorldCom, as of the
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J
Closing without the necessity for obtaining any additional court approval and/or execution of any

agreements.

B. Approval of the Assumption and Assignment
of Executory Contracts and Unexpired Leases

54.  The Debtors seck t-o ;ssume and @i@ certain executory contracts and unexpired
leas;:s t;) the purchaser of the Acquired Assets. Section 365 of the Bankruptcy Code authorizes a
debtor to assume and assign its executory contracts and unexpired leases subject to ﬂ;e approval of
the bankruptcy court. Specifically, section 363 provides in relevant part:

(@ (@  Except as provided in .. subsections (b), (c),
and (d) of this section, the trustee, subject to the
court's approval, may assume or reject any executory
contract or unexpired lease of the debtor.

(b) (b)X1) If there has been-a default in an executory
_ contract or unexpired {ease of the debt the trustee may
 not assume such contract or lease unless, at the time

of assumption of such contract orlease, the trustee:

(A) cures, or provides adequate assurance that the
trustee will promptly cure such default;

(B) compensates or provides adequate assurance
that the trustee will promptly compensate, a
party-other than the debtor to such contract or
lease, for any actual pecuniary loss to such
party resulting from such default; and

(C) provides adequate assurance . of future
performance under such contract or lease. . ..

(H)(2) The trustee may assign an executory contractor
unexpired lease of the debtor only if

(A) trustee assumes such contract or leasein
accordance with the provisions of this section;
and
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(B) adequate assurance.of future performance by
the assignee of such contract or lease is
provided, whether or not there has been a
default in such contract or lease.
11 US.C. §§ 365(a), (b)1), (fX2). Accordingly, section 365 authorizes the proposed assumptions
and assignments, provided that the defaults under such contracts and leases are cured and adequate
assurance of future performance is provided. Courts routinely approve motions to assume, assume

_and assign or reject executory contracts or unexpired leases upon a showing that the debtor’s decision

to take such action will benefit the debtor's estate and is an exercise of sound business judgment.

- Inre Century Brass Products, Inc., supra, 795 F.2d at 271 (business judgment standard governs the-

rejection of executory contracts); see, also~ 1u reG.L Industn’es Inc., 204 F. 3d 1276 (3d Cir. 2000).

(a bankruptcy court applies the business Judgment rule to evaluate a trustee's decision to reject an

~executory contract); In re Market Square Inn. Inc., 978 F.2d ll6 (3d Clt 1992) (Id)--

55.  The assumption or rejection of an executory contract or unexpired lease by a debtor
is subject to review under the business judgment standard; if the debtor has exercised "sound"

business judgment, a court should approve the proposed assumption or rejection. In.re Il

Enterprises, Inc. V, 163 B.R_ 435,469 (Bankr. E.D. Pa. 1994) (court will give deference to debtor's

decision to assume or reject the contract; see also, NLRB v. Bildiscé & Bildisco 465 US. 513
- {1984) (recognizing that the business judgment standard applies to a trustee's rejection of ordinary
executory contracts, pursuant to Section 365). As a result, courts generally will not second-guess
a debtor’s business judgment concerning the assumption or rejection of an executory contract or

unexpired lease. Sharon Steel Corp. v. National Fuel Gas Distrib. Corp., 872 F.2d 36,39-40 (3d Cir.

1989) (noting that the propriety of trustee's decision to reject a contract is measured under the
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s

traditional "business judgment test," requiring only that the trustee demonstrate that rejection will
benefitthe c,:state). The “business judgment” test is not a strict standard; it merely requires a showing
that either assumption or rejection of the executory contract or unexpired lease will benefit the

debtor’s estate. See, Red Bell Brewing Co. v. GS Capital, L.P. (In re RBGSC Inv. Corp.), 240 B.R.

536 (Bankr. E.D. Pa. 1999) (business judgment standard is low threshold to satisfy).
56. Inconnection with the consummation of the transactions contemplated by the Asset
- Purchase Agreement, the Debtors will assume the Assumed Contracts and assign them to the
i’urchaser, effective as of the closing date of the sale.
| (03 i?‘ixing the Cure Amounts
- 57. Asa p.re-condition to the assumption of an unex;zyired executofy contract or lease, a
;lebtor ls required to cure all defaults thereunder, or provide adequate assurance that such defaults
' v;rill be cured. 11 U.S.C. §§365(b)1)XA). 'Acco;dingly, “cure amounts® must be established with
;'mpect to each of the executory contracts and unéxpired leases to be assumed by the Debtors.
s Cure amounts required to be paid pursuant (o 11 USC. § 365(b)(1) in connection
\\-rith\thosc executory contracts and leases which are assumed and assigned pursuant to the Asset
Purchase Agreement, shall be fixed within thirty (30) days after the Closing pursuant to agreement:
between the Debtor.s ;nd each non—débtor party to such executory contracts or leases. To tiw extent
that an agreement regarding the cure amount cannot be reached between the parties to a particular
contract or lease assumed pursuant to the Asset Purchz;se Agreement, the Debtors shall file a motion

with the Bankruptcy Court to fix such cure amounts no later than forty (40) days following the

Closing.
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59. - The Debtors request that any non-debtor party that does not timely object to the

proposed Sale of Acquired Assets be deemed to consent to the proposed treatment of its executory

contract and unexpired lease under section 365 of the Bankruptcy Code. See Hargrave v. Township

of Pemberton (In re Tabone, Inc.), 175 B.R. 855, 858 (Baoks. D.N_J. 1994) (by not objecting to sale

motion, creditor deemed to consent); Pelica Homestead v. Wooten (In re Gabel), 61 B.R 661, 667

' (Bankr. W.D. La. 1985) (same). Morcover, the Debtors request that each non-debtor party to an
executory contract or upexpired lease be de:zmed to consent to the assumption and assignment of its
executory contract or unexpired lease notwithstanding any antialienation provision or.-other
restriction on assignment. See 1i U.S.C. §§ 365(c)1)B), (e)X2)(A)i) and (f).

(ii) The Debtors Will Demonstrate “Adequate Assurance of Future Performance”

‘60.  Section 365(b)(1)(C) provides that if a default exists under an executory conftract or
unexpired lease, same may not be assumed unless the debtor "provides adequate assurance of future
. performance under such contract or lease." 11 U.S.C. §365(b)}1)(C). The meaning of "adequate.

-assurance of future performance™ depends on the facts and circumstances of each case, but should

be given “practical, pragmatic construction.” In re Natco Indus.. Inc., 54 B.R. 436, 440 (Bankr.
S.DN.Y. 1985) (adequate assurance of future performance does not mean absolute assurance that

debtor will thrive and pay rent); see also, Carlisle Homes, Inc. v. Arrari (In re Carlisle Homes, Inc.),

103 B.R. 524, 538 (Bankr. D.N.J. 1989) ("Alﬂlough- no single solution will satisfy every case, the
required assurance will fall considerably short of an absolute guarantee of performance."); In re Bon

Ton Rest. & Pas Shop, Inc., 53 B.R. 789, 803 (Banks. N.D. Iil. 1985) (Tbid.).

6l.  Among other things, adequate assurance may be given by demonstrating the

assignee's financial health and experience in managing the type of enterprise or property assigned.
!
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In re Bygaph, Inc., 56 B.R. 596, 60506 (Bankr. S.D.N.Y. 1986) (adequate assurance of future
performance is present when prospective assignee of a lease from dcbtor. has financial resources and
has expressed a willingness to devote sufficient funding to business in order to give it strot;g
likelihood of succeeding; chief determinant of adequate assurance is whether rent will be paid).
62. In connection with the Sale Hearing, the Debtors will provide evidence that all

requirements for the assumption and/or assignment of the executory contracts and unexpired leases

© proposed to be assigned to the purchaser of the Acquired Assets will be satisfied. It is an express

condition of the proposed sale procedures that Bidders submit as part of their Bids, sufficient -
financial and other information to assess the Bidder's compliance with section 365 (b)(1)(C) of the
Bankruptcy Code. The Debtors will provide all parties to executory contracts and unexpired leases
to be assumed and assngned pursuant to this Sale and Proccdur% Motion with such information and
an opportunity to be heard. Thus, the Debtors respectfully submit that by the conclusion of the Sale
' Hearing, assumption and assignment of the executory contracts and unexpired leases should be -

~ approved.

(iii) Debtors Reserve the Right to Reject Unsold Contracts and Leases
_ 63.  Intheevent there are any executory contracts or unexpired leases that remain unsold
at the conclusion of the Auction, the Debtors reserve the right to request authority at or.prior to the
Sale Hearing to reject any or all such unsold executory contracts and unexpired leases. After
conducting the Auction and selling the Acquired Assets, the unsold executory contracts and
unexpired leases may be valueless to the Debtors and would onlj.r.create an administrative expense -
burden on the Debtors' estates. Therefore, the Debtors request authority to reject, as of the date of

the Sale Hearing, some or all executory contracts and unexpired leases they believe to have no valué.
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The Debtors however, shall not reject any executory contracts or unexpired leases before the Closing

without the Purchasers consent.

C. The Sale is Exempt from Stamp or Similar Taxes and Bulk Sale Statutes

64.  Pursuant to section 1146(c) of the Bankruptcy Code, "[t]he issuance, transfer, or
exchange of a security, or the making or delivery of an instrument of transfer under a plan confirmed
under Section 1129 of this title, may not be taxed under any law imposing a stamp or similar tax." -
11 U.S_C. §1146(c). Courts have broadly construed this provision to include sales and transfers that
- occur outside of a chapter 11 plan of reorganization an(i before or after confirmation of that chapter

11 plan. . See In re Jacoby-Bender, Inc., 40 B.R. 10 (Bankr. ED.N.Y. 1984), affd 758 F.2d 840 (2d -

Cir. 1985) (postconfirmation sale); In re 995 Fifth Ave. Assocs., LL.P., 116 B.R. 384 (Bankr. -

S.DN.Y. 1990), affd 127 B.R. 533 (S.D.N.Y. 1991), aff'd in part, rev'd in part (on other grounds)

963 F.2d 503 (24 ir. 1992) (discussing holding of Jacoby-Bender case); see also In:re Hechinger

. Investment Co: of Delaware, Inc., 254 B.R. 306 (Bankr. D. Del. 2000) (pre-confirmation sale); In

.re Permar Provisions, Inc., 79 B.R_ 530, 534 (Banks. E.D.N.Y. 1987) (pre-confirmation sale). Inso

holding, the courts have focused on whether the sale and transfer is "essential to the consummation

‘of the plan." Permar Provisions, Inc., 79 B.R. at 533-34; Jacoby-Bender, 758 F.2d at 842.

Moreover, courts have applied the exemption provided under section 1146(c) of the Bankruptcy.
" Code where: (a) the sale is of substantially all of the assets of the debtors, or (b) is essential to, or

- an important component of, the chapter 11 ;.)rocms. See, e.g., In re Hechinger Inv., Inc_, 254 B.R.

306, 320 (Bankr. D. Del. 2000) (holding that a “transfer. . . that is essential to or-an important
component of the plan process. . ." but that occurred prior to the filing of a blan of reorgaﬁzaﬁon

was exempt from state transfer and recording taxes prior to the filing). Sales which occur outside
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of the chapter 11 plan and before confirmation of such a plan have therefore been given the benefit
of the exemption under sectim.l 1146(c).

65. In this case, the Debtors' sale of the Acquired Assets is essential to the formulation,
confirmation and consummation of a plan and, therefore, should be deemed to be “under a plan.*
- The Debtors propose to distribute the net proceeds of the sale of the Acquired Assets to creditors
pumuaﬁt to a confirmed chapter 11 plan. Consequently, the Debtors submit that the sale of the.
Acquired Assets facilitates and is indeed essential to the Debtors' confirmation of a chapter 11 plan, :

and thus falls within the scope of the tax exemption afforded under section 1146(c)-of the

Bankruptcy Code. See Permar Provisions, 79 B.R. at 534 (Bankr. E.D.N.Y. 1987) (sale of property

‘one year prior to plan confirmation was exempt under section 1146(c) where sale proceeds were

. distributed to secured and unsecured creditors).- S

D.. The Ten Day Stay Provided For in Bankruptcy Rule .
6004(g) Should Be Waived With Respect to the Sale

66. Bankruptcy Rule 6004(g) provides that an "(;rder authorizing the use, sale, or lease |
of property oth;er than cash collateral is stayed until the expiration (;f 10 days after entry of the order,
unless tile court orders otherwise".

67.  TheDebtors hereby request that this Bankruptcy Court, in the discretion provided to
it under Rules 6004(g) and 6006(d) of the Federal Rules of Bankruptcy Procedure (the "Bank.ruptcy
Rules"), waive the ten-day stay of the order approving the sale of the Acquired Assects and the
assignment of the operation contracts and leases to W(;rldCom ansmg under those same Ba@tcy
Rules. In re Perry Hollow 'tCo.,260B.R. 58; 65 (D.N.H. 2001) (waiving the ten-day stay under

'Bankrupi:cy Rule 6004(g) to permit the sale of estate property the following day where the sales price
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was found to be reasonable, the buyer was ready to close and the estate would likely have to pay to

-confinue storing the property); In re Singer Co., N.V., No. M-47(V), 2000 U.S. Dist. LEXIS 2565,

at ¥48 - *52 (S.D.N.Y. Mar. 7, 2000) (stating that [t]he bankruptcy court denied the requested stays
{under Bankruptcy Rules 6004(g) and 6004(d)} in order to ensure the quick distribution of funds that
-it had found so vital to the continuing and successful reorganization of [the debtors] and to promote

the rehabilitative purposes behind Chapter 11); In re Quanalyze Qil & Gas Corp., 250 B.R_-83, 91

(Bankr. W.D. Tex. 2000) (authorizing the closing of a sale of estate property one day.after the entry -
of the order authorizing the sale where the estate would lose the property to foreclosure if the sale .
were not consummated). Moreover, the Debtors seek a declaration that the Pre-Closing constitutes:
substantial consummation of the Sale such that the protections of § 363(m) of the Bankruptcy Code: .
are applicable to such Pre-Closing.

E. The Mutual Exchange of Releases and Waivers Should Be
Approved Pursuant o Bankruptcy Rule 9019

68.  The Proposal represents the results of extensive, protracted and difficult negotiation
between, among others, the Debtors, the Creditors’ Committee, WorldCom, STAR, the STAR
Committee, and the Debtors’ current officers and directors. It provides in part for various releases
and waiver including but not limited to (i) The Dei:tors and the Committee shall waive and release-
' any and all claims and causes of action against WorldCom and its Related Entities, as they relate to-
the bankruptey cases of the Debtors, excluding WorldCom's obligations under the Proposal; and
(ii) WorldCom shall waive and release any and all claims and causes of action against the Debtors,
thé Committee, Star and the Star Committee and their respective Related Entities as they relate to

the WorldCom Claim and the bankruptcy cases of the Debtors and Star , excluding any claims for
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the provision of posipetition telecommunications services and related charges to the Debtors or Star,
and the obligations of the Debtors and Star under the Proposal; and (jii) Star and the Star Committee
shall waive any and all claims and causes of action it may have against WorldCom and its Related
Entities as they relate to the bankruptcy cases of Star or the Debtors, excluding WorldCom's
‘obligations under the Proposal and any claims for postpetition tclecommnmicatim‘ls services and
related charges due to or from WorldCom; and (iv) Each of Debtors, the Committee, STAR and the
.STAR Committee acknowledge and agree that (i) each of STAR and Debtors have filed proofs of
claim m the bankruptcy cases of Debtors and STAR, respectively; (ii) the bar date for filing. proofs
of claim in each of the Debtors' and STAR''s bankruptcy cases has passed.;‘ (iii) each of the parties:
knew of the passage of the bar date in each of the respective bankruptcy cases and that each had
“sufficient time to prepare and file a proof of claim in respect thereof, and that each knowingly
decided not to file any additional proofs of claim in the respective cases, and that no other proofs of
f:laim shall be filed by such parties'in the Debtors' or STAR's bankruptcy cases; (iv) such knowing:-
‘failure to file any ad;iitional claims is not .excusable neglect; (v) after further review, such filed
proofs of c.laim are unliquidated, contingent and uncertain as to allowance and any anticipated
distribution thereon is believed to be de minimis; and (vi) at the Closing, Debtors and STAR shall
i-nevoce'lbly waive distribution in STAR's and Sellers' respective bankruptcy cases; (v) The Debtors
and the Committee shall waive any ﬁght to any recovery from STAR's director and officer insurance
policies, notwithstanding the foregoing, such waiver shall not impair the claim of any party insured
under such policies for defense costs from the poiicy, and each of the Debtors, the Committeé, STAR
and the STAR Committee shall share information with each other with respect to any lawsuit

initiated by the Debtors, the Committee, STAR or the STAR Committee against any former officers
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and directors of STAR or the Sellers; and (vi) WorldCom, Debtors and the Committee shall waive
and release from any and all claims, der;lahds, allegations and/or causes of action, if any, each may
have, against Gordon Hutchins ("Hutchins") and Mary Casey ("Casey"), or both of them, from any
and all claims ansing from their respective roles as officers, directors, employees, ageats or
contractors of STAR and/or the Debtors, as they relate to the bankruptcy cases of the Debtors and

*STAR and the claim of WorldCom, the Debtors and the Committee in the Debtors and STAR's

’

- bankruptcy cases.
69.  The language of the proposed releases and waivers is to be narrowly drawn in such
"~ -.‘:a manter as to (i) not release any unintended parti-cs, including without limitation any joint
S tort}';aasom, (ii) not adversely affect STAR’s current directors and officers or insurance policies; and
(iii) result in a release by WorldCom of its claims, lien and security interests on the Debtors and
STAR’s assets.
70.  STAR shall obtain an order in its own bankruptcy proceeding determining that the
‘Proposal constitutes a good faith settlement and compromise under applicable law.
| 71.  TheDebtors expressly reserve all rights, claims, demands and causes of action of any
hnd whatsoe\.(er against any and all persons and entities not involved in the releases and waivers.
72.  The releases and waivers contemplated herein shall not affect the post-petition.
-obligations of the Debtors, STAR or WorldCom as they relate to the provision of
i

-ieleoommunications services, the collection of amounts due as a result thereof, or billing disputes

related thereto.
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73. In the event that a purchaser-other than WorldCom is the successful Bidder, the
_ Releases and-Waivg:s granted to the Debtors, the Committee, WorldCom, STAR and the STAR
Committee and their respective related parties shall be effective as of the Closing of such sale.

74.  The Releasesand Waivers flow from the exercise of the Debtors' business judgement
and represent compromises which the Debtors assert are beneficial to their estates and their creditors.
Approval of such compromises does not réquirc any evidentiary hearing and do not fall below the
lowest level of reasonableness.

F.  -Approval of RFC Agreement -

~ 75.  As indicated above, prior to the Petition Date, the Debtors were parties to a

" " -Receivables Sale Agreement with RFC Capital Corporation ("RFC"), pursuant to which they sold

- their accounts receivable to RFC. The Debtors contemplated entering into a similar post-Petition
Date agreement with RFC ;md sought this Bankruptcy Court's authorization to do so. The
" Committéc objected to such financing request. Ultimately the Debtors determined that their cash
flow (without the sale of receivables) was sufficient to permit them to pay their bills as they matured.

76. - Recently, the Debtors became aware of-a holding by a bankruptcy court whereby
receivables collected bsr a billing agent(such as HBS, the billing agent used by the Debtors), were
found to be "owned™:by such billing agent such that the failure of such billing agent to continue in
l-)usincss could have the consequence of diminishing the Debtors’ collections and interrupt its cash
flow. | |

77.  In order to avoid such consequences, the Debtors once again seek to enter into a
Receivables Sale Agreement with RFC, substantially in the form outiined in a term sheet annexed

hereto as Exhibit "G" (the "New RFC Agreement"). Under the New RFC Agreement, in conjunction
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with the HBS Agreement, as the same may be modified, the Debtors' risk of (?ollection from HBS
will be eliminated (but not the risk of collection from end-users of the Debtors' services). The
Debtors believe that the benefits attendant to the New RFC Agreement far outweigh the costs of
e, ,

Y. NOTICE

A. The Hearings to Consider this Motion Should
Be Conducted on Shortened Notice, if Necessary

78.  The Debtors wish to proceed by order fixing date, time, and place of hearings, rather
than notice of motion because it is essential that the relief requested by this Sale and Procedures
Motior; be cc;;-):sidered on an expedited basi;. Rules 2002(a)(2) and 9006(c)(1) of the Federal Rules
.of Banlmhlpt‘cy Proce-dure. authorize this Bankruptcy Court, for cause shown, to reduce the noti(.:e
period reqmred for a hearing to consider approval of transactions undertaken by a debtor outside the
qrdinar)_' course of business pursuaat to seétion 363(b) of the Bankruptcy Code.

79. An e?cpedited hearing on this Sale and Procedures Motion is imperative for several
-reasons. First, the purchase price for the Acquired Assets is based upon the current condition of the
Debtors' business, and it is unceﬂam how long that condition can be maintained in light of the
current @noﬁc condition of the country and particularly, the economic climate in the metropolitan
ﬁew York area. Mo@va, the Debtors;' révenues currently are dropping. Furthermore, the bulk of
the Debtors' advertising is done via mail, and it is unclear the extent to which the recent Anthrax
scares will negatively affect the Debtors' business. Accordingly, any delay in the approval of the

Sale and Procedure Motion may cause a reduction in the purchase price for the Acquired Assets. -
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Accordingly, the Debtors believe that all parties in interest will be best served if the hearings on this
Sale and Procedures Motion are expedited.

80.  Accordingly, and for the reasons described more fully in this Sale and Procedures
Motion, the Debtors submit that good and sufficient cause exists for this Bankruptcy Court to enter
an order shortening the prescribed notice period so that the hearings on this Sale and Procedures
Motion may proceed on an exbcdited basis. The Debtors submit that the notice provisions set forth
i.n the scheduling order prefixed to this Sale and Procedures M«_)tion constitute good and sufficient
notice of this Sale and Procedures Motion, the reiief requested therein, and the hearings to be held
‘ —With respect thereto. |

V. CONCLUSION

$1.  Pursuant to Local Bankruptcy Rule 9013-1(b) for the Eastern District of New York,
because there are no novel issues of law presenteci herein, the Debtors respectfu]ly requests that this
ﬁanhup&y Court waive the requirement that the chtors file :; memorandum of law in support of
éﬁs motion. | .

82.  No prorrequest for the relief sought herein has been made to this Bankruptcy Court
-or any other court.

83.  The Committee, the Debtors, WorldCom, and STAR have engaged in extensive arms

length negotiations resulting in the SIgmng of the January 22, 2002 Proposal, the terms of which.

have been incorporated herein.
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WHEREFORE, the Debtors respectfully request that this Bankruptcy Court enter the Order
to Show Cause, the Bidding Procedures Order and the Sale Order and grant such other and further

relief as this Court deems just and proper.

Dated: New York, New York
J anuary-z_z,-2002

ANGEL & FRANKEL, P.C.
Attomeys for PT-1 Communications, Inc.,
PT-1 Long Distance, d PT-1 Technologies, Inc.,

Debmmrs -Possession
{
By: / ‘#

Bruce Frankel, Esq. {BF-9009)
Rochelle R. Weisburg, Esq. (RW-6848)
460 Park Avenue
New York, New York 10022-1906
(212) 752-8000
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Janiary 22, 2002

Bryan L. Engle

Chief Executive Officer

PT-1 Communications, Inc.
PT-1 Long Distance, Inc.
PT-1 Technologies, Inc.
30-50 Whitestone Expressway
Flushing, New York 11354

Dear Mr. Engle:.

MCI WorldCom Network Services, Inc. (“WorldCom or “Purchaser™) is pleased to submit this proposal
to acquire substantially all of the assets (the “Acquisition™) related to the businesses (the “Business”) of PT-
1 Communications, Inc., PT-1 Long Distance, Inc. and PT-1 Technologies, Inc. and their réspective
subsidiaries (colle_:ctivqu,- the “Sellers™) and assume only those liabilities of Sellers expressly set forth herein
(the “Assumed Liabilities™), pursuant to a sale authorized pursuant to Section 363 of the United States
Bankruptcy Code (the “Bankruptcy Code”). The Business shall be conveyed free and clear of all liens,
claims -and encumbrances, except for the Assumed Liabilities. The proposed purchase of the Business by
Pucchaser as outlined herein is hereinafter referred to as the “Proposal”. This Proposal is being distributed
as part of settlement negotiations between WoddCom, the Sellers and the Official Committee of Unsecured
Creditocs of the Sellers (the “Comumittee”), STAR Telecommunications, Inc. and its wholly-owned direct
and indirect subsidiaries and affiliates, other than the Sellers and their wholly-owned direct and indirect
subsidiaries (collectively, “STAR”) and the Official Committee of Unsecured Creditors of STAR (the
“STAR Commltt ee”) and is not admissible into evidence by the Sellers, the Committee, ST. AR, the STAR
Commiittee or WorddCom, in any legal or administrative proceeding.

"L - Assets. Purchaser will purchase all of the assets owned by the Sellers (other than
those: assets cx:pressly excluded from purchasc by Purchaser in the PuIOhaSe
Agreemént, as defined below), which are used in the operation of the Business;

including, without limitation, the following (collectively rcfcn-ed to herein-as- the
“Acquired Assets”)

a. All cash at Pre-Closing, as defined in Section 6, below, less all cash tequlmd
to pay all outstanding postpetition unpaid expenses incurred in the-ordinary
course of the Sellers’ Business as of the actual Pre-Closing, excluding
professional fees and expenses (the “Initial Cash™);

b. All accounts receivable (including, without limitation, the “tad”) related

solely. to the Business (the “Acquired Receivables”), but specaﬁcally

excluding the receivables due the Sellers by IDT Corporation or its affiliates

(collectively, “IDT™), and any other receivables not refated to the Busmcss

All deposits;

All prepaid expenses;

po
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All equipment (including, without limitation, all telecommunications and
switching equipment and platforms, computers and peripherals and office
equipmeat), furniture, fixtures and leasehold improvements;

1016868 Carrier Identification Code (“CIC”) and any other CICs that aré’

. loaded on the Sellers’ Feature Group D network, and all rights related thereto;

Al customer base related to the Business and all dial-around traffic and
revenue streams related thereto, including, without limitation, any past or
current customers and any information or call records relating thereto;

All telecommunications network assets, including, without limitation, 800
and other telephone numbers, ACNAs, all circuits, private lines, intermachine
trunk lines, and Feature Group D’s related to Sellers’ operation of .its
telecommunications network, and all rights related to the foregoing to be used
in perpetuity;

All intellectual property related to the Business or any of the Acquired Assets,
including, without limitation, trademarks, copyrights, patents, licenses; -
sublicenses, technical ioformation, data, specifications, research and
development information, engineering drawings - and operating  and

" maintenance manuals (the “Intellectual Property™), and including, without

limitation, Intellectual Property which may be recovered by the Seliers’
estates pursuant to its avoidance actions under chapter 5 of the Banlcmptcy
Code; :

All permits relating to the Business or any of the Acqulred Assets; -
All rights to any and all cash true-ups or other contract nghts related to
HOLD Billing Services, Inc., HOLD Billing Services, Ltd., or any olher
billing and collection service agreements related to the Business; -

All of Sellers’ claims and causes of action, if any, against Purchascr and lts
affiliates;

Copies, at Purchaser’s cost, of all of Sellers’ financial, accountmg and othcr
books and records as are necessary for the Purchaser’s continued operation of
the Acquired Assets and the Business;

_ Al other personal, real, tangible or intangible property used in the opcratlon

of the Business;

- All rights to employ the employees of the Sellets, as may be requested by

Purchaser, there being no obligation imposed on the Purchaser to employ any
of the employees of the Sellers; and

Such other assets as are specifically set forth in the Purchase Agreemcnt, but
specifically excluding the Excluded Assets, as defined in Section 3, below.,

The foregoing are collectively referred to as the “Acquired Assets.” The Acquired
Assets will be delivered free and clear of alf liens, claims and encumibrances, other -
than those which do not materially impair the use or operation of such assets in the
ordinary course of business .and which are consented to by Purchaser. Purchaser
consents to the lien and security interest of Chase Equipment Leasing, Inc., and
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agrees to assume the obligations of the Sellers as set forth in the Chase Amendment
and the STAR Agreement, each as defined below in Section 2. The Acquired Assets
will otherwise be transferred on an “as is, where is” basis and with all faults.

Executory Coatracts. STAR, fo the extent necessary to transfer contracts relating
directly and exclusively to the services provided by STAR to Sellers, provided that
any cure costs related to such executory contracts shall not be paid by STAR, and
Sellers shall assign to Purchaser all executory contracts (unless expressly excluded in
the Purchase Agreement) to which any one or more of them is a party, and Purchaser
shall assume the liabilities under such executory contracts after the Closmg, including
withoiit limitation the following:

a. The postpetition agreement between the ‘Sellers and STAR related to the
transfer of assets and continued provision of services executed by STAR and
the Sellers on or about October 24, .2001 (together with any amendments
thereto, the “STAR Agreement”), approved by the United States Bankruptcy
Court for the District of Delaware on Décember 4, 2001, and approved by the
United States Baukruptcy Court. for the Eastern District of New York (the
“Bankruptcy Court”) on December 21, 2001;

b. That cerfain agreement by and between the Purchasers and Chase Equipment
Leasing, Inc., dated November 9, 2001, as the same may be amended,
modified or supplemented from time to time (the “Chase Amendment’ )

" approved by the Bankruptcy Court on January 15, 2002;

c. The Billing Services Agreement by and between HBS Billing Semces Ltd.
and its affiliates (collectively, “HBS”) and Sellers dated as of Octaber 16,
1997, as the same may have been amended, modified or supplemcnted from
time to time, provided that it shall be a condition to Pre-Closing that
Purchaser and HBS enter inte a modification or supplement to such
agreement which eliminates Purchasers risk with respect to collection of
receivables from HBS (but not the collection risk from the end-users), and
provided further that in licu of assuming the foregoing HBS coutmct,
Purchaser may enter into a2 new contract with HBS; and

d. Such other executory contracts and unexpired leases as Purchaser determines
on or before the Closing, as defined in Section 8, below.

The foregoing are collectlvcly referred to as the “Assumed Contracts” The
Assumed Contracts will be delivered free and clear of all liens, claims and
encumbrances, other than those which do not materially impair the use or operation
of such assets in the ordinary course of business or which are consented to by
Purchaser, or those that accrue from and after the Closing, as defined below.

Excluded Assets. Notwithstanding the foregoing, the Acqmred Assets shall not
‘include the following “Excluded Assets” of Sellers:
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All avoidance or other actions under chapters 5 or 11 of the Bankruptcy Code
or otherwise, and any recoveries thereunder, except for actions against
WorldCom or its affiliates or and tecoveries from actions’ recovering
Intellectual Property, to the extent that Intellectual Property is ultimately
recovered by the Sellers;

All accounts receivable and other assets (including, without limitation, choses
of action) not related to the Business, including without limitation the
accounts receivable and other sums owed by IDT to the Sellers and any debit

~ card receivables;

Any and all claims or choses of action in connection with or arising out of the
Sellers’ debit card business which was sold prepetition; _

Any assets in Sellers’ executive or incentive compensation, bonus, deferred
compensation, pension, profit sharing, savings, retirement, stock option, stock
purchase, group life, health or accident insurance or other employee benefit
plans;

All minute books, stock transfer books and corporate seals;

All financial and accounting books and fecords, except such books and
records as are necessary for the Purchaser’s continued opecation of the assets
and the Business, provided that, Purchaser shall have reasonable access to
any such books and records retained by the Sellers as may be necessary or
desirable to operate the Business and the opportunity to copy such books and

_ records at Purchaser’s cost, and further the right to take any data, books or

tecords which the Sellers decide to discard after the Closing, as dcﬁned
-below;

Any actions against former officers and directors of Sellets or S'I‘AR1 other
than those expressly released pursuant to the terms and conditions of thls
Proposal; and

All tangible, intangible, real or personal property, mcludmg, w:thout
limitation, contracts, permits or intellectual property - which Purchaser

specifically lists in the Purchase Agreement, as defined i in Section 9, below,
as an “Excluded Asset”.

Releases and Waivers. As a condition to Pre-Closing, the following releases and
waivers (collectively, the “Releases and Waivers”) shall have become -effective. on

ot before the Pre-Closing (whether to Purchaser or a Successful Competing Bldder
as defined in Section 10(f), below):

a.

The Sellers and the Committee shall waive and release any and all clairns,
demands, allegations and/or causes of action, if any, each may have against
WorldCom, and its Related Entities, as defined in Section 4(j), bclow as they
relate to the bankruptcy. cases of the Seliers, but specifically excludmg
WortldCom’s obllgatlons under this Proposal (the “PT-1 Release”);

WorldCom shall- waive and release any and all claims, liens, security
interests, demands, allegations and/or causes of action, if any, it may have
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against the Sellets, the Committee, STAR and the STAR Committec and theic
respective Related Entities as they relate to the WordldCom Claim, as defined
in Section 5(a), below, and the bankruptcy cases of the Sellers and STAR, but
specifically excluding any claims for the provision of postpetition
telecommunications services and related charges to the Sellers ot STAR, and
the obligations of the Sellers and STAR under this Proposal (the “WorldCem
Release”); and

STAR and the STAR Committee shall waive any and all claims, demands,
allegations and/or causes of action, if any, it may have against WorldCom ,
and its Related Entities , as they relate to the bankruptcy cases of STAR or
the Sellers , but specifically excluding WorldCom’s obligations undes - this

" Proposal and any claims and defenses for the provision of postpetition

telecommunications services and related charges due to or due from
WorldCom (the “STAR Release™);

Each of Sellers, the Committee, STAR and the STAR Committee
acknowledge and agree that (i) each of STAR and Sellers have filed proofs of
claim i the bankiuptcy cases of Sellers and STAR, respectively; (ii) the bar

. date for filing proofs of claim in each of the Sellers® and STAR’s bankruptcy
_ cases has passed; (iii) each of the parties knew of the passage of the bar date

in each of the respective bankruptcy cases and that each had sufficient time to
prepare and file a proof of claim in respect thereof, and that each knowmgly
decided not to file any additional proofs of claim in the respective cases, and
that no other proofs of claim shall be filed by such parties in the Sellers’ or
STAR'’s bankruptcy cases; (iv) such knowing failure to file any additional
claims is not excusable neglect; (v) after further review, such filed proofs of

~ claim -are unliquidated, contingent and unceriain as to allowance and any

anticipated distribution thereon is believed to be de minimis; and (vi) at the
Closing, Séllers and STAR shalf irrevocably waive distribution in STAR’s
and Sellers’ respective bankruptcy cases; .
“The Sellers and the Committee shall waive any right to any recovery from
STAR’s ditector and officer insurance policies, notwithstanding the
Joregoing, such waiver shall not impair the claim of any party insured under

" such policies for defense costs from the policy, and each of the Sellets, the

Committee, STAR and the STAR Committee shall share information with
each other with respect to any lawsuit initiated by the Sellers, the Committee,
STAR or the STAR Committee against any former officers and directors of
STAR or the Sellers;

Each of Sellers and STAR recognize the consndcmuon each shall be receiving
under this Agreement by virtue of, inter alia, the WorldCom Release, as
defined in Section 4(b), above, and the effect thereof in the Sellers’ and
STAR’s bankruptcy cases.

WorldCom, Sellers and the Committee shall waive and release from any and
all claims, demands, allegations and/or causes of action, if any, each may
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' have, against Gordon Hutchins (“Hutchins”) and Mary Casey (“Casey™), or

both of them, from any and all claims, except for telecommunications
services provided to Hutchins or Casey.
Notwithstanding any provision of the foregoing Releases and Waivers, the
obligations of the Sellers under the STAR Agreement and Sellers’
postpetition obligations to STAR, and the obligations of WorldCom upon
assuming the STAR Agreement, shall not be affected by this Proposal or any
contracts or orders effectuating this Proposal, unless consented to in a
separate writing by STAR.
Any releases or waivers contemplated herein shall include the waiver of any
statute or law which affects the releasing or waiving party’s ability to release
or waive unknown claims.
Nothing herein shall be constiued as an admission by any party that any other
party has causes of action or claims against such party ot its Related Entities.
For purposes of this Section 4, “Related Entities” shall mean with respect to
any person or entity, its current and former agents, servants, employees,
directors, officers, shareholders, attoreys, branches, affiliates, subsidiaries,

“successocs and assigns and all persons, firms, corporations, and organizations
- acting on behalf of such person or entity.

Purchase Price. In consideration for the acquisition of the Acquired Assets, tiuj,
Purchaser shall pay (or cause to be paid) consideration in an amount agreed to be
$108,800,000. 00 (the “Purchase Price”) and the other consideration set forth below:

a.

At Closing, as definéd in Section 8 below, Purchaser shall cause WorldCom
to waive all of its claims against the Selless, but excluding its Secured Claim

- 0£°$106,373,824.42 (the “WorldCom Claim™) which shall be credit bid

pursuant to Section 363(k) of the Bankruptcy Code, having a minimum value
of $75,000,000, with additional, incremental bids, if any, by WorldCom to be

-submitted in accordance with Section 10(e) of this Proposal;
" At the actual Pre-Closing, as defined in Section 6, Purchaser shall cause to be-

’paid to the Sellers $5,200,000 (the “Initial Payment”), in escrow; in
immediately available funds;

Thirty (30) days after the actual Pre-Closing, Purchaser shall cause to bé paid
to the Sellers $10,400,000 (the “Second Payment™), in escrow, in
immediately available funds;

Sixty (60) days after the actual Pre-Closing, the Purchaser shall cause to be

;pald to Sellers an additional $10,400,000 (the “Third Payment”), in escrow,

in immediately available funds;

Ninety (90) days after the actual Pre-Closing, the Purchaser shall cause to be
paid to Sellers an additional $2,060,000 (the “Fourth Payment™), in escrow,

. in immediately avaifable funds; and

‘At Closing, Purchaser shall (i) assume post-Pre-Closing obligations under the

. Chase Amendment, having an agreed value of $3,500,000, (ii) assume post-
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Pre-Closing obligations under the STAR Agreement, having an agreed value
of $1,800,000, and (jii) pay up to an additional $500,000 towards cure and
assumption costs related to unexpired leases and executory contracts assumed
by the Sellers and assigned to the Purchaser, or other costs mcurred by the
Purchaser in order to reduce such cure and assumption costs, as are incurred
pursuant to the temms and conditions of this Proposal (all .such costs
collectively referred to herein as the “Contract Costs™).

6. Pre-Closing and Closing.

a. No later than ten (10) days after the entry of the Sale Approval Order, as
defined in Section 12(c), below, by the Bankruptcy Court which is not subject
to further stay or appeal (provided, however, that Purchaser may elect to close
or preclose, as the case may be, the fransactions contemplated hereby
(despite a pending appeal if no stay thereof is in effect) pursuant to, and in
accordance with, the protections afforded under Section 363(m) of the
Bankruptcy Code), approving the sale of the Acquired Assets to Purchaser
pursuant to the terms and conditions hereof, Purchaser and Sellecs shall have
a preclosing (the “Pre-Closing”) in Purchaser’s counsel’s offices. in
Pittsburgh, Pennsylvania at which the parties shall deliver the executed and
approved Purchase Agrecment and any related agreements, including, without
limitation a Management Agrecment, as defined and described in Section 7,
below;

b. Within ten (10) days of obtaining all Necessary Approvals, as defined in
Section 8, below, Purchaser and Sellers shall close on the Acquisition (the
“Closing”) and the Managemént Agreement and the Purchase Agreement
‘shall be deemed to be assigned to TTI National, Inc., without the requirement
for further court approval or execution of any documents by and among the
parties; and

c. The period between the Pre-Closing and the earlier of (i) the Closmg or (ji)

‘ the last day of the month in which the Management Agreement is terminated
for failure to obtain the Necessary Approvals (inclusive) shall be referred to
herein as the “Management Period™.

7. -Management Agreement. At the actual Pre-Closing, Purchaser and Sellers shall eater
.~ into an agreemeat (the “Management Agreement”) pursuant to. which Purchaser
shall be granted the right to manage the Business during the Management Period or
the termination of the Purchase Agreemeat (i.e., as a result of failure to obtain the
Necessary Approvals), whichever occurs first. The Management Agreement shall be
in a.form reasonably acceptable to each of the Selleis, the Committee and Purchaser,

and shall include the following general terms and conditions:

a - The WorldCom Claim shalf be conditionally credited to Sellers’ account with
WorldCom on the date of the Pre-Closing;
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Purchaser shall operate the Business during the Management Period in the
ordinary course, except as contemplated by this Proposal, it being
contemplated by the parties that Purchaser may move some of its traffic onto
WorldCom’s network. During the Management Period, Purchaser shall cause
all Operating Repotts, tn the form currently submitted to the United States
Trustee, to be prepared and served morithly upon the United States Trustee,

the Committee’s counsel and the Sellers® counsel;

In the event of a Termination, as defined in Section 16, below, the Purchaser
shall be entitled to twenty-five percent (25%) of the Aggregate Cash Flow, if
positive, during the Management Period. In the event Aggregate Cash Flow
is negative; Purchaser shall be liable for such negative aggregate cash flow.
For purposes of this Proposal, “Aggregate Cash Flow” in any given period is
equal to the cash received by the Purchaser during such period (excluding the
Initial Cash), less any expenditures of cash by the Purchaser during such
period (including, without limitation, operating expenses, capital
expenditures, and the provision of telecommunications services to the Sellers
by WorldCom and its affiliates during the Management Period, whether paid
by WorldCom or its affiliates (including setoffs and intercorupany transfers)
or paid from the Initial Cash or cash received by the Purchaser from operation
of the Business during the Managemeat Period);

Purchaser and Sellers shall use their respective best efforts during the
Management Period to obtain all Necessary Approvals, as defined below,

without the requirement that Purchaser pay third parties for such Necessary
Approvals; .

During the Management Period, Purchaser shall pay into an interest-bearing
escrow account controlled by the Sellers’ -counsel, the Initial Paymeat at the
actual Pre-Closing, the Second Payment thirty (30) days after the actual Pre-
Closing, the Third Payment sixty (60) days after the actual Pre-Closing and
the Fourth Payment ninety (90) days after the actual Pre-Closing.

At the Closing, Sellers’ counsel shall disburse from the escrow account: (i)
Contract Costs, to the extent such Contract Costs exceed $500,000 paid by
Purchaser, in an amount not to exceed $400,000, with the remainder of any
Contract Costs to be paid by Purchaser, to the appropriate parties (including
Purchaser to the extent that Purchaser has paid Contract Costs in excess of
$500,000); and (ii) the remainder to the Sellers’ estates to be made avallable
for distribution to creditors.

At Termination, the escrowed funds, including mtercmt thcreon, shall be
tumed over to the Purchaser after reduction for payments due the Sellers’

estates pursuant (o Section 7(c), above.

Notwithstanding the foregoing, in the event that Purchaser does not obtain
Necessaty Approvals within 180 days of the Pre-Cilosing (a “Delay in
Closing”), and Purchaset has obtained ail necessary Regulatory Approvals, as
dcﬁned in Section 8, below, Sellecrs’ counsel shalt relwse from the escrow the
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Puschase Price, less $400,000, and make such amounts available for
distaibution to creditors.

i At the Closing after a Delay in Closing, Sellers’ counsel shall pay from the:
escrow account up to $400,000 in Contract Costs ia excess of the $500,000 in
Contract Costs paid by Purchaser to the appropriate parties (including
Purchaser, to the extent that Purchaser has paid Contract Costs in excess of
$500,000), and the remainder, if any, shall be paid to the Sellers’ estates and
made available for distaibution to creditors.

3- Notwithstanding any other provision of this Proposal to the contrary, in the
event that notwithstanding the Purchaser’s efforts to obtain the Necessary
Approvals, a Termination occurs after a Delay in Closing, Purchaser shall not
be required to turn over an amount equal to the Initial Cash to the Sellers,
provided that the escrowed funds have been disbursed to the estates, as set
forth above in Section 7(i), and Sellers shall be obligated to pay to Purchaser
any costs or expeanses, including, without limitation, usage of WorldCom’s
telecommunications services, incurred during the Management Period which
was not actually paid from the Initial Cash or the cash flow of the Business
duriag the Management Period; :

k Purchaser shall pay Contract Costs from the Aggregate Cash Flow during the

g Management Period, which shall effect a reduction in the Aggregate Cash

"Flow, in the event of a Termination. In the event of a Closing, the Contract
Costs paid from Aggregate Cash Flow shall be credited against Putchascr s
obligation to pay the first $500,000 in Contract Costs:

L Parchaser agrees that it will use its best efforts to minimize Contract Costs,

" and to further such efforts, if the Sellers, the Committee and the Purchaser
-determine that the Contract Costs of assumption and cure of an executory
contract or unexpired lease would be more than the costs of entering into
alternative arrangements-and the Sellers and the Committee agree, in writing, |
on a case-by-case basis, that the Contract Costs of entering into such
alternative arrangements shall be included in Contract Costs for all purposes
under this Proposal, then, Purchaser shall pursue such altemative
arrangements, it being understood that Purchaser’s best efforts does- not
include any duty to pay monies to third parties in order to obtain the desired
result of minimizing Contract Costs, ualess such costs are deemed Contract
"Costs -for all purposes. The Sellers and the Comnuttec agree to support
Purchaser’s efforts to minimize Contract Costs.

8.  Necessary Approvals. The “Closing” shall occur after all notices, permits,
authorizations, approvals, conseats, or.waivers determined by the Purchaser to be
reasonably required or mecessary from any state or federal regulatory agency
asserting jurisdiction over the transactions contemplated by this Proposal, including,
without limitation, approvals required (if any) under the Hart-Scott-Rodino Antitrust
Improvements Act, as amended, and from the Federal Communications Commission,
and state public utility and public service commissions (collectively, the “Regulatory
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Approvals”), and all consents as are reasonably required to-operate the Business ate
obtained, including, without limitation, assignment of contracts, licenses, sublicenses,
and the like, or the obtainment by Purchaser of reasonable altematives for such
contracts, licenses, sublicenses and the like (collectively with the Regulatory
Approvals, the “Necessary Approvals™)

Purchase Agreement. Sellers and Purchaser intend to enter into a definitive purchase
agreement (the “Purchase Agreement”) with respect to the Acquisition to be

submitted with a motion to approve the Bidding Procedures set forth in Section 10,

below. The Purchase Agreement will contain covenants, representations and
warranties, closing conditions and other customary provisions for transactions of this
type and magnitude. The representations and warranties will not survive the closing,
except:

a. The representations by each party as to its power and authority to enter into
the Purchase Agreement and to complete the tramsactions contemplated
. thereby, subject to entry of the Sale Approval Order, as defined in Section :
- 12(c), below; and

b. The representations by each party as to the enforceability agaiast it of the -
Purchase Agreement and related documents.

Bidding Procedures. Purchaser shall require the following bidding Procedures (the
“Bidding Procedures™) to serve as the stalking horse in the Sellers’ bankruptcy.
These Bidding Procedures will reflect the following:

a. This Proposal is further subject to entry of a final, non-appealable order by
the Bankruptcy Court approvmg these Bidding Procedures (the “Bidding
Procedures Order™), that is in form and substance satisfactory to Purchaser
Sellers and the Committee;

b. The Bidding Procedures shall include a form of Purchase Agreement and

Management Agreement approved by the Purchaser, the Sellers and the
Committee, provided that if the Sellers and the Purchaser agree to certain
terms consistent with this Proposal, not agreeable to the Committee, such
“terms shall be included in the .Purchase Agreement and the Management
Agreemeat after good faith negotiations by all parties with respect thereto,
and the Committee may raise its objections related solely to such provisions
before the Bankruptcy Court for a final determination by the Bankruptcy
Court in a manner consistent with the terms and coaditions of this Proposal.
The Purchase Agreement and the Management Agreement shall be executed
by Purchaser and Sellers, subject to Bankruptcy Court approval;
<. For purposes of the sale of the Acquired Assets only, the WorldCom Claim,
as set forth tn WorldCom’s proof of claim shall be deemed to be an allowed
secured claim (the “Secured Claim”). In the event that a sale of the
Acquired Assets to Purchaser (or any other bidder) is not ultimately closed,
{the Debtors and the Committee shall not be deemed to have waived any right
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each may have, if any, to challenge the Secured Claim merely as a result of
accepting this Proposal;

Such Purchase Agreement and Management Agreement must be accepted by
any competing bidder in substantially the same form, but in no event shall
such bidder’s terms be more onerous to the Sellers or more beneficial to such
bidder than those terms and conditions as are contained in the Purchase
Agreement and the Management Agreement, including, without limitation,
such changes as are necessitated by the economic terms of such bidder’s bid,
consistent with the terms of the Bidding Procedures Order. Each such bidder
shall beé-required to submit to the Bankruptcy Court and serve upon the
Purchaser, the Sellers and the Committee, a redlined version of the Purchase
Agreement and the Management Agreement so that the same are received by
the respective parties no later than two (2) business days before the Sale
Approval Hearing, as defined below;

The Bidding Procedures will provide that the Sellers can only accept an initial
competing bid from a financially qualified bidder (as determined by the
Sellers and the Commiittee in good faith after a deposit by such bidder of 10%
of the aggregate purchase price offered by such bidder with the Sellers’
counsel) that includes payment of the Purchase Price plus at least $3,000,000
payable in immediately available funds into escrow upon the Pre-Closing and
to be paid at the Closing as follows: (i) to WorldCom in the amount of
$75,000,000 in immediately available funds; (i) to the Sellers’ estates, the
$33.8 Million in consideration. (composed of the payments to be made during
the Management Period, the agreement to pay $500,000 in Contract Costs,
the agreement to assume the Chase Amendment, and the agreement to assume
the STAR Agreement) on terms no less advantageous to such bidder than
Pucchaser’s payment terms set forth in this Proposal; (iii) to the extent that
Purchaser increases its bid, it shall be permitted to credit bid two-thirds of
such increase in its bid through its Secured Claim, and the remainder of such

" increased bid shall be in cash payable at the same time as the Fourth

Payment; (iv) to the extent that there is a Successful Competing Bidder, as
defined in Section 10(f), below, WorldCom shall be entitled to receive in
cash, at Closing, in addition to the $75,000,000 set forth above, two-thirds of
the difference between the Successful Competing Bidder’s winning bid and
$108,800,000.00, payable at the Closing, in cash, and the remainder shall be
tumed over to the Sellers’ estate. Each successive bid shall be in-a minimum
increment of $3,000,000. Notwithstanding any provision in this Proposal to

.the contrary, in no event shall Purchaser be entitled to credit bid an amount

greater than the Secured Claim, nor shall WorddCom receive on account of its
claims in the Sellers’ cases an amount greater than its Secured Clalm, in the
event that there is a Successful Competing Bidder.

The Bidding Procedures Otder shall include a provision that in the event that
a purchaser other than WorldCom or Purchaser is the successful bidder for °
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11.

12.

)

k

substantially all of the assets of the Selless (a “Successful Competing
Bidder™), the Releases and Waivers granted to the Sellers, the Committee,
WorldCom, STAR and the STAR Committee, and their respective related
patties, shall remain effective as of the Closing of such sale;

As used herein, the term “Break-up Fee” shall mean the entitlement by
Purchaser or WorldCom to. receive payment from the Sellers upon a Closing
of the sale of substantially all of their assets to a Successful Competing

‘Bidder in an aggregate amount of $750,000.00, after payment of which

together with the required payment at the Closing as set forth in Section
10(e), above, neither Purchaser nor WorldCom shall have any claim against
the Sellers for fees, expenses or any other claim, other than WocldCom’s
claim for postpetition telecommunications services to the Sellers and their
affiliates and related charges;

The Bidding Procedures Order shall include a ﬁndmg that WorldCom and/or
its designee, TTI National, Inc,, is a good faith purchaser and a qualified
bidder;

. The Bidding Procedures Order shall include a finding by the Bankruptcy

Court that the Pre-Closing conteruplated by this Proposal shall constitute
substantial consummation of the sale of the Acquired Assets to the purchaser
(whether the Purchaser or a Successful Competing Bidder) for all purposes,
including, without limitation, Section 363(m) of the Bankruptcy Code,
providing the Purchaser or such Successful Competing Bidder, as thie case
may be, the protections afforded under Section 363(m) of the Bankruptcy
Code; :

The Bidding Procedures Order shall approve the settlcmcnts contemplated by
this Proposal, effective upon a Closing; and

Neither the Sellers, the Comnittee, STAR nor the STAR Committee shall
object to approval by the Bankruptcy Court of the Bidding Procedures.

-Camier _Agreements.  The Closing shall be conditioned upon the Sellers’

telecommunications carriers -agreeing to enter into post-Closing carrier agreements
* with the Purchaser on or before the Closing with standard and customary business

terms, including, without limitation, on and after the Closing, standard payment terms
commensurate with Purchascr s (or such Successful Compctmg Bidder’s)
creditworthiness.

Timing.
‘before the specified dates:

a.

b.

This Proposal is conditioned upon the following eveats occurring on or

Motion to Approve Bidding Procedures, consistent with the terms contained
in this Proposal, to be filed on or before Tuesday, January 22,2002;

Hearing and eatry. of Bankruptcy Court order approving Motion to Approve
Bidding Procedures to be entered on or before January 29, 2002
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15.
16.

17.

c. ~ Sale Approval Hearing on or before March 5, 2002 (the “Sale Approval
Hearing”) and entry of an order approving the sale of the Acquired Assets
(the “Sale Approval Order”) on or before March 6, 2002, and

d Actual Pre-Closing on or before March 12, 2002. Notwithstanding the actual
date of the Pre-Closing, the Pre-Closing shall be effective, nunc pro tunc, as
of December 31, 2001 at 11:59:59 p.m. for all purposes. Notwithstanding the
actual date of the Closing, the economic benefits of the Purchaser’s

acquisition of the Acquired Assets shall be effective as of January 1, 2002, at
12:00:00 a.m.

Press Releases. Except as is necessitated by notice of the sale of the Acquired Assets,
neither Sellers, the Committee, STAR, the STAR Committee, Purchaser, nor
WorldCom will release publicity of any type conceming this Proposal or the
Acquisition without the prior written consent of the other parties, except as may be
necessary to secure approvals or make disclosures required by a governmental or
regulatory body or authority, or in connection with obtaining Bankruptcy Court
approval of this Propesal and the transactions contemplated hereby.

Costs. STAR, Sellers, the Committee, the STAR Committee, Pucchaser and
WorldCom will each pay their respective transaction expenses, including internal

personnel or ovethead costs and fees and expenses of legal counsel, incurred in

connection with the Acquisition or the resolution of Contract Costs. Nothing
contained in this letter shall make STAR liable for any Contract Costs.

Access. Sellets shall provide Purchaser with access to its consultants and accountants
and documentation related to the Acquisition.

Temmination. In-the event that Purchaser determines that after use of its best efforts

{(without the obligation to pay any additional amounts to third parties) to obtain the

Necessary Approvals, that it will not be able to obtain such Necessary Approvals,
Purchaser shall notify the Sellers, the Committee, STAR and the STAR Committee of
its determination and the Purchase Agreement and the Management Agreeinent shall
terminate (the “Termination™) as of the last day of the month in which the notice is

- given.

Confidentiality. Each party and its advisors will hold all information obtained from
the other party or its advisors in strict confidence and will use such information only
for the purpose of evaluating the Acquisition. In the event that the transactions
contemplated by this Proposal and the Purchase Agreement is not consummated; the
receiving party will return promptly all originals and copies of materials reflecting
such confidential information to the providing party. To the extent any such
confidential information was provided to the recciving party electronically, the
receiving party shall delete all such confidential material from whatever media it is

. stored, including, without limitation, any backups or archives,
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18.

19.

20.

21.

22.

23,

24.

Execution Deadline. If the foregoing is acceptable to you, please execute and cause
the Committee and STAR to execute this Letter Agreement as indicated below and
return it to me no later than 12:00 p.m., Eastern Time, Tuesday, January 22, 2002. If
a fully executed copy of this Letter Agreement is not received by WorldCom by that
time this Letter Agreement shall terminate and be of no further effect, at WorldCom'’s
option.

Postpetition Financing. Sellers and WorldCom shall agree to support Selless’
obtainment of postpetition financing from RFC on an expedited basis, and in any
event, no later than the actual Pre-Closing, in an amount equal to $22,800,000, which
financing shall be used in the event of a disruption in anticipated cash flow. In‘the
event of any such borrowing, Purchaser agrees to assume the liabilities to RFC
incurred by the Sellers at the Closing.

Waiver, Certaih Consents. Any of the terms of conditions of this Proposal may be
waived (in writing) at any time and from time to time by the party entitled to the
benefits thereof without affecting any other terms or conditions of this Agreement.

Release of Management Team. WorldCom, Purchaser, Sellers, the Committee,
STAR and the STAR Committee shall each release the existing management team of
the Sellers composed of Bryan L. Engle, Tamie Barsky and Adam Kolodny
(collectively, the “Managemént Team™), effective as of the Closing, from all

. liabilities, claims, damages, or causes of action, if any, related to (a) their respective

employment by Asset Recovery Services, Inc. (“ARSI”) in relation to ARSI’s
prepetition review of the Sellers’ and STAR’s operations and financials and (b) their

" respective employment by the Sellers, except for acts of gross negligence, willful

misconduct or fraud.

Release of Committee Members. Sellers, STAR and WorldCom shall each release
the individual members of the Committee and the STAR Committee, effective as of
the Closing, from all liabilities, claims, damages or causes of action, if any, related to
their serving as members of the Committee and the STAR Committee, respectively,
except for acts of gross negligence, willful misconduct or fraud.

Stay Put Bonus for Management Team. The Purchaser, the Committee and the
Sellers consent to the stay put bonuses for the Management Téam requested by the’
Sellers in the Sellers’ chapter 11 cases, provided that such stay put bonuses shall be
paid one-third at the actual Pre-Closing and two-thirds at the earlier to occur of a
Delay in Closing or the Closing. Such stay-put bonuses shall be paid by Purchaser,

_and payment of the same shall not reduce the Purchase Price in any manner.

WorldCom Claims Against STAR and Sellérs. WorddCom rept@nts and warrants
that it has not assigned its claims against STAR or the Sellers to any third party, and
agrees to indemnify and hold STAR and/or the Scllers, as the case may be, harmless
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- 26.

27.

29.

30.

31.

from any and all claims, demands, allegations and/or causes of ach:on, if any, which
arise out of WorldCom’s breach of this representation and warranty.

Documentation Efforts. The parties shall use their best efforts to faithfully and in a

timely manner, document the terms and conditions of this Proposal, including,
without limitation, the drafting of the Bidding Procedures Qrder and the pleadings
supporting same, the Sale Approval Order and the pleadings supporting same, the
Purchase Agreement, the Management Agreement and the Releases and Waivers
contemplated by this Proposal and promptly implement such agreements after

approval thereof by the Bankruptcy Court and the United States Bankruptcy Court for
the District of Delaware, to the exteiit necessary..

Time is of the Essence. Time is of the essence with respect to all provisions of this
Proposal.

Headings. The hcadmgs used herein are for purposes of reference only and shall not
limit or affect the meaning of such section.

Goveming Law. This Letter Agreement shall be governed by the laws of the State of .
New York, without regard to choice of law principles.

Integration Clause. This ‘Agreement is intended by the parties as a final expression of

their agreement and is intended as a complete statement of the terms and conditions
of their agreement.

No_Amendments. This Proposal may only be modified or amended by a writing

executed by all patties to this Proposal, except as set forth in Section 20, as it relates
to waivers of condxhous -

‘_ STAR and STAR Committee Obligations. The obligations of STAR and the STAR

Committee, and the benefits to STAR and the STAR Committee and their respective
Related Entities, are subject to the STAR Committee’s acceptance of this Proposal
and the approval by the United States Bankauptcy Court for the District of Delaware.

Remainder of Page Intentionally Left Blank
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Reed Smith

Please indicate your agreement to the tenms and conditions of this Proposal (subject to approval by the
Bankruptcy Court) and consent to the relief requested in the Bidding Procedures Motion by executing and
delivering this Proposal to me oa or before Tuesday, January 22, 2002 at 12:00 pm If you have any

questions, please do not hesitate to call me.
Very truly yours,
REED SMITH LLP

By -
Many Emas
Counsel to

cc:  Bruce Frankel, Esq. (by facsimile)

' Lisa Bonsall, Esq. (by facsimile)
James Stang, Esq. (by facsimile)
Dan Lowenthal ITI, Esq. (by facsimile)
David Myers (by facsimile)
George Hampton (by facsimile)
Thomas F. O’Neil IIL, Esq. (by facsnmlle)
Brian H. Benjet, Esq. (by facsimile)
Robert P Simons, Esq.

Signatures Appear on Following Page

btwork Services, Inc.
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Agroed to aud aocepied this 22 dayof Senuary, Agreed to and acceptad this 22™ day of Jaauary,
2002 20612:
PT-1. COMMUNICATIONS, INC, PT-1 Lo Orncit CoOMMITTEY. OF UNSECURED
DISTANCE, INC., AND PT-] TECANOLOGLES, INC. CREDITORS QF FY-1 COMMUNICATIONS, INC.,
: PT-1 LONG DISTANCE, INC., AND PT-1
TECHNOLAGIES, INC.
By, __ By: .
Bryan L. Engls Lisa Bonsall, £4q., uthorized Counsel to
Chief Exeautive Officer the Official Committee of Unseoured

Creditors of the Sellers
%;cd to and accopted this 22™ day of Yanuary,

ETAR TELECOMMUNICATIONS, INC.

- By

Goardon Hutching, Jr.
Chicf Exaautive Officer
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Agryeed 1o and accepted this 22™ day of Yanuary,

PX-1 CompmuNiCATIONS, INC, PT-1 Lone
DISTANCE, INC_, AND PT-1 TECHNOLOGES, IreC.

Agreed to and accepted this 22™ day of January,

STAR TELECOMMUNICATIONS, ENC.

By

Gordau Hutching, Jr.
Chicf Pxecutive Oﬂicec

Jan 22 '02 13357 P.02

KO.6919 ~P. 18/18

Reed Smith

Agm.:dtomdacocptcdﬂxiszz"dayoﬂmumy,

OFFICIAL COMMITYEE oF UNSECURED
CREDITORS OF PT-1 COMMUNICATION:
PT-1 LonG DistANCE, INC., AND PT-1
TeECHNOLOGHES, Inc.

0oNs, Inc,

By:

-Lisa Bonsall, Fsq., authorized Counsd] to
«the Official Commitiee of f Unsecured
Creditors of the Sellers
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Agreed to and accepted this 22™ day of January, Agreed to and accepted this 22™ day of January,
202 2002

PT-1 COMMUNICATIONS, INC, PY-1 LONG OFFICIAL COMMITTEE OF

DISTANCE, INC., AND PT-1 TECHNOLOGIES, INC. CrEDITORS OF PT-1 Coiy INC,,

By: By: \ \ I
Bryan L. Engle Nba Borgal, E44/, duthotized Counsel to
Chief Exccutive Officer the Offici] G ittk
Creditors of the Selle

Agreed to and accepted this 22* day of January,
2002:

STAR TELECOMMUNICATIONS, INC.

By:

Gordon Hutchins, Jr.
Chief Executive Officer -
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ASSET PURCHASE AGREEMENT,
Dated as of January __, 2002
between
MCI WORLDCOM NETWORK SERVICES, INC.

(“BUYER"),
and

PT-1 Communications, Inc.,
PT-1 Long Distance, Inc.,
PT-1 Technologies, Inc.
and their respective subsidiaries
(collectively, “SELLER™)
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THIS ASSET PURCHASE AGREEMENT, dated as of January 22, 2002, and effective as
of January 1, 2002, is between MCI WorldCom Network Services, Inc. (“WorldCom” or “Buyer™),
and PT-1 Communications, Inc. and its subsidiaries (collectively, “PT-1""), a New Yotk corporation,
PT-1 Long Distance, Inc. and its subsidianies (collectively, “LD”), a Delaware corporation, PT-1
Technologies, Inc. and its subsidiaries (collectively, “Tech™) a Delaware corporation (PT-1, LD, and
Tech are collectively referred to herein as “Seller™). Capitalized terms used and not otherwise
defined have the meanings ascribed to them ia Section 24:

WITNESSETH:

WHEREAS, Seller is engaged in the business of marketing, selling and providing
telecommunications products and services, including long-distance and dial around services (the
“Business™); and

WHEREAS, on March 9, 2001, each entity constituting the Seller filed a voluntary petition
for reorganization under Chapter 11 of Title 11 of the United States Bankruptcy Code (the
“Bankruptcy Code”) in the United States Bankruptcy Court for the Eastern District of New York (the
“Bankyuptcy Court™) as case numbers 01-12655, 01-26578, and 01-12660 (collectively the “PT-1
Case™); and

WHEREAS, on or about March 23, 2001, an ofﬁciaI\ committee of unsecured creditors (the
“Committee”) was appointed by the United States Trustee to serve in the PT-1 Case; and

WHEREAS, on or about April 20, 2001, WorldCom filed a proof of claim in the PT-1 Case
asserting a secured claim in the amount of $98,489,077 81 (the “Initial Claim™); and .

WHEREAS, on or about August 31, 2001, WorldCom filed a proof of claim ta the PT-1
Case asserting a secured claim in the amount of $106,373,824 .42 (together with the Initial Claim,
. the “WorldCom Claim™); and

WHEREAS, in support of the WorldCom Claim, WorldCom asserts that it agreed to provide
services to STAR Telecommunications Services, Inc. and its wholly-owned direct and indirect
subsidiaries and affiliates, other than the Seller and its wholly-owned direct and indirect subsidiaries
{collectively, “STAR™) and Seller, and that it in fact did provide such services to STAR and the
Seller and that WorldCom remains unpaid for such services; and

WHEREAS, PT-1 guaranteed STAR’s obligations to WorldCom; and

WHEREAS, in support of the WorldCom Claim, WorldCom asserts that it is entitled to
payment for services that benefited PT-1 without regard to whether the services were provided
directly to PT-1 or to PT-1 through STAR, and without regard to whether WorldCom billed STAR
or PT-1 for such services; and -

WHEREAS, the Parties have engaged in extensive, amms-length negotiations regarding the
extent and validity of the WorldCom Claim;



WHEREAS, Seller has determined that it is in its best interest to sell to Buyer all right, title
and interest of Seller in and to the Acquired Assets (as defined below) for consideration and upon
the teoms and conditions heretnafter set forth; and

WHEREAS, Buyer wishes to purchase the Acquired Assets from Seller on the terms and
conditions set forth herein;

NOW, THEREFORE, in consideration of the mutual benefits to be derived from this
Agreement and the representations, warranties, covenants and agreements contained herein, Buyer,
on the one hand, and Seller, on the other hand, hereby represent, warrant, covenant and agree as
follows:

Section 1. SALE AND PURCHASE

(a)  Sale and Purchase of the Business. Subject to the terms and conditions hereinafter set
forth, on the Closing Date, Seller will sell, convey, transfer, assign and deliver to Buyer, and Buyer
will purchase from Seller, the Business, free and clear of any and all Encumbrances, with any such
Encumbrances to attach to the proceeds of such sale, any and all real, personal, or mixed, tangible

and intangible assets, wherever located, including the following (collectively, the "Aggutred
Assets"):

() all of Seller's right, titie and interest in and to all the fixed assets, including .
machinery and equipment (including, without limitation, all telecommunications and switching
equipment and platforms, computers and peripherals and office equipment), spare parts, supplies,
packing materials, computer hardware, electronic data processing equipment, fumniture and fixtures,
leasehold improvements, motor vehicles, and all other personal property, of every kind aad nature
whatsoever, owned, leased or used by Seller on the Closing Date ("Personal Property™), wherever
located; all nights of Seller under leases of real and personal property set forth on Exhibit 1(a)i)
("Leases");

(@)  all of Seller's owned equipment, supplies and inventory, including raw
. materials, work-in-progress and finished products, wherever located,;

(ii)  all of Seller’s right, title and interest in and to Intellectual Properties relating
to the Business or any of the Acquired Assets, set forth on Exhibit 1(a)(iii), as well as any
Inteliectual Properties which may be recovered by the Seller's estates pursuant to its avoidance
actions under Chapter $ of the Bankruptcy Code;

{iv)  copies, at Buyer's cost, of all of Seller’s existing purchase, marketing and sales
tecords, orders, supplier records, lists and other documents, files, manuals and records,
correspondence, customer lists, customer data, production records, employment records, financial,
accounting and other books and records necessary for Buyer's continued operation of the Acquired
Assets and the Business, and any confidential information which has been reduced to wntmg,

" wherever located, with respect to, or in connection with Seller's Business;



(v)  all of Seller’s goodwill associated with the Business, including Seller's right
to use its names and trade styles, and telephone numbers, together with any and all variants and
dedvatives thereof,

(vi)  all of Seller’s rights under express or implied warranties from suppliers and
vendors with respect to the Business;

(vi()  all rights in and to products of the Business sold or leased (including, but not
limited to, products hereafter returned or repossessed and unpaid rights of rescission, replevin,
reclamation and rights to stoppage in transit);

(viti)) all wrtten techmical information, data, specifications, research and
development information, engineering drawings and operating and maintenance manuals;

(ix)  all computer applications, programs and other software, including systems
documentation and instructions used in connection with the Business and/or any of the Acquired
Assets; and

(x)  all Permits relating to the Busincés or any of the Acquired Assets;

(xi) as of the actual Pre-Closing, all of Seller's cash on hand, on deposit and all
cash equivalents, less all cash required by Seller to pay all outstanding post petition unpaid expenses
incurred in the ordinary course of the Business as of the actual Pre-Closing, excluding professional
fees and expenses (the “Initial Cash™);

(xii) alt of Seller's accounts receivable (including, without limitation, the “tail")
related solely to the Business (the “Acquired Receivables”), but specifically excluding the
receivables due Seller by IDT Corporation, Inc. or its affiliates (collectively, "IDT") and any other
receivables not related to the Business;

(xii) all of Seller’s rights to any and all cash true-ups, or other contract rights,
related to HOLD Billing Services, Inc., HOLD Billing Services, Ltd., or any other billing and
- collection service agreements related to the Business;

(xiv) all of Seller’s deposits (security and otherwise);
(xv) all prepaid expenses relating to the Business or any of the Acquired Assets;

(xvi) 1016868 Cartier Identification Code (“CIC") and any other CIC's that are
loaded on the Seller's Feature Group D network, and all rights related thereto;

- (xvii) all customer base related to the Business and all dial-around traffic and
_ Tevenue streams related thereto, including, without limitation, any past or current customers and any
information or call records relating thereto;



{xviii) all telecommunications network assets related to the Business including,
without limitation, 800 and other telephone numbers, ACNAs, all circuits, private fines,
intermachine trunk lines, and Feature Group D's related to Seller's operation of its
telecommunications network, and all rights related to the foregoing to be used in perpetuity;

: (xix) all of Seller's claims and causes of action, if any, against Buyer and its
affiliates;

(xx) all rights to employ the employees of Seller, as may be requested by Buyer,
there being no obligation on Buyer to employ any such employees; and

(xx1) all executory contracts to which STAR, to the extent necessary to transfer
contracts relating directly and exclusively to the services provided by STAR to Seller, provided that
any cure costs related to such executory contracts shall not be paid by SFAR, and all executory
contracts to which Seller is a party (collectively, “Assumed Contracts™) (to the extent such Assumed
Contracts are transferable pursuant to applicable law and the terms of such Assumied Contracts
without regard to the consent of any third party that may be required with respect to such transfer),
except to the extent that any such item is included in the Excluded Assets. Such Assumed Contracts
shall include, without limitation:

(1)  The postpetition agreement between the Seller and STAR related to
the transfer of assets and continued provision of services executed by
STAR and the Seller on or about October 24, 2001 (together with any
amendments thereto, the “STAR Agreement”), approved by the
United States Bankruptcy Court for the District of Delaware on

December 4, 2001, and approved by the Bankruptcy Court on
December 21, 2001;

(2) That certain agreement by and between the Seller and Chase
Equipment Leasing, Inc., dated November 9, 2001, as the same may
be amended, modified or supplemented from time to time (the “"Chase

Amendment") approved by the Bankruptcy Court on January 15,
2002;

(3) The Billing Services Agreement by and between HBS Billing
Services Company, Ltd. And its affiliates (collectively, "HBS™) and
Seller dated as of the October 16, 1997, as the same may have been
amended, modified or supplemented from time to time, provided that
it shall be a condition to Pre-Closing that Buyer and HBS enter into
a modification or supplement to such agreement which eliminates
Buyer's risk with respect to collection of receivables. from HBS (but
not the collection risk from the end users), and provided further that
in lieu of assuming the foregoing HBS Contract, Buyer may enter info
a new contract with HBS; and



(4)  Such other executory contracts and unexpired leases as Buyer
determines on or before the Closing; and

(xxii) All other personal, real, tangible, or intangible property used in the opemtlon
of the Business.

®) Excluded Assets. Buyer shall not acquire any i;lterfst in the following assets of Seller
(the “Excluded Assets"):

® all accounts receivable and other assets (including, without limitation, choses
of action) not related to the Business, including, without limitation, the accounts receivable and other
sums owed to Seller by IDT to the Seller and any debit card receivables;

(i)  all of the assets of Seller's executive or incentive compensation plans, bonus
plans, deferred compensation agreements, employee pension, profit sharing, savings or retirement -
plans, employee stock option or stock purchase plans, and group life, health, or accident insurance

“or other employee benefit plans, agreements, arrangements or commitments, including severance,
holiday, vacation, Christmas or other bonus plans maintained by Seller or with respect to which-
Seller makes, or has an obligation to make, contributions, or under which any present or former
-officer, director, employee, consultant or agent of Seller is entitled to a benefit, and Seller’s rights
with respect thereto; however, WorldCom agrees to consent to the stay put bonuses described in
- Section 20 herein;

(i)  all of the rights and claims of Selier for avoidance actions available to Seller
under chapters 5 or 11 of the Bankruptcy Code or otherwise, and any recoverties thereunder, except
for actions against WorldCom or its affiliates or recoveries from actions to recover Intellectual
Properties, to the extent that such Intellectual Properties are ultimately recovered by the Seller;

(iv) any and all claims or choses of action in connection with or arising out of
-~ Sellers’ debit card business which was sold prepetition;

(v)  all refunds or credits, if any, of taxes due to Seller which cannot be assigned
by law;

(vi) the minute books, stock transfer books and corporate seal of Seller;

o (vii) _any actions against former officers and directors of Seller or STAR, other
than those expressly released pursuant to the tenms and conditions of the letter agreement dated
January 21, 2002 between the parti&s;

(viii) all tangible, intangible, real or personal property including, without limitation,
_ contracts, permits, ot intellectual property which Buyer elects in a writing, to be seat to Seller, in
accordance with this Agreement, to exclude from the Acquired Assets, provided that this wdl not
result in any adjustment of the Purchase Pnce, and



(ix)  all of Seller’s financial and accounting books and records, and any sofiware
programs relating thereto, except those necessary for Buyers continued operation of the Acquired
Assets and the Business provided that Buyer shall have reasonable access to any such books and
records retained by the Seller as may be necessary or desirable to operate the Business and the
opportunity to copy such books and records at Buyer's cost, and further the right to take any data,
books or records that the Seller decides to discard after the Closing.

(c)  Assumption of Specified Liabilitics of Seller. On the Closing Date, Buyer shall accept
the Acquired Assets free and clear of all Encumbrances (other than those which are consented to in
witing by Buyer) and Buyes shall assume and agree to pay, perform and discharge all liabilities and

“obligations of Seller under Assumed Contracts, Permits and Intellectual Properties included in the
Acquired Assets solely to the extent such liabilities or obligations arise or accrue subsequent to the .
date on which Seller’s rights in respect of such Assumed Contracts, Permits and Intellectual
Properties are transferred to Buyer (the "Accepted Liabilities™). Notwithstanding anything to the
contrary in the foregoing, Buyer consents to the lien and security interest of Chase Equipment
Leasing, Inc. and agrees to assume the obligation of the Seller as set forth in the Chase Amendment
and the STAR Agreement. Except as expressly provided in this Section 1(c), Buyer will not assume
or agree to pay, perform or discharge, axiy debts, liabilities, obligations, claims, expenses, taxes,
fines, contracts, accounts payable or comniitments of any kind, character or description, whether
accrued or fixed, absolute or contingent, matured or unmatured, or determined or undetermined of
Seller.

(d)  Purchase Price and Payment; Other Consideration. The purchase price to be paid by -
Buyer to Seller on the Closing Date for the Acquired Assets and the Business being purchased
hereunder shall be One Hundred Eight Million Eight Hundred Thousand and NO/100 DOLLARS
($108,800,000.00) (the “Purchase Price™), payable as follows:

Q) At Closing, Buyer shall cause WorldCom to waive all of its claims against
Seller, but excluding the WorldCom Claim, which shall be credit bid pursuant to Section 363(k) of-
the Bankruptcy Code, having a minimum value of $75,000,000), with additional, incremental bids,
if any, by WorldCom to be submitted in accordance with the bidding procedures agreed upon by the

parties with respect to Seller’s bankruptcy in a letter agreement between the parties dated January 22,
2002;

(i) At the actual Pre-Closing, Buyer shall cause to be paid to the Seller
$5,200,000 (the "Initial Payment®), in escrow, in immediately available funds;

(1)  Thirty (30) days afier the actual Pre-Closing, Buyer shall cause to be paid to -
the Seller $10,400,000 (the "Second Payment"), in escrow, in immediately available funds;

(iv)  Sixty (60) days after the actual Pre—Closmg, Buyer shall cause to be paid to
Seller an additional $10,400,000 (the "Third Payment"), in escrow, in immediately avallable funds



. (v)  Ninety (90) days afier the actual Pre-Closing, the Buyer shall cause to be paid
to Seller an additional $2,000,000 (the "Fourth Payment"), in escrow, in immediately available
funds; and

(vi) At Closing, Buyer shall (a) assume post-Pre-Closing obligations under the
Chase' Amendment, having an agreed value of $3,500,000, (b) assume post-Pre-Closing obligations
under the STAR Agreement, having an agreed value of $1,800,000, and (¢) pay up to an additional
$500,000 towards cure and assumption costs related to unexpired leases and executory contracts
assumed by the Seller and assigned to the Buyer, or other costs incurred by the Purchaser in order
to reduce such cure and assumption costs (“Contract Costs™).

(¢) Tax Treatment. Buyer and each Seller shall agree on an allocation of the Purchase
Prce (the “Allocation™); provided, however that (a) the Allocation shall be reasonable, based on fair
market values, consistent with the Internal Revenue Code and based on an initial proposal by Buyer,
and (b) any dispute between Buyer and Seller in determining such allocation shall be resolved by the
Bankruptcy Court. Buyer and Seller agree to act in accordance with the Allocation for all Tax
purposes, including, for purposes of any Returns (such as IRS Form 8694 or any other forms or
reports required to be filed pursuant to Section 1060 of the Intemal Revenue Code or any comparable
provisions of local, state or foreign law (“Section 1060 Forms™)), and to refrain from taking any
position inconsistent with the Allocation. Buyer and Seller agree to cooperate in the preparation of
any such Section 1060 Fonms and to timely file such Section 1060 Forms in the manner required by.

applicable law.

® Postpetition Financing. Buyer agrees to support Seller’s obtainment of postpetition
-financing from RFC on an expedited basis, and in any event no later than the actual Pre-Closing, in
an amount equal to Twenty-Two Million Eight Hundred Thousand and No/Dollars ($22,800,000),
which financing shall be used in the event of a disruption in anticipated cash flow. In the event of
any such borrowing, Buyer agrees to assume at the Closing the liabilities, if any, to RFC incurred
by the Seller. ' ‘

Section 2.

() THE CLOSING. The Closing of the sale and transfer of the Acquired Assets and the
. Business (the "Closing™) shall take place in Pittsburgh, Pennsylvania, on a date (the “Closing Date™)
within tea (10) days following the obtaining of all Necessary Approvals, and this Agreement and the
Management Agrecment shall be deemed to be assigned to TTI National, Inc. without the
requirement for further court approval or execution of any documents by and among the parties.

(b) THEPRE-CLOSING.

0] In order to provide sufficient time for Buyer to obtain Necessary Approvals
from the time the Sale Approval Order is entered until the Closing, Seller and Buyer shall have a pre-
closing (the “Pre-Closing”) at the offices of Reed Smith, LLP, 435 Sixth Avenue, Pittsburgh, PA

15219.



(i)  Within ten (10) days after entry of the Sale Approval Order, (the “Pre-Closing
Date”) Seller and Buyer shall deliver the executed Asset Purchase Agreement and related documents
including, without limitation, the Management Agreement as described in Section 3 herein.

Section 3. MANAGEMENT AGREEMENT.

(@) Management Agreement. At the actual Pre-Closing, Buyer and Seller shall enter into
an agreement pursuant to which Buyer shall be granted the right to manage the Business
("Management Agreement") during the period beginning as of the Pre-Closing Date and extending
until the earlier of (i) the Closing Date or (ii) the last day of the month in which the Management

Agreement is terminated for failure to obtain the Necessary Approvals (the “Management Period").

() Form. The Management Agreement shall be in a form reasonably acceptablc to
Seller, Buyer and the Committee and shall contain the following terms:

@ The WorldCom Claim shall be condmonally credited to Seller’s account with
WorldCom on the date of the Pre-Closing;

; (ii)  Buyer shall operate the Business during the Management Period in the
otdmaly course, except as contemplated by the Asset Purchasc ‘Agreement, it being contemplated
by the parties that Buyer may move some or all of the Business' telecommuanications traffic onto
WorldCom's network at the current rates being charged by WorldCom to Seller. During the

Management Period, Buyer shall cause all operating repotts, in the form currently submitted to the

United States Trustee, to be prepared and served upon the United States Trustee, the Committee and
- the Seller's counsel;

_ (iii)  In the event of a Termination (as defined below) the Buyer shall be entitled

to twenty-five percent (25%) of the Aggregate Cash Flow (as defined below), if positive, during the
'Management Period. In the event Aggregate Cash Flow is negative, Buyer shall be liable for such
negative aggregate cash flow. “Aggregate Cash Flow" in any given period is equal to the cash
-received by the Buyer during such period (excluding the Initial Cash), fess any expenditures of cash
by Buyer during such period (including, without limitation, operating expenses, capital expenditures,
and the provision of telecommunications services to the Seller by WorldCom and its affiliates during
the Management Period, whether paid by WorldCom or its affiliates (including setoffs and .
intercompany transfers) or paid from the Initial Cash or cash received by the Buyer from the
operation of the Business during the Management Period);

(iv)  Buyer and Seller shall use their respective best efforts during the Management

Period to obtain all Necessary Approvals, without the requirement that Buyer pay third parties for
such Necessary Approvals;

{v)  All payments by Buyer to Seller during the Management Period shall be held
by the Seller's counsel, in escrow, until the Closmg



(vi)  During the Management Period, Buyer shall pay into in an interest-bearing
escrow account controlled by Seller's counsel, the Initial Payment at the actual Pre-Closing, the
Second Payment thirty (30) days after the actual Pre-Closing, the Third Payment sixty (60) days after
the actual Pre-Closing, and the Fourth Payment ninety (90) days after the actual Pre-Closing.

(vit) At the Closing, the Seller’s counsel shall disburse from the escrow account:
(1) Contract Costs, to the extent such Contract Costs exceed Five Hundred Thousand and No/Dollars
($500,000) paid by Buyer, in an amount not to exceed Four Hundred Thousand and No/Dollars
($400,000), with the remainder of any Contract Costs to be paid by Buyer, to the appropriate parties
(including Buyer to the extent Buyer has paid Contract Costs in excess of Five Hundred Thousand

and No/Dollars ($500,000)); and (2) the remainder to the Seller’s estates to be made available for
distribution to creditors.

(viii)) At Termination, the escrowed funds, including interest thereon, shall be
tumed over to the Buyer after reduction for paymeats due the Seller’s estates pursuant to Section
3(b)iii) above, and the Aggregate Cash Flow payments in 3(b)(iii) shall be paid to the estate..

(ix) Notwithstanding the foregoing, in the event Buyer does not obfain Necessary
Approvals within 180 days of the Pre-Closing (a “Delay in Closing"), and Buyer has obtained an alt
necessary Regulatory Approvals, Seller’s counsel shall release from the escrow the Purchase Price,

less Four Hundred Thousand and No/Dollacs ($400,000), and make such amounts available for
distribution to creditors.

- (x) . Atthe Closing after a Delay in Closing, Seller’s counsel shall pay up to Four
- Hundred Thousand and No/Dollars ($400,000) in Contract Costs in excess of the Five Hundred
Thousand and No/Dollars ($500,000) in Contract Costs paid by Buyer to the appropriate parties
(including Buyer to the extent Buyer has paid Contract Costs in excess of Five Hundred Thousand
and No/Dollars ($500,000)), and the remainder, if any, shall be paid to the Seller’s estates and made
available for distribution to creditors. .

(xi) Notwithstanding any other provision of this Agreement to the contrary, in the

_event that notwithstanding the Buyer’s efforts to obtain the Necessary Approvals, a Termination
occurs after a Delay in Closing, Buyer shall not be required to turn over an amount equal to the
Initial Cash to Seller, provided that the escrowed funds have been disbursed to the estates as set forth
above in Section 3(b)(x) above, such funds having been disbursed as set forth above, and Seller shalt
be obligated to pay to Buyer any costs or expenses, including, without limitation, usage of
WorldCom’s telecommunications services, incurred during the Management Period which was not
actually paid from the Initial Cash or the cash flow of the Business during the Management Period.

{xii) Buyer shall pay Contract Costs from the Aggregate Cash Flow during the
Management Period, which shall effect a reduction in the Aggregate Cash Flow, in the event of a
Termination. In the event of a Closing, the Coritract Costs paid from Aggregate Cash Flow shall be
credited against Buyer’s obligation to pay the first $500,000 in Contract Costs. Seller's obligation



to pay Buyer for use of the WorldCom services shall be at the current rates being charged by
"WorldCom to Seller.

(xiii)) Buyer agrees that it will use its best efforts to minimize the Coatract Costs,
and to further such efforts, if the Seller, the Committee and the Buyer determine that the Contract
Costs of assumption and cure of an executory contract or unexpired lease would be more than the
costs of entering into altemative arrangements and the Seller and the Committee reasonably agree,
in writing, on a caseby-case basis, that the Contract Costs of entering into such altemative
arrangements shall be included in Contract Costs for all purposes under this Agreement, then Buyer
shall pursue such alternative arrangements, it being understood that Buyer's best efforts does not
.include any duties to pay money to third parties in order to obtain the desired result of minimizing
Contract Costs, unless such costs are deemed Contract Costs for all purposes. The Seller agrees to
support Buyer's efforts to minimize Contract Costs.

Section 4. EFFECTIVE DATE: BANKRUPTCY COURT APPROVAL

) Bankruptcy Court Orders.

Q) Sale' Approval Qrder. Prior to the Pre-Closing, Seller shall file with the
Bankruptcy Court an application for an order approving the transactions contemplated by this
Agreement ("Sale Approval Order").

(ii)  Assignment Order. An order or orders (the “Assignment Order”) pursuant
to Sections 363, 365 and other applicable provisions of the Bankruptcy Code declaring that (A)
Seller, upon its assuming and assigning to Buyer each of the Assumed Contracts, Permits and
Intellectual Properties designated by Buyer to be included in the Acquired Assets, (A) will have
properly assumed and assigned the same, (B) there will be no defaults thereunder as of the Closing
Date, nor will the assignment of same to Buyer constitute a default thereunder, unless such defaults
would not have a materially adverse effect on the Condition of the Business (as defined below), and

(C) true copies of the contracts have been annexed to such order or motion secking entry of such
order.

(b)  Effective Date. For purposes of this Agreement, “Effective Date™ means the date on
which the later of (i).the entry of the Sale Approval Order by the Bankruptcy Court and (ti) the eatry
to the Assignment Order by the Barikruptcy Court shall have occurred. Notwithstanding anything
to the contrary in this Agreement, and notwithstanding the actual date of the Pre-Closing, the Pre-
Closing shall be effective, nunc pro tunc, as of December 31, 2001 at 11:59:59 p.m. for all purposes,
and notwithstanding the actual date of the Closing, the economic benefits of Buyer's acquisition of
the Acquired Assets shall be effective as of January 1, 2002, at 12:00:00 a.m.

() Binding Nature. Notwithstanding the provisions of Section 4(b), Section 12(c) shall
be binding upon and shall inure to the benefit of the parties to this Agreement and their successors
and permitted assigns. '




Section 5.  REPRESENTATIONS AND WARRANTIES OF SELLER. Seller hereby
represents and warrants to Buyer, which representations and warranties shall be true, correct and
complete in all material respects to the actual knowledge of Seller on the date hereof,, the Pre-Closing
Date, and oa the Closing Date that:

(@)  Authority; Execution and Delivery. Subject to the entry of the Sale Approval Oxder,
Buyer has, and will have on the Closing Date, full power and authority to enter into this Agreement
and to sell, transfer, assign and otherwise convey the Business and Acquired Assets in accordance
with the terms hereof. This Agreement has been duly executed and delivered by Seller and
constitutes the legal, valid and binding obligation of Seller enforceable against Seller in accordance
with its terms, subject to the eatry of the Sale Approval Order :

(b)  No Other Agreements to Sell the Acquired Assets or the Business. Seller has no legal
-obligation, whether absolute or contingent or direct or indirect, to any other Person or firm to sell
or otherwise convey, and has not granted any Person or firm any option to purchase, the Acquired
Assets (other than sales of inventory in the ordinary course of business) or the Business, or to enter
into any agreement with respect thereto.

(c) Litigation. Except as otherwise set forth in Exhibit 5(c) there is: (i) no litigation;
—proceeding; labor dispute (other than routine grievance procedures), arbitral action or government
investigation pending; or, so far as known to Seller, threatened against (A) Seller relating in any way
to the Business, or (B) current or former personnel employed by Seller in reference to actions taken
by them in such capacities, nor is there (ii) any valid basis known to Seller for any such litigation,
proceedmg or investigation which, in either case, if adversely determinéd could in any one case or
in the aggregate, have a material adverse effect on the Condition of the Business, nor are there any
product liability claims pending or threatened against Seller or relating to the Business. There are
no decrees, injunctions or orders of any court or governmental department or agency outstanding

~ against Seller with respect to the Business or the Acquired Assets, except as set forth on Exhibit 5(c).

(d)  Validity of eases and Contracts. Except as set forth on Exhibit 5(d), (i) each Lease
pursuant to which Seller leases personal property included in the Acquired Assets or related to the
Business and each Assumed Contract or commitment of Seller included in the Acquired Assets, is
valid and enforceable in accordance with its terms and Seller is not in material default under any
material provision of any such Lease, Assumed Contract or commitment; (i) upon Buyer's
assumption of the lessee's, or obligor's liability thereunder, each Lease and each such Assumed
Contract or commitment will be valid and binding and enforceable by Buyer in accordance with its
terms; (iii) no party from whom Seller leases personal property included in the Acquired Assets or
telated to the Business, and no party which is a party to any of the Assumed Contracts or
commitments included in the Acquired Assets, is in default under any material provision of any such
lease or sublease or Assumed Contract or commitment.

(¢)  No Brokers. Seller has not entered into and will not enter into any agreement,
arrangement or understanding with any Person or firm which will result in the obligation of Buyer

to pay any finder's fee, brokerage commission or similar payment in connection with the transactions
contemplated hereby.



H Labor_Disputes. There are not cumently any strikes, lockouts, slowdowns,
unionization proposals or picketing involving personnel employed by Selier.

(g) Title to Assets. Seller has, and as of Pre-Closing and Closing will transfer, good and
valid title to all the Acquired Assets pursuant to the Sale Approval Order.

(h) Compliance WithLaws. Seller is conducting the Business in accordance with all
statutes, rules, regulations, judgments, orders or decrees of any court or governmental or regulatory
authority applicable to Seller or any of Seller’s properties or assets, including, without limitation, the
Acquired Assets, and Seller is not-in violation of any such laws, statutes, rules, regulauons :
judgments, orders or decrees, except as set forth on Exhibit 5¢h).

Q) Environmental Compliance. Seller is conducting the Business in accordance with all
. federal, state, county, city, municipal or other laws, statutes, rules, regulations, oiders,. consent
decrees, permits or licenses, relating to the prevention, remediation, reductien or control of pollution
to the protection of the environment, natural resources and/or human health and safety (oollectwcly,
“Environmental Laws").

G4) Permits. Seller holds all Permits which are necessary to own, lease and operate the
. Acquired Assets and to conduct the Business in the manner heretofore conducted and as proposed
tobe conducted. Exhibit 5(j) sets forth all Permits held by Seller. Except as set forth on Exhibit
5(1), no notice has been received and, to the best knowledge of Seller, no investigation or review is
pending or threatened by any governmental or regulatory agency with regard to (i) any alleged
-violation by Seller of any law, rule, regulation, ordinance, Permit, judgment, order or decree or (i)

- any alleged failure by Seller to have any Permit.

(k)  Condition of Assets. Other than the Excluded Assets, the Acquired Assets are the
only assets used by Seller to conduct the Business. Seller has caused the Acquired Assets to be
maintained in accordance with good business practice and all the Acquired Assets are in good
operation and repair and are suitable for the purposes for which they are used and intended. .

()  Environmental Matters. There are no Pemmits which are required under
"Environmental Laws for the lawful conduct of the Business and the activities customary or incidental
thereto. There is no civil, criminal or administrative action, suit, demand, claim, hearing, notice of
violation, investigation, proceeding, notice or demand letter existing or, to the best of Seller’s
knowledge, pending or threatened, against or relating to the Business and relating in any way to any
Environmental Law or any regulation, code, plan, order, decree, judgment, injunction, notice or
demand letter issued, entered, promulgated or approvgd thereunder. Seller has not received notice
of any claim that any employee of Seller, in the course of his or her employment with Seller, has
been exposed to any hazardous substances (as such term is defined under any Environmental Law)
generated, produced or used by Seller which could give rise to any material claim against Seller or
the Business.

(m) Intellectnal Property. Seller owns or possesses adequate licenses or other valid rights
to use all Intellectual Properties used or held for use in connection with the Business and included

or



in the Acquired Assets. All of the Intellectual Properties used in the Business is set forth in Schedule
1(a}iu). Seller is unaware of any assertion or claim challenging the validity of any Intellectual
Properties of Seller. Except as disclosed on Schedule 1(a)(ii1), the rights of Seller to and in such
Intellectual Properties do not conflict with or infringe on the rights of any other Person or entity and
Seller has not recetved any claim or written notice from any Person or entity to such effect. The
consummation of the transactions contemplated by this Agreement will not result in the termination
or impairment of any of the Intellectual Properties. After consummation of the transactions
contemplated hereby, Buyer shall own or possess adequate licenses or other valid rights to use all
Intellectual Properties to the same extent, and in the same manner, as Seller.

(n)  Limitation on Seller's Representations and Warranties. Buyer represents that it has
inspected and is fully familiar with the Acquired Assets and, except as provided herein, hereby
_covenants and agrees to accept the same “as is" and "where is" on the Closing Date. Except as stated
“herein, Seller has not made, and is not willing to make, any representations or warranties as to the
physical or other condition of the Acquired Assets, their contents, the revenues, income or
commissions derived or potentially to be derived from the Acquired Assets or the Business, the
expenses incurred or potentially to be incurred in connection with the Acquired Assets or the
Business, taxes due and owing or potentially due and owing in connection with the Acquired:Assets
_or the Businéss. Seller is not, and v will not be, liable or bound in any manner by express or implied
‘warranties, guarantefs statements, - promises, representations or information pertaining to the
Acquiréd Assets or the Business, made or furnished by any broker, agent, employee, servant or other
Person representing or puzporting to represent Seller, unless such are expressly and specifically set
forth herein. '

{0)  Consents. No Conflicts. Etc. Neither the execution and delivery of this Agreement,
‘the consummation by Seller of the transactions contemplated herein nor compliance by Seller with
. any of the provisions hereof will (with or without the giving of notice or the passage of tiine) (i) -
violate, conflict with, result in a breach of, or constitute a default under, any of the terms, conditions
or provisions of the organizational documents of Seller, (ii) violate any order, writ, injunction,
decree, statute, rule or regulation applicable to Seller or any of its assets or properties, or (iii) to the
best of Seller’s knowledge, require the consent, approval, permission or other authorization of or by
or filing or qualification with any court, arbitrator or governmental, administrative, or self-regulatory
authority, except for Necessary Approvals and such consents, approvals, etc., the failure of which
to obtain prior to the Closing would not adversely affect the ability of Seller to consummate the
transactions contemplated by this Agreement.

Section 6. REPRESENTATIONS AND WARRANTIES OF BUYER. Buyer hereby
Tepresents and warrants to Seller, which representations and warranties shall be true, correct, and

‘complete in all material respects.to the actual knowledge of Buyer on the date hereof, the Pre-
_ Closing Date, and the Closing Date that:

(3  Buyer's Organization and Good Standing. Buyer is an entity duly organized, validly
existing and in good standing under the laws of the State of its organization, and has, ot will have
on the Closing Date, all requisite powet to carry on its business.




(b)  Authonty: Execution and Delivery. Subject to the entry of the Sale Approval Order,
Buyer has, and will have on the Closing Date, full power and authority to enter into this Agreement
and to purchase the Business in accordance with the terms hereof. The execution, delivery and
performance of this Agreement by Buyer, including the purchases contemplated hereby, have, or will
have, been duly and effectively authorized by Buyer's Board of Directors or other governing body,
no other proceedings on the part of Buyer being necessary to authorize this Agreement and the
transactions contemplated hereby. This Agreement has been duly executed and delivered by Buyer

and constitutes the legal, valid and binding obligations of Buyer enforceable against Buyer in
accordance with its terms.

(c) No Brokers. Neither Buyer nor any of its affiliates has entered into and neither will
-enter into any agreement, arrangement or understanding with any Person or firm which will result
in the obligation of Seller to pay any finder's fee, brokerage commission or similar payment in
connection with the transactions contemplated hereby.

(d)  Consents. No Conflicts. Etc. Neither the execution and delivery of this Agreement,
the consummation by Buyer of the transactions contemplated herein nor compliance by Buyer with
any of the provisions hereof will (with or without the giving of notice or the passage of time) (j)
violate, conflict with, result in a breach of, or constitute a default under, any of the tenms, conditions
or provisions of the organizational .documents of Buyer, (ii) violate any order, writ, injunction,
decree, statute, rule or regulation applicable to Buyer or any of its assets or properties, or (iii) to the
best of Buyer's knowledge, require the consent, approval, permission or other authorization of or by
or filing or qualification with any court, arbitrator or governmental, administrative, or self-regulatory
authority, except for Necessary Approvals and such consents, approvals, etc., the failure of which
to obtain prior to the Closing would not adversely affect the ablhty of Buyer to consummate the
transactions contemplated by this Agrecment

(¢) WorldCom Claims Against Seller . WorldCom represents and warrants that it has
not assigned its claims against the Seller to any third party, and WorldCom agrees to indemnify and
hold the Selier harmless from and against any and all claims, demands, allegations, and/or causes
of actions, if any, which arise out of WorldCom's breach of this representation and warranty.

Section 7. CERTAIN COVENANTS AND AGREEMENTS.

(8  Further Assurances. After the Closing Date, from time to time, at Buyer's request and
-without further consideration, Seller will execute and deliver such other instruments as Buyer may
reasonably request to more effectively put Buyer in possession and operating control of all or any
part of the Acquired Assets, including, without limitation, letters to Seller’s customers and all
regulatory agencies. Following the execution of this Asset Purchase Agreement and the parties’ joint
approval of a letter to be sent by Seller to the affected customers announcing Seller’s intent to cease
“providing service and advising affected customers of both their rights and opportunities with the
Buyer (the “Letter”), Seller will mail the Letter at, Buyer’s expense, first class, postage prepaid, to
all the affected customers. Thereafter, the Letter will be included as an attachment by Buyer in a
petition it will file to obtain an appropriate waiver of the FCC’s anti-slamming rule (the “Waiver
Request™). Seller and Buyer will use reasonable efforts to obtain FCC approval of the Waiver



Request. Nothing herein shall preclude Buyer from sending its own letter marketing solicitation{(s)
to affected customers in an atternpt to assure, as best possible, that such customers will accept Buyer
as their service provider.

(b)  Certain Fees and Expenses. Except as otherwise provided herein, each party hereto
(as well as STAR, the Committee, and WorldCom) shall be responsible for and shall pay all fees and
expenses incurred by it relating to the transactions contemplated hereby including all fees and
expenses of counsel and auditors engaged by it.

(¢)  Conduct of Seller's Business. Subject to orders of the Bankruptcy Court, and
applicable obligations and fiduciary responsibilities of a debtor-in-possession under the Bankruptcy
Code, from the date hereof up to and including the Closing Date, Seller will use its reasonable good
faith efforts to cause the Business to be conducted only in the ordinary course in substantially the
same manner as it previously has been carried out, and will not do, or cause to be done, anything
which is represented and warranted not to have been done in this Agreement, and shall not make or
institute any unreasonable or novel methods of manufacture, construction, purchase, sale, lease ot
operation that will vary materially from those methods used by Seller as of the date of this
Agreement, except as otherwise expressly contemplated hereby or consented to by Buyer in writing.

From and afier the date hereof up to and including the Closing Date:

(i) - Seller will use its reasonable good faith efforts to preserve the Business intact,

and to preserve its present relationships with supphers customers, and others having business
relationships with it;

(i)  Seller shall not sell, lease, transfer or dispose of any of its properties or assets
relating to or used in connection with the Business, other than the sale of inventory in the ordinary
course of the business;

. " (i)  Seller shall not terminate any contract, agreement, license or other instrument
to which Seller is a party relating to the Business, other than in the ordinary course and pursuant to
their terms; and

1

(iv)  Seller will not enter into any contract, commitment, or transaction not in the
usual and ordinary course of business.

(d) Consents and Approvals. Buyer and Seller shall take all measures reasonably
neca:sary or advisable to secure such Necessary Approvals, consents, authorizations and approvals
of governmental bodies, including with respect to the transfer of licenses, and of pavate Persons with
Tespect to the transactions contemplated by this Agreement, and to the performance of all other
obligations of such parties hereunder, as may be required by any legal requiremeats or by any
agreement to which Seller is a party or by which it is bound. Seller shall (i) cooperate with Buyer in
the filing of all forms, notifications, reports and information, if any, required or reasonably deemed
advisable pursuant to legal requirements in connection with the transactions contemplated by this
Agreement and (ii) use their good faith efforts to cause any applicable waiting periods thereunder
to.expire and any objectlons to the transactions contemplated hereby to be withdrawn before Closing.

i
\



(¢)  Changes in Representations and Warranties. Between the date of this Agreement and
the Closing Date, Seller shall not, subject to orders of the Bankruptcy Coust, and applicable
obligations of a debtor-in-possession under the Banktuptcy Code, enter into any transaction, take any

_ action, or by inaction permit any event to occur, which would result in any of the representations and
warranties of Seller herein contained not being true and correct at and as of (i) the time immediately
following the occumrence of such transaction or event; or (ii) the Closing Date. Seller shall promptly
give written notice to Buyer upon obtaining knowledge of (A) any fact which, if known on the date
hereof, would have been required to be set forth or disclosed pursuant to this Agreemeat and (B) any
impending or threatened breach in any material respect of any of the representations and warranties
‘contained in this Agreement and with respect to the latter shall use all reasonable efforts to remedy
same, subject to orders of the Bankruptcy Court, and applicable obligations of a debtor under the -
Bankruptcy Code.

® Mutual Cooperation. The parties hereto will cooperate with each other, and will use
all reasonable efforts to cause the fulfillment of the conditions to the parties’ obligations hereunder,
including Seller's obligation to assume and assign all agreements necessary, and to assign all -
Contracts and Intellectual Properties designated by Buyer to be included in the Acquired Assets, and
to obtain as promptly as possible all consents, authonizations, orders or approvals from -each and
—every third party, whether private or governmental, required in connection with the transactions
contemplated by this Agreement.

(g) Consents and Permits. Each of Seller and Buyer shall use its reasonable good faith -
eﬂ'orts to obtain the Required Approvals and any material consent, approval, Permit, order or
authorization of, and to perform any material registration, declaration or filing with, any
govemmental entity or other third party required for the purchase and sale of the Acquired Assets.

: (h)  Further Actions. From and after the Closing, Seller shall not use the Seller's trade
names except (i) as may be otherwise required by law, or (ii) as necessary for the conduct or
administration of the bankruptcy cases.

() Access to Facilities. From and after the date hereof, Buyer and its employees, agents
and representatives, upon reasonable notice to Seller, shall have full access to all books, records,
facilities, personne! and lenders having a business relationship with Seller relating to the Business.

_ G) Maintenance of Books and Records. Buyer shall retain the Books and Records of
Selier acquired hereunder and, unless otherwise consented to in writing by Seller, Buyer shall not,
for the period of three (3) years following the Closing, destroy or otherwise dispose of such Books
and Records. Upon reasonable notice and at Sellex’s expense, Buyer shall make copies of such books
and records available to Seller, its attorneys, accountants and representatives for examination.

(k)  HSR Act Filings and Other Necessary Approvals: Reasonable Efforts; Notification:
Consents. If applicable: - ,

@) (a) Bach of the Buyer and Seller shall (i) promptly make of cause to be made
any filings required of such party or any of its subsidiaries under the Hart-Scott-Rodino Antitrust



. Improvements Action 1976, as amended (“HSR Act™) with respect to the transactions contemplated
by this Agreement, (i) comply at the earliest practicable date with any request under the HSR Act
for additional information, documents, or other material received by such party or any of its
subsidiaries from the United States Federal Trade Commission or the United States Department of
Justice or any other governmental authority in respect of such filings or such transactions, and (jii)
cooperate with the other party in connection with any such filing, and in connection with resolving
any investigation or other inquiry of any such agency or other governmental authority under the
antitrust laws. Each party shall promiptly inform the other party of any.communication with, and any
proposed understanding, undertaking or agreement with any governmental authority regarding any .
such filings or any such transaction. Neither party shall participate in any meeting with any
govermnmental authority in respect of any such filings, investigation or other inquiry without giving .
the other party notice of the meeting and, to the extent permitted by such governmental authority, -
‘the opportunity to attend and participate.

(i)  Each of Buyer and Seller shall use alf reasonable efforts to take such action
as may be required to cause the expiration of the notice periods-under the HSR Act or any state
statutes, rules, regulations, orders or decrees that are designed to prohibit, restrict or regulate actions
having the purpose or effect of monopolization or restraint of trade with respect to the transactions
contemplated hereby as promptly as possible after the execution of this Agreement.

Section 8. CONDITIONS TO EACH PARTY'S OBLIGATIONS. The respective
obligations of each party to consummate the transactions contemplated by this Agreement shalf be
subject to the fulfillment or waiver on or before the Closing Date of the following conditions:

(@) Bankruptcy Court Approval. The Sale Approval Order and the Assignment Order
shall have been entered and shall not have been stayed pending appeal, and no order shall have been
entered restraining or enjoining the. effectiveness of the Sale Approval Order or the Assignment ;
Order. The Sale Approval Order shall become a final order, and all holders of liens and claims
(including all landlords, mortgagees, creditors and shareholders, to the extent required by the
Bankruptcy Code) on the Acquired Assets shall have received fiotice of Seller's bankruptcy case and
-the Bankruptcy Coust's cntxy of the Sale Approval Order approving the transactions contemplated
by this Agreement, copies and proof of service of which, together with certified copies of the Sale
Approval Order and the Assignment Order, shall be delivered to Buyer on or prior to.the Closing
Date.

(b)  Injunctions. There shall not be outstanding any injunction, decree or order of any
court or governmental department or agency prohibiting the consummation of the transactions
contemplated by this Agreement and no action shall have been commenced which could prohibit the
Consummafion of the transactions contemplated hereby.

(¢)  No Change inLaw. There shall not have been any action taken or any statute eaacted
by any govemmental authority which would render the parties unable to consummate the
. transactions contemplated hereby or make the transactions contemplated hereby illegal or prohibit
the consummation of the transactions contemplated hereby.



(d) Approvals and Consents. Seller and Buyer shall have obtained and delivered to the
other all Necessary Approvals.

(e) Management Agreement. On the Pre-Closing Date, Seller and Buyer shall have
executed and delivered to the other the Management Agreement.

Section9.  CONDITIONS TO OBLIGATIONS OF BUYER. The obligation of Buyer
to consurnmate the transactions contemplated by this Agreement shall be subject to the fulfillment,
or the waiver by Buyer, on or prior to the Closing Date, of the following conditions:

(@)  Representations and Warranties True at the Closing Date. The representations and
warranties of Seller contained in this Agreement shall be deemed to have been made on and as of
the Closing Date and shall then be true and correct in ali material respects, and on the Closing Date
Seller shall have delivered to Buyer a certificate to such effect.

(b)  Seller's Performance. Each obligation of Seller to be performed on or before the
Closmg Date pursuant to the terms of this Agreement shall have been duly performed by the Closing:
Date, in all material respects, and on the Closing Date Seller shall have delivered to Buyer a
certificate to such effect.

- (c)  Instruments of Conveyance and Transfer: Title. At the Closing, Selier shall have
delivered to Buyer such bills of sale, endorsements, assignments, and other good and sufficient
instruments of conveyance and transfer (mcludmg assignments of any Intellectual Propetties in
recordable form), in form and substance reasonably safisfactory to Buyer and its counsel; as are
effective to vest in Buyer good and marketable title to the Acquired Assets free and clear of any

Encumbrances, except for the Accepted Liabilities.

(d) Material Adverse Chan ange. No material adverse change in the business, financial

condition, prospects, affairs of properties of the Busmms or Acquired Assets, taken as a whole, shall
have occurred after the date hereof.

(¢)  Post-Closing Agrecment. Seller's telecommunications carriers shall have entered into
post-Closing carrier agreements with Buyer on or before the Closing with standard and customary
business terms, including, without limitation, on and after the Closing, standard payment terms
commensurate with Buyer's creditworthiness.

(3] Sale Approval Hearing and Order. The Sale Approval Hearing shall have occurred
on or before March 7, 2002 (the "Sale Approval Hearing™), and the entry of a Sale Approval Order
shall have occurred on or before March 8, 2002.

(8  Actual Pre-Closing. The Actual Pre-Closing shall have occurred on or before March
15,2002.

(h)  Closing. The Closing shall have occurred on or before the Closing Date.

!



) Bidding Procedures. A motion to approve the bidding procedures agreed upon by the
parum with respect to Seller's bankruptcy in a letter agreement between the parties dated January 22,
2002, shall have been filed on or before Tuesday, January 22, 2002 and shall have been approved
by the Bankruptcy Court in 2 form and substance satisfactory to the Buyer, Seller and the Committee.

Section 10. CONDITIONS TO OBLIGATIONS OF SELLER. The obligations of Seller
to consummate the transactions contemplated hereby shall be subject to the fulfiliment, or the waiver
by Seller, on ot pror to the Closing Date, of the following conditions:

(@) Representations and Warranties True at the Closing Date. The representations and
warranties of Buyer contained in this Agreement shall be deemed to have been made at and as of the
Closing Date and shall then be true and correct in all material respects, and on the Closing Date
Buyer shall have delivered to Seller a certificate to such effect, signed by an officer of Buyer.

(b)  Buyer's Performance. Each of the obligations of Buyer to be performed on or before
the Closing Date under the terms of this Agreement, including payment of the Purchase Price under
the terms hereof, shall have been duly performed by the Closing Date in all material respects, and
on the Closing Date Buyer shall have delivered to Seller a certificate to such effect.

Section1ll. NATURE AND SURVIVAL OF REPRESENTATIONS AND
-WARRANTIES, ETC.

(@)  Survival of Representations. Warranties. Etc. The representations and warranties of
the parties made in Sections 5(a) and 6(b) shall survive the Closing Date. Buyer shall have an
-administrative expense claim against the estates of the Seller for any breach by the Seller of its
representations and warranties contained in this Agreement.

(b)  No Other Representations. Notwithstanding anything to the contrary contained in this
Agreement, it is the explicit intent of each party hereto that Seller is making no representation or
-warranty whatsoever, express ot implied, including any implied representation or warranty as to
condition, merchantability or suitability as to any of the Acquired Assets or other properties of the
Business, except those representations and warranties contained in Section 5.

Section12. TERMINATION.

(a) Temnination This Agreement may be terminated by written notice at any time prior
to the Closing Date:

(i) By mutual consent of Buyer and Seller;

{ii) By Buyer or Secller if the other party hereto shall intentionally fail or refuse
to consummate the transactions contemplated hereby or to take any other action referred to herein
necessary to consummate the transactions contemplated hereby after affording such defaultinig party
. a five (5) day period after notice in which to cure such default;



(1) By either party if the conditions to such party's obligations set forth in
Sections 8, 9 and 10 are not satisfied.

(iv) Inthe event Buyer determines that after the use of its best efforts (without the
obligation to pay any additional amounts to third parties) to obtain the Necessary Approvals, that it
will not be able to obtain such Necessary Approvals, Buyer shall notify the Seller and the Committee
of its determination and this Agreement and the Management Agreement shall terminate (the
“Termination™) as of the last day of the month in which the notice is given.

(b)  Effect of Termination. In the event of the termination of this Agreement as provided
in Section 12(a), this Agreement, other than this Section 12(b), Section 12(c) and Section 13, shall:
forthwith become wholly void and of no further force and effect and, other than with respect to the
defaulting party in the event of a termination pursuant to Section 12(a)(ii), there shall be no liability .
on the part of Seller or Buyer or their respective officers, directors or partners (except as set forth
herein in Sections 12(c) and 13).

© Payment of Damages upon Breach. If the transactions contemplated by this
Agreement are not consummated because one party (the “Non-breaching Party") terminates this
Agreement as a result of a material breach of this Agreement by the other party (the "Breaching
Party"), the Breaching Party shall upon the occurrence of any such event, reimburse the Non-
breaching Party for its actual damages resulting from such breach (including the fees of counsel,
advisors' fees and other professional fees and disbursements at such counsel's, advisors' or
professional's standard rates, but not including any amounts allocated in respect of salary for
personnel of the Non-breaching Party) and not including any consequential or punitive damages. -
The remedy provided by this Section 12(c) shall be the sole and exclusive remedy of the Non—
breaching Party for any breach by the Breaching Party of any of its obligations hereunder.

Section 13. PAYMENT OF CERTAIN EXPENSES. Buyer will pay all federal, state,
county, local and foreign taxes which may be payable by reason of the purchase and sale pursuant -
to this Agreement of the Business or the Acquired Assets. Each party will be Lable for its own costs
and expenses (including intemal personnel or overhead costs and fees and expenses of legal counsel)
incurred in connection with the negotiation, preparation, execution or performance of this Agreement
or the resolution of Contract Costs. Nothing in this Agreement shall make STAR liable for any
Contract Costs.

- Section 14. WAIVER, CERTAIN CONSENTS.

(@  Any of the terms of conditions of this Agreement may be waived at any time and
from time to tume in writing by the party eatitled to the benefits thereof without affecting any other
‘terms or conditions of this Agreement.

(b)  Ifa consent of a third party which is required in order to assign any Acquired Asset
~ {or claim, right or benefit arising thereunder or resulting therefrom) is not obtained prior to the
~ Closing Date, or if an attempted assignment would be ineffective or would adversely effect the
ability of Seller to convey its interest in question to Buyer, Seller will cooperate with Buyer and use

~



reasonable efforts tn any lawful arrangement to provide that Buyer shall receive Seller's interest in
the benefits of such Acquired Asset. If any consent or waiver is not obtained before the Closing Date
and the Closing is nevertheless consummated, Seller agrees to continue to use its reasonable efforts
to obtain all such consents as have not been obtained prior to such date but at the sole cost and
expense of Buyer.

Section 15. NOTICES. All notices, requests, demands, and other communications under
this Agreement shall be in writing and shall be deemed to have been duly given if delivered,
addressed or telecopied to the address or telecopier number set forth below and shall be deemed to
have been made (i) on the date of service if served personally on the party, (ii) on the second
business day after delivery to an overnight courier service if first available delivery is indicated and
paid for, (iii) on the third business day after mailing if mailed to the party to whom notice is to be

- given, by first class mail, registered or certified, postage prepaid, or (iv) on the date of transmission,
if sent by telecopier and confirmation of transmittal is received by the transmitting party. Any party
may change its address for purposes of this paragraph by gwmg the other parties written notice of
the new address in the manner set forth above.

If to the Seller, to:

Bryan L. Engle

" Chief Executive Officer

- PT-1 Communications, Inc.

PT-1 Long Distance, Inc.
PT-1 Technologies, Inc. .
10632 Little Patuxent Parkway
Ste. 230 )
Columbia, MD 21044
Fax: (718) 359-7520

with a copy to:

Angel & Frankel, P.C.
Attn: Bruce Frankel, Esq.
460 Park Avenue

New York, NY 10022
Fax: (212) 752-8393

“If to the Buyer, to:

MCI WorldCom Network Services, Inc.
Attn: George Hampton

3072B Sunset Avenue

Rocky Mount, NC 27804

Fax: (252) 937-4237

\



With a copies to:

Reed Smith, LLP

Attn: Many Emamzadeh, Esq.
435 Sixth Avenue

Pittsburgh, PA 15219

Fax: (412) 288-3063

WorldCom, Inc.

Attn: Brian Benjet, Esq.
1133 19" S¢, NW

M.D. 207-4779

Washington, DC 20036

Fax: (202) 736-6346

Section 16.  ENTIRE AGREEMENT: AMENDMENT. “This Asset Purchase Agreement
and the other agreements referred to herein and entered into in connection herewith set forth the
entire agreement and understanding of the parties in respect of the transactions contemplated hereby
and supersede all prior agreements, arrangements and understandings relating to the subject matter
hereof including all such agreements, arrangements and understandings between the Seller and
Buyer. No representation, promise, inducement or statement of intention has been made by Seller
or Buyer that is not embodied in this Agreement, ot the other agreements referred to herein and
eatered into in connection herewith, the Schedules or Exhibits hereto, or the written statements,
certificates or other documents delivered pursuant hereto, and neither Seller nor Buyer shall be
bound by or liable for any alleged representation, promise, inducement or statement of intention not
set forth herein. This Agreement may be amended or modified only by a written instrument executed
by Buyer and Seller (to the extent such change relates to it) or by their successors and assigns. Each
party to this Agreement acknowledges that it has been advised by counsel in connection with the .

execution of this Agreement and is not relying upon oral representations as statements inconsistent
with the terms and provisions of this Agreement.

Section 17. PRESS RELEASE. Except as is necessitated by notice of the sale of the
Acquired Assets and/or in connection with obtaining Bankruptcy Court approval of the transactions
contemplated by this Agreement, neither Seller nor Buyer shall issue any press release or make any
public announcements of any of the transactions contemplated by this Agreement except as may be
agreed to in writing by the other party; provided, however, that notwithstanding the foregoing, either
- party shall be permitted, upon prior notice to the other party, to make such disclosures to the public
or governmental authorities, including filings with the Securities Exchange Commission and the
Bankruptcy Court, as its counsel shall deem necessary to maintain compliance with, or to prevent
violation of;, applicable laws.

- Section18. CONFIDENTIALITY. Each party will hold all information received obtained
from the other party in confidence and will use such information for the purposes of consummating



the transactions contemplated hereby (and, in the case of Buyer, 1n connection with its operation of
the Acquired Assets and the Business). In the event the transactions contemplated by this Agreement
are not consummated, each party shall return promptly all originals and copies of materials reflecting
such confidential information of the other party. To the extent any such confidential information was
provided in electronic form, the receiving party shall delete all such confidential material from
whatever media it is stored, including, without limitation, backups or archives.

Section 19. ACCESS. Sellet agrees to provide Buyer with access to its consultants,
accountants and documentation related to the Business and/or the Acquired Assets.

Section20. STAY PUT BONUSES. Buyer and Seller consent to stay put bonuses
requested by the Seller in the Seller’s chapter 11 cases, provided that: such stay put bonuses shall
be paid one-third at the actual Pre-Closing and two-thirds at the earlier to occur of a Delay in Closing
or the Closing. Such stay-put bonuses shall be paid by Buyer; and payment of the same shall not
reduce the Purchase Price in any manner.

Section21. GENERAL. This Agreement: (i) shall be govemed by, construed and enforced
in accordance with the laws of the State of New York without regard to the choice of -law principles
) thereof: (ii) shall inure to the benefit of and be binding upon the successors and assigns of Seller and

_Buyer, nothing in this Agreement, expressed or implied, being intended to confer upon any other
. Person any rights or remedies hereunder, provided, that, except as otherwise provided herein, neither
party hereto may assign its rights or obligations hereunder without the prior written consent of the
other party hereto, except that (A) Buyer may assign this Agreement to one or more affiliates of
Buyer and (B) this Agreement may be assigned to a trustee appointed by the Bankruptcy Court to
succeed to the rights of Seller; provided, however, that no such assignment shall relieve the assignor
- of its liability hereunder; and (iii) may be executed in two or more counterparts, each of which shall
be decmed an original but all of which together shall constitute one and the same instrument. The.
Section and other headings contained in this Agreement are for reference purposes only and shall not
-affect in any way the meaning or interpretation of this Agreement. Any legal action or proceeding
relating to disputes between the parties hereto solely arising under this Agreement shall be brought
in the Bankruptcy Court and, by execution and delivery of this Agreement, Seller hereby accepts in
respect of its bankruptcy estates, and Buyer hereby accepts for itself, generally and unconditionally,
the jurisdiction of the aforesaid court. The parties hereto hereby irrevocably waive any objection,
- including any objection to the laying of venue or based on the grounds of forum non conveniens
which any of them may now or hereafter have to the bringing of any such action or proceeding in
_ such jurisdiction.

Section22. SEVERABILITY. To the extent that any provision of this Agreement shall
be invalid or unenforceable, it shall be considered deleted herefrom and the remainder of such
provision and of this Agrecment shall be unaffected and shall continue in full force and effect. In
furtherance and not in limitation of the foregoing, if the duration or geographic extent of, or business
activity covered by, any provision of this Agreement shall be in excess of that which is enforceable
under applicable law, then such provision shall be construed to cover only that duration, extent or
activities which may be validly and enforceably covered.



Section23. TIME OF THE ESSENCE. Time is of the essence with respect to this
Agreement and every provision herein.

Section24. DEFINITIONS.

(a) Defined Terms. As used in this Agreement, the following defined terms have the
meanings indicated below:

“Accepted Liabilities" shall have the meahing ascribed to it in Section 1(c).
. "ACNAs" means Access Carnier Name Abbreviation Numbers issued by Telcordia.
' ';Acquired Assets" shall have the meaning ascribed to it in Section 1(a).
' ';Acquired Receivables" shall have the meaning ascribed to it in Section 1(a)(xii).

"Agxeement" means this Asset Purchase Agreement and the Exhibits and Schedules hereto,
as the same shall be amended from time to time.

“Allocation” shall have the meaning ascribed to it in Section 1(e).

. "Assignment Order" shall have the meaning asciibed to it in Section 4(a)(ii).
"Assumed Contract" shall have the meaning ascribed to.it in Section 1(a)(xxi).
."Bankmptcy Code" shall have the meaning ascribed to it in the recitals hereto.
“Bankruptcy Court" shall have the meaning ascribed to it in the recitals héreto.

“Books and Records" means all files, documents, mstmments papers, books and records
relatmg to the Business or the Condition of the Business, including financial statements, tax returns
and related work papers and letters from accountants, budgets, pricing guidelines, ledgers, journals,
deeds, title policies, Contracts, Permits, Intellectual Properties, customer lists, computer files and
programs, retrieval programs, operating data and plans and environmental studies and plans.

“Breaching Party" shall have the meaning ascribed to it in Section 12(c).
" "Business" shall have the meaning ascribed to it in the recitals hereto.

- "Business Day" means a day other than Saturday, Sunday or any day on which banks in New
Yotk City are authorized or obligated to close. :

"Buyer" shall have the meaning ascribed to it in the recitals hereto.
*Chase Amendment" shall have the meaning ascribed to it in Section 1(a)(xxi)(2).

“CIC* shall have the meaning ascribed 10 it in Section 1(a)(xvi)



"Closing™ and "Closing Date" each shall have the meaning ascribed to it in Section 2.
"Committee" shall have the meaning ascribed to it in the recitals hereto.

;'Condition of the Business” means the business condition (financial or otherwise), results
of operations, assets and properties, and prospects of the Debtor.

"Contract Costs" shall have the meaning ascribed to it in Section 1(d)(vi).
"Delay in Closing" shall have the meaning ascribed to it in Section 3(b){ix).
"Effective Date" shall have the méaning ascribed to it in Section 4(b).

“"Encumbrances™ means all liens, claims and encumbrances of any kind, except Accepted
Liabilities. :

“Environmental Laws" shall have the meaning ascribed to it in Section 5(i).
"Excluded Assets" shall have the meaning ascribed to it in Section 1(b).
"FCC" means the Federal Communications Commission.
"Fourth Payment" shall have the meaning ascribed to it in Section 1(d)(u).
"IiBS“ shall have the meaning ascribed to it in Section 1(a)}(xxi)(3).

| “IDT" shal! have the meaning ascribed to it in Section i(a)(xii).

* “itial Cash" shall have the mea:ﬁng ascribed to it in Section 1(a)(xi).

'+ *Initial Payment" shall have the meaning ascribed to it in Section 1(d)(i).

“Intellectual Properties” means all pateats and patent rights, trademarks and trademark rights;
trade names and trade name rights, service marks and service mark rights, service names and service
name rights, brand names, inventions, processes, formulae, copyrights and copyright rights, trade
dress, business and product names, logos, slogans, trade secrets, industrial models, processes,
designs, methodologies, computer programs (including all source codes) and related documentation,
technical information, manufacturing, engineering and technical drawings, know-how and all
pending applications for, and registration of, pateats, trademarks, service marks and copyrights.

“Leases" shall have the meaning ascribed to it in Section 1(a)(i).
"Letter™ shall have the meaning, ascribed to it in Section 7(a).

“Management Agreement” shall have the meaning ascribed to it in Section 3(a).

*Management Period" shall have the meaning ascribed to it in Section 3(a).



“Necessary Approvals” collectively means: (i) all Regulatory Approvals and (i) all consents
as are reasonably required to operate the Business, including, without limitation, assignment of
contracts, licenses, sublicenses, and the like, or the obtainment by Buyer of reasonable alternatives
for such contracts, licenses, sublicenses and the like.

“Non-breaching Party" shall have the meaning ascribed to it in Section 12(c).
"Permits” means all govermmental or regulatory licenses, permits, franchises, approvals,

tariffs, variances, exemptions, orders and certificates required in connection with the operation of
the Business.

“Person" means any natural person, corporation, general partnership, limited partnership,
proprietorship, other business organization, trust, union, association or governmental or regulatory
authority. '

“Personal Property™ shall have the meaning ascribed to it in Section 1(a)(i).

. “Pre-Closing” and “Pre-Closing Date” each shall have the meaning ascribed to it in Section
200). S caning

*PT-1 Case" shall have the meaning ascribed to it in the recitals hereto.

"Purchase Price" shall have the meaning ascribed to it in Section 1(d).

“Regulatory Approvals” shall mean collectively: (i) a waiver of the Federal Communications
Commission’s subscriber selection rules at 47 CFR 64.1100-1190; and (ii) all notices, permits,
authorizations, approvals, consents, or waivers reasonably required or necessary from any state
regulatory agency asserting jurisdiction over the transactions contemplated by this Agreement,

“including, without limitation, approvals required (if any) under the Hart-Scott-Radio Antitrust
Improvements Act, as amended, and from the Federal Communications Commission, and state
public utility and public services commissions.

*Sale Approval Hearing" shall have the meaning ascribed to it in Section 9(f).

"Sale Approval Order™ shall have the meaning ascribed to it in Section 4(2)(i).

‘"Sale Conﬁnpaﬁoh Hearing" means a hearing scheduled by the Bankruptcy Court to approve
Buyer's offer to purchase the Acquired Assets.

*Second Payment" shall have the meaning ascribed to it in Section 1(d)(iit).
*Seller” shall have the meaning ascribed to it in the recitals hereto.
*“STAR" shall have the meaning ascribed to it in the recitals hereto.

“*STAR Agreement" shall have the meaning ascribed to it in Section 1(a)(xxi)}(1)



“Termination* shall have the meaning ascribed to it in Section 12(a)(iv).

*Third Payment™ shall have the meaning ascribed to it in Section 1(d)(iv).

“"Waiver Request” shall have the meaning ascribed to it in Section 7(a).

"WorldCom" shall have the meaning ascribed to it in the introductory paragraph hereto.

*WorldCom Claim" shall have the meaning ascribed to it in Section 1(d)(i).

(b)  Construction of Certain Terms and Phrases. Unless the context of this Agreement
otherwise requires, (i) words of any gender include each other gender; (ii) words using the singular
or plural number also include the plural or singular number, respectively; (iii) the terms “hereof,”
"herein," "hereby” and denvative or similar words refer to this entire Agreement; (iv) the terms
"Article" or "Section" refer to the specified Article or Section of this Agreement; (v) the terms
*include,” "includes,” “including™ and derivative or similar words shall be construed to be followed
by the phrase “without limitation"; (vi) the phrase “ordinary course of business™ refers to the business
of Seller in connection with the Business; and (vii) the word “or” connotes both the disjunctive and
conjunctive of the terms affected, unless otherwise expressly stated. Whenever this Agreement refers
to a number of days, such number shall refer to calendar days unless Business Days are specified.
All accounting termas used herein and not expressly defined heréin shall have the meanings given to
them under generally accepted accounting principles. Any representation or warranty contained
herein as to the enforceability of an Assigned Contract shall be subject to the effect of any
bankruptcy, insolvency, reorganization, moratorium or other similar law affecting the enforcement
of creditors' rights generally and to general equitable principles (regardless of whether such
enforceability is considered in a proceeding in equity or at law).



IN WITNESS WHEREQF, the parties hereto have caused this Agreement to be duly
executed the day and year first above written.

PT-1 COMMUNICATIONS, INC.
PT-1 LONG DISTANCE, INC.
PT-1 TECHNOLOGIES, INC.

and their respective subsidiaries

By:

Name: Bryan L. Engle

Title: Chief Executive Officer

Oun behalf of each of the foregoing entities

MCIWORLDCOM NETWORK SERVICES, INC.

Title:



EXHIBIT 1(a)(i)
Leases

[to be provided]



EXHIBIT 1(a)iii)
Intellectual Properties

{to be provided]



EXHIBIT 5(c)
Litigation

[to be provided]



EXHIBIT 5(d)
Leases and Assumed Contracts

[to be provided]



EXHIBIT 5(h)
Compliance With Laws

[to be provided]



™~

EXHIBIT 5()

Permits

{to be provided]
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MANAGEMENT AGREEMENT

THIS MANAGEMENT AGREEMENT (the “Agreement”) is made as of the ___ day of
2002, and effective as of the Effective Date (as defined herein) by and between PT-1
Communications, Inc. and its subsidiaries (collectively, “Comm”), PT-1 Long Distance, Inc. and its
subsidiaries (“LD”) or its designer, and PT-1-Technologies, Inc. and its subsidiaries (collectively,
“Tech” and together with Comm and LD, collectively the “Company”), MCI WorldCom Network
Services, Inc. or its designee (the “Manager”), and TTI National, Inc. (“TTT”), which will be designated
by the Manager at the Closing. Capitalized terms not defined herein shall have the meaning ascribed to

them in the Asset Purchase Agreement by and among the Manager and the Company of even late
herewith.

WITNESSETH

WHEREAS, each entity constituting the Company is a debtor-in-possession pursuant to
reorganization cases commenced by them under chapter 11, titie 11 of the United States Code (the
“Bankruptcy Code”) in the United States Bankruptcy Court for the EaStern District of New York (the
“Bankruptcy Court”) and is operating its business and managing its properties pursuant to section 1108
of the Bankyuptcy Code; and

WHEREAS, Manager and the Company bhave enfered into the Asset Purchase
Agreement, a copy of which is annexed hereto and made a part hereof and Manager has agreed to
purchase the Acquired Assets (as defined therein), in accordance with the terms of such Asset Purchase
Agreement; and .

WHEREAS, the Asset Purchase Agreement provides that the parties shall enter into a
management agreement at the Pre-Closing; and

"WHEREAS, in order to enable Manager and Company to ultimately effect a Closing of
the transactions pursuant to the terms of such Asset Purchase Agreement, the parties hereto have agreed
to execute this Agreement; and

WHEREAS, Manager agrees to oversec and manage the business and operations of the
Company (the Business”), subject to and upon the terms and conditions of this Agreement.

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and
promises contained herein, the parties hereto agree as follows:

. 1. Retention of Manager. The Company hereby retains and engages Manager, and
Manager hereby agrees to be retained, to provide management and operational services for the conduct
of the Business pursuant to the terms and conditions of this Agreement.




2. Manager’s Powers and Responsibilities. In connection with the performance of
its management services hereunder, Manager shall, in general, have the right and power to do or cause to
be done all acts and things in the name of and on behalf of the Company as the Company is authorized
to do as a debtor-in-possession under the Bankruptcy Code. The Company and its appropriate officers,
representatives, agents and attomeys will, upon reasonable request by Manager: (i) take such action to
execute such instruments reasonably required to more effectively put Manager in control of the
management of the Business; and (ii) join with Manager in any reasonable request for any necessary
approval by the Bankruptcy Court for a course of action relating to the Business.

ar

Without limiting the scope of the foregoing, Manager shall have full power and authority with respect to
the Business to do any of the following, provided, however, that prior approval of the Bankruptcy Court
shall be obtained when deemed appropriate upon the advice of counsel by either Manager or the
Company:

@ To carry on the Business in such manner as is consistent with the manner
in which the Business has been conducted by the Company after the petition date, and, in connection
therewith, to utilize such of the Company’s assets, propetties, supplies, facilities and inventories (the
“Assets™), as Manager reasonably determines are -usable and/or saleable, and to hold, own, use, sell,
convett, transfer, transition, contract to sell or otherwise deal in or with the Assets, all at such prices and
on such terms and conditions as Manager determines in its reasonable discretion provided, however, that
no use, sale, conversion, transfer, transition or other disposition of the Assets may be made for
inadequate consideration or less than the book value thereof to the Company, and provided further that,
except (1) as required by applicable law or regulation, or (2) in response to the direction by the customer
without the solicitation of Manager, no customer traffic shall be converted, transferred or transitioned
from the Company’s regulatory cettifications by Manager, except in accordance with Section 2(1),
below. '

_ () To retain such managers, agents and employees of the Company as
Manager deternmines to be required to conduct the Business, including without limiting the generality of
the foregoing, executive, supervisory, sales, bookkeeping, accounting, clerical, regulatory and other
office personnel and, in connection therewith, to hire, discharge and fix the compensation of such
personuel provided, however, that no person or entity engaged by Manager shall be engaged for a period
beyond the termination of this Agreement.

‘ () To fulfill any pending orders and contracts of the Company and to enter
into new orders and contracts, with respect to and in the ordinary course of the Business.

(d) To sell any of the Company’s products or services under any tradename ot
trademark of the Company and to treat any such sale as the Manager’s sale for purposes of accounting.



(¢  To utilize any trade names, trademarks, patents, copyrights, technology,
know-how or processes owned by or licensed to the Company and utilized in connection with the
Business.

0 To utilize or sell any machinery, equipment, fixed assets and leasehold
properties or improvements of the Company.

(g) To utilize any and all cash or cash equivalents of the Company in the
- conduct of the Business subject to compliance with all orders of the Bankruptcy Court.

(h) To observe alt laws, rules and regulations imposed by any govemmental
authority or agency.

0) To make deposits of all gross receipts into an account in the name of the
Manager.

() To pay for all expenses and costs in the operation of the Business
including, but not limited to, vendors’ invoices, all purchases, utilities, payroll, taxes, fees and any other
obligations pursuant to the conduct of the Business duting the term hereof.

(k) To generally do any and all things necessary and appropriate in the
- ordinary course of operating and managing the Business.

()] To convert, transfer or transition some of Company’s customer traffic to
Manager’s or its affiliates’ networks, as Manager deems appropriate, in its sole discretion.

3. Manager Separate Entity. Manager may incur its own obligations as an
independent party which shall not be paid as an expense of the Company but instead shall be paid by
Manager out of its own monies.

4, Records and Reporting.

(@  All funds received from the opemtlon of the Business shall be deposited
into 2 new bank account(s) in the name of the Manager or its agent or contractor, as may from time to
time be designated by Manager. All credit card receipts shall be in the name of the Manager or its agent
or contractor, as may from time to time be designated by the Manager.

(b)  Manager will prepare and submit to the Company, monthly during the
term of this Agreement, a statement verified by an officer or agent of Manager, that all taxes incurred as
a result of operating the Business after the Effective Date have been paid, and that all filings required by
govemnmental agencies related to operating the Business after the Effective Date have been made.



5. Obligation Regarding Approvals. Manager and Company shall use their
respective best efforts to obtain all Necessary Approvals during the Team, without the requirement that
Manager pay any third parties for such Necessary Approvals.

6. Consideration, Indemnification anfi Liability.

(@) In consideration for the services provided by Manager under this
Agreement, Manager shall operate the Business during the Term in the ordinary course, it being
contemplated by the parties that Manager may move some of the Business® traffic onto WorldCom’s
network. Manager shall pay all operational costs incurred by the Company in operating the Business
during the Term hereof and shall not have the right to seek reimbursement of such costs from Company
except as provided herein. During the Term, Manager shall cause all operating reports, in the form
currently submitted to the United States Trustee, to be prepared and served upon the United States
Trustee, the Committee and the Company’s counsel.

() In consideration for Company eéntering into this Agreement, the
WorldCom Claim shall be conditionally credited to Company’s account with WorldCom on the date of
the Pre-Closing.

(©) In the event of a Termination (as defined below) the Manager shall be
entitled to twenty-five percent (25%) of the Aggregate Cash Flow (as defined below), if positive, during
the Teom. In the event Aggregate Cash Flow is negative, Manager shall be liable for such negative
aggregate cash flow. “Aggregate Cash Flow” in any given period is equal to the cash received by the
Manager during such period (excluding the Initial Cash), less any expenditures of cash by Manager
during such period (including, without limitation, operating expenses, capital expenditures, and the
provision of telecommunications services to the Company by WorldCom and its affiliates during the
Term, whether paid by WorldCom or its affiliates (including setoffs and intercompany transfers) or paid
from the Initial Cash or cash received by the Manager from the operation of the Business during the
Tetm).

(d)  During the Term, Manager shall pay into in an interest-bearing escrow
account controlled by Company’s counsel, the Initial Payment at the actual Pre-Closing, the Second
Payment thisty (30) days after the actual Pre-Closing, the Third Payment sixty (60) days after the actual
Pre-Closing, and the Fourth Payment ninety (90) days after the actual Pre-Closing.



(e) At the Closing, the Company’s counsel shall disburse from the escrow
account: (1) Contract Costs, to the extent such Contract Costs exceed Five Hundred Thousand and
No/Dollass ($500,000) paid by Manager, in an amount not to exceed Four Hundred Thousand and
No/Dollars (3400,000), to the appropriate parties (including Manager to the extent Manager has paid
Coatract Costs in excess of Five Hundred Thousand and No/Dollars ($500,000)); and (2) the remainder
to the Company’s estates to be made available for distribution to creditors.

§3) Manager agrees that it will use its best efforts to minimize the Contract
Costs, and to farther such efforts, if the Company, the Committee and the Manager determine that the
Contract Costs of assumption and cure of an executory contract or unexpired lease would: be more than
the costs of entering into altemative arrangements and the Company and the Committee reasonably
agree, in writing, on a case-by-case basis, that the Contract Costs of entering into such alternative
arrangements shall be mncluded in Contract Costs for all purposes under this Agreement, then Manager
* shall pursue such alternative arrangements, it being understood that Manager’s best efforts does not
include any duties to pay money to third parties in order to obtain the desired result of minimizing
Contract Costs, unless such costs are deemed Contract Costs for all purposes The Company agrees to
support Manager’s efforts to minimize Contract Costs.

(h) At Termination (as defined below) the escrowed funds, including interest
thereon, shall be tumed over to Manager after reduction for payments due the Company’s estates

pursuant to Section 6(c) above, and the Aggregate Cash Flow payments in Section 6(c) shall be paid to
the estate.

(1) Notwithstanding the foregoing, in the event Manager does not obtain
Necessary Approvals within 180 days of the Pre-Closing (a “Delay in Closing”), and Manager has
obtained all necessary Regulatory Approvals, Company’s counsel shall release from the escrow the
Purchase Price, less Four Hundred Thousand and No/Dellars ($400,000), and make such amounts
available for distribution to creditors.

() In the event that notwithstanding the Manager’s efforts to obtain the
Necessary Approvals, a Tenmination occurs after a Delay in Closing, Manager shall not be required to
tum over an amount equal to the Initial Cash to the Company.

(k) At the Closing after a Delay in Closing, Company’s counsel shall pay up
to Four Hundred Thousand and No/Dollars ($400,000) in Contract Costs in excess of the Five Hundred
Thousand and No/Dollars ($500,000) in Contract Costs paid by Manager to the appropriate parties
(including Manager to the extent Manager has paid Contract Costs in excess of Five Hundred Thousand
and No/Doliars ($500,000)), and the remainder, if any, shall be paid to the Company’s estates and made
available for distribution to creditors.



O Notwithstanding any other provision of this Agreement to the contrary, in
the event that notwithstanding the Manager’s efforts to obtain the Necessary Approvals, a Teamination
occurs after a Delay in Closing, Manager shall not be required to turn over an amount equal to the Initial
Cash to Company, provided that the escrowed funds have been disbursed to the estates as set forth above
in Section 6(k), such funds having been disbursed as set forth above, and Company shall be obligated to
pay to Manager any costs or expenses, including, without limitation, usage of WorldCom’s
telecommunications services, incurred during the Term which was not actually paid from the Initial
Cash or the cash flow of the Business during the Term.

(m)  Manager shall pay Contract Costs from the Aggregate Cash Flow during

the Term, which shall effect a reduction in the Aggregate Cash flow in the event of a Termination. In

" the event of a-Closing, the Contract Costs paid from Aggregate Cash Flow shall be credited agaiast
Manager’s obligation to pay the first $500,000 in Contract Costs.

(n) Manager shall not be entitled to charge the Company for the costs,
expenses or salaries of its own employees or to charge any of its general overhead to the Company, but
Manager’s direct operational costs incurred in operating the Business for the Term of this Agreement,
shall be included in the calculation of any profits or losses for all purposes hereunder.

(0) Manager does hereby indemnify the Company, its officers, directors,
servaunts, ageats, contractors and employees; from and against any and all losses, claims, liabilities,
damages, deficiencies, Costs or expenses (including the fees and disbursements of legal counsel)
sustained or incurred by Company ansing in any way from Manager’s failure to abide by the terms of
this Agreement. Company hereby indemnifies Manager, its officers, directors, servants, agents,
contractors and employees, from and against any and all losses, claims, liabilities, damages,
deficiencies, costs or expenses (including the fees and disbursements of legal counsel) sustained or
incurred by Manager arising in any way from Company’s failure to abide by the terms of this
Agreement. These inderunity obligations shall survive the Pre-Closing and the Closing.

()  Notwithstanding any provision of this Agreement or the Asset Purchase
Agreement to the contrary, in no event shall Company have a claim against Manager for any lost profits,
special, consequential or punitive damages.

7. Effective Date; Term and Tetmination.

. (@) This Agreement shall be effectwe as of the Pre-Closing Date (the
“Effective. Date”) and shall continue until the earlier of (1) the Closing Date or (ii) the last day of the
month in which this Agreement and/or the Asset Purchase Agreement are tetmmated for failure to |
obtain the Necessary Approvals (the “Term™).



(b) In the event Manager determines that after the use of its best efforts
(without the obligation to pay any additional amounts to third partics) to obtain the Necessary
Approvals, that-it will not be able to obtain such Necessary Approvals, Manager shall notify the
Company and the Committee of its determination and this Agreement shall terminate (the
“Termination”) as of the last day of the month 1n which the notice is given. Upon Termination, Manager
shall tam over to Company the Initial Cash, unless already turned over, pursuant to Section 6(d) hereof,
~ less one-half of any .negative Aggregate Cash Flow during the Term, plus one-half of the positive
Aggregate Cash Flow during the Term, less any payments from the Purchase Price paid to Company in
accordance with Section 6(d) above. '

7. Miscelianeous.

@) Any notice, report, demand or payment required, permitted or desired to
be given pursuant to any of the provisions of this Agreement shall be deemed to have been sufficiently
given or served for all purposes if sent by Federal Express, or any other private overnight courier
service, as follows:

If to the Company, at:

Bryan L. Engle )

Chuef Executive Officer

PT-1 Communications, Inc.
PT-1 Long Distance, Inc.
PT-1 Technologies, Inc.
30-50 Whitestone Expressway
Flushing, New York 11354

Fax: (718) 359-7520

with a copy to:
Ahgcl & Frankel, P.C.
Attn: Bruce Frankel, Esq.
460 Park Avenue

New York, NY 10022
Fax: (212) 752-8393

If to the Manager, at

MCI WorldCom Network Services, Inc.



Attn: George Hampton
3072B Sunset Avenue
Rocky Mount, NC 27804
Fax: (252) 937-4237

with a copies to:

Reed Smith LLP

Attn: Many Emamzadeh, Esq.
435 Sixth Avenue

Pittsburgh, Pennsylvania 15219

MCI WorldCom Network Services, Inc. {
Attn: Bran H. Benjet, Esq. .

1133 19% St., NW

M.D. 207-4779

Washington, DC 20036

Fax: (202) 736-6346

Any of the foregoing parties may at any time and from time to time change the
address to which notice shall be sent hereunder by notice to the other parties given under this paragraph.
The date of the giving of such nofice shall be the date of receipt by the noticed party.

(b)  This Agreement constitutes the entire agreement among the parties hereto
with respect to the subject matter hereof. The covenants and agreement set forth in this Agreement
constitute all the covenants and agreements among the parties hereto and upon which the parties have
relied and except as may be specifically provided herein, no change, modification, addition or
termination to this Agreement or any part thereof shall be valid unless in writing and signed by or on
behalf of the party to be charged therewith. All of the covenants and agreements made by the parties to

this Agreement shall survive the execution and delivery of this Agreement and the consummation of the
transactions hereunder.

(¢) This Agreement shall be govemed, interpreted and construed in
accordance with the laws of the State of New York. Should any clause, section or part of this
Agreement be held or declared to be void or illegal for any reason, all other clauses, sections or parts of
this Agreement which can be effected w1thout such illegal clause, section or part shall nevertheless
remain in full force and effect.



(d) This Agreement may be executed in any number of counterparts, all of
which taken together shall constitute one and the same instrument, and any of the parties hereto may
execute this Agreement by signing any such counterpart.

(© It 1s understood by the parties that this Agreement shall not in any way be
construed as an agreement of partnership, general or limited, or of creating a joint venture between
Company and Manager, or of creating any relationship other than that expressly stated herein. This
Agreement calls for the performance of the services of Manager as an independent contractor of
Company and neither Manager nor any of its employees or contractors, will be considered an employee
of Company for any reason. None of the benefits provided by Company to its employees shall be
available to Manager or any of its employees or contractors.

H This Agreement shall be deemed to be assigned to TTI at the Closing,

without the necessity for execution of any additional agreements.

IN WITNESS WHEREQYF, the parties hereto have caused this Management Agreement
to be signed on the date and year first above written, effective as of the Effective Date.

PT-1 ComMmuUNICATIONS, INC., PT-1 LonG MCI WorLpCoM NETWORK SERVICES, INC.
DISTANCE, INC., AND PT-1 TECHNOLOGIES, INC.

By: By:
Bryan L. Engle David F. Myers
Chief Executive Officer of each of the Coatroller
foregoing
TTI NATIONAL, INC.
By

David F. Myers
Controller
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK
_______________________________ x

In re: 101-12655-260
' 101-12658-260

PT-1 COMMUNICATIONS, INC. 101-12660-260

PT-1 LONG DISTANCE, INC.

PT-1 TECHNOLOGIES, INC,, Chapter 11

Debtors. Jointly Administered

NOTICE OF BIDDING PROCEDURES AND ASSET SALE

PLEASE BE ADVISED that, on January 29, 2002, pursuaat to a motion (the “Motion™) the
Uhited States Bankruptcy Court for the Eastern District of New York (the “Court™) entered an order
approving bidding procedures annexed thereto as Exhibit “E” (the “Procedures Order”) in connection
with a motion of the Debtors for the sale of substantially all of their assets (the “Acquired Assets”™)
to MCI WorldCom Network Services, Inc. (“WorldCom™) for $108,800,000 and other consideration
as more particularly set forth in the Asset Purchase Agreement, appended to the Motion as
Exhibit “B”, subject to higher or better offer. The Acquired Assets are described in the Motion and
Asset Purchase Agreement.

PLEASE BE FURTHER ADVISED that, all interested bidders should carefully read the
Motion (with Exhibits) and Bidding Procedures. To the extent there are any inconsistencies between
the Motion and Bidding Procedures and the summary. description of their terms and conditions
contained in this Notice, the terms of the Motion and Bidding Procedures control.

NOTICE IS FURTHER, GIVEN, that copies of the Mation, appended exhibits, which
includes, the Proposed Asset Purchase Agreement, Management Agreement and, the Procedures
. Order are on file with the Clerk of the Bankruptcy Court for the Eastern District of New York at
75 Clinton Street, Brooklyn, New York 11201 and may be viewed duriag regular business hours, or
dre available on written request to counsel for the Debtors as provided above. ENTITIES
REQUESTING ADDITIONAL INFORMATION OR REQUESTING COPIES OF THE
AFORESAID DOCUMENTS MAY CONTACT ROCHELLE R. WEISBURG, ESQ., IN
WRITING AT ANGEL & FRANKEL, P.C., ATTORNEYS FOR THE DEBTORS, VIA
FACSIMILE, FAX NO. (212) 752-8393 OR VIA EMAIL AT rweisburg@angelfrankel.com.
. No representation is made by the Debtors or its counsel or other professionals except as specifically
set forth in the Motion and Asset Purchase Agreement, and all entities which are submitting an offer
for the purchase of the Acquired Assets shall be relying upon their own independent due dlhgence
review and analysis.
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PLEASE BE FURTHER ADVISED that, pursuant to the Bidding Procedures, any Bidder
desiring to submit a bid at the Sale (a “Bid™) shall send a letter of interest to Debtors’ counsel and
follow the terms of the Procedures Order (a “Qualified Bidder”). Qualified Bidders, as determined
by the Debtors with the assistance of the Official Committee of Unsecured Creditors (the
“Committee™) shall deliver such bids in writing and follow all terms and conditions prescribed by
the Bidding Procedures and must be delivered to Debtors’ counsel, Angel & Frankel, P.C., 460 Park
Avenue, New York, NY 10022-1906, Attn: Bruce Frankel, Esq., with a copy to counsel to the
Committee, McCarter & English, 100 Mulberry Street, 4 Gateway Ceater, Newark, NJ 07102-4096,
Atin: Lisa Bonsall, Esq. such that the Bid is actually received not later than March __, 2002 at
10:00 a.m.

PLEASE BE FURTHER ADVISED that, pursuant to the Procedures Order, the Sale will be
conducted at the United States Bankruptcy Court, Eastern District of New York, 75 Clinton Strcet,
Brooklyn, New York 11201, Courtroom ____, on March 7, 2002 at 10:00 a.m. (“Sale Hearing™)

PLEASE BE FURTHER ADVISED that, pursuant to the Procedures Order, abjections to any
relief requested by the Motion, other than as it relates to the assumption and assignment or rejection
of executory contracts and unexpired leases, shall be set forth in writing with particularity as to the
grounds for such objections or other statements of position and be served so as to be received by

_ 3 m.on March __, 2002 on (i) the Bankruptcy Court focated at 75 Clinton Street,
Brooklyn, New York 11201 (thh a Chambers copy to be delivered to the Chambers of the
Honorable Conrad B. Duberstein, Chief United States Bankruptcy Judge for the Eastern District of
‘New York at 75 Clinton Street, Brooklyn, New York 11201); (ii) the Office of the United States
Trustee, for the Eastern District of New York, 33 Whitehall Street, 2tst Floor, New York, NY
10004, Attention: Linda Riffkin, Esq.; (ii1).counsel for the Debtors Angel & Frankel, P.C_, 460 Park
- Avenue, New York, NY 10022, Attention: Bruce Frankel, Esq. and Rochelle R. Weisburg, Esq.;
(iv) counsel for the Committee, McCarter & English, LLP, 100 Mulberry Street, 4 Gateway Center,
Newark, NJ 07102-4096, Attention: Lisa Bonsall, Esq. and Patricia Zohn, Esq.; and (v) counsel for
MCI WorldCom Network Services, Inc., Reed Smith, LLP, 435 Sixth Avenue, Pittsburgh, PA 15219
Attention: Many Emamzadeh, Esq., and Reed Smith, LLP, One River Front Plaza, Newark, NJ
07102, Attention: Deborah A. Reperowitz, Esq. The date and time to file and serve objections that
relate to the assumption and assignment of executory contracts and unexpired leases shall be fixed
by the Court in the order to be entered approving the sale of Assets.

. NOTICE IS FURTHER GIVEN, that if you do not oppose the proposed sale or other relief
sought in the Motion, you need not respond to the Motion, nor attend the Sale Hearing which has
been scheduled on the Motion.

PLEASE BE FURTHER ADVISED that, pursuant to the Bidding Procedures, the Debtors
may, subject to Court approval, (i) impose additional terms and conditions at ot prior to the Auction,
(i) extend the deadlines set forth in the Bidding Procedures and/or adjourn the Sale Hearing in
open court without further notice, (iit) withdraw from sale any assets at any time prior to or during

2 IMANAGE:53950.3



‘the Auction and to make subsequent attempts to market the same, and (iv) to reject all bids, except
for the WorldCom bid, if in the Debtors’ and Committee’s reasonable judgment, no bid is for a fair
and adequate price.

Dated: New York, New York
January 2002 BY ORDER OF THE COURT

ANGEL & FRANKEL, P.C.

Attorneys for Debtors and CONRAD B. DUBERSTEIN
Debtors-in-Possession CHIEF U.S. BANKRUPTCY JUDGE
460 Park Avenue

New York, NY 10022-1906

(212) 752-8000

Fax: (212) 752-8393
- Bruce Frankel, Esq.

Rochelle R. Weisburg, Esq.

ematil address: bfrankel@angelfrankel.com

email address: rweisburg@angelfrankel.com
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK

_______________________________ X
In re: 101-12655-260

101-12658-260
PT-1 COMMUNICATIONS, INC. 101-12660-260
PT-1 LONG DISTANCE, INC.
PT-1 TECHNOLOGIES, INC., Chapter 11

Debtors. Jointly Administered

_______________________________ X

ORDER SPECIFYING PROCEDURES TERMS
AND CONDITIONS FOR ASSET SALE!

Upon the Motion (the “Motion”) of PT-1 Communications, Inc., PT-1 Long Distance, Inc.
and P'i’-l Technologies, Inc., the debtors and debtors-in-possession in the abo v;c captioned Chapter
11 proceedings (the “Debtors”), for, infer alia, an order (the “Procedures Order”) pursuant to §§ 105
and 363(b), (f), (m) and 365 of Title 11, United States Code (the “Bankruptcy Code”), substantially
in the form hereof, inter alia:

(@  approving (i) the terms and conditions for submitting offers for the purchase of
substantially all of the Debtors’ Assets (as defined in the Motion) (collectively, the “Acquired
Assets”); (i) including opportunity by MCI WorldCom Network Services, Inc. (“WorldCom™) to
credit bid and (jii) a breakup fee in the amount of $750,000.00 payable to WorldCom should
WorldCom not be the approved buyer by virtue of the results of the Sale and certain bidding

procedures;

Terms not specifically defined by this Order shall have the same meaning as set forth
in the Motion and Bidding Procedures, appended hereto as Exhibit “17,
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(b)  designating the form, manner and parties to receive notice with respect to the
Procedures Hearing; and
{©) Granting to the Debtors such further relief as may be just and proper; and an order
to show cause dated January 22,2002, having been entered by the Coust scheduling a hearing with
respect to entry of the Procedures Order and a further hearing on the Motion and sale of the Assets;
and the Court having held a hearing on January 29, 2002 (“Procedures Hearing™) to consider
approval of the terms and conditions of bidding on the Assets (the “Procedures Order™); and it
"appearing from the affidavits of service on file with this Court that due and timely notice of the
Motion and the Scheduling Order has been given in accordance with the Scheduling Order to all
parties entitled thereto; and a hearing on the Motion having been set by the Scheduling Order for
March 7, 2002 (the “Sale Hearing”) at which time the Debtors will seck authorization to sell the
Acquired Assets, and upon the record of the Procedures Hearing; and due deliberation having been
had, and sufficient cause appearing to me, therefor, it is
NOW, on motion of the Debtots,
ORDERED, ADJUDGED, DETERMINED AND DECREED?, that:
- L Good and sufficient notice of the Motion and the relief sought therein with respect
to the Procedures Hearing has been provided and any other requirement for notice be, and hereby

is, dispensed with.

z Findings of fact shall be construed as conclusions of law and conclusions of law shall

be construed as findings of fact when appropriate. See Fed. R. Bankr. P. 7052. Statements made
by the Court from the bench at the hearing shall constitute additional conclusions of law and findings
of fact as appropriate.
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2. Offers for the Acquired Assets shall be accepted only if they meet the requirements
outlined by the Debtors’ Bidding Procedures guidelines annexed hereto as Exhibit “1” (“Bidding
Procedures™)

3. The Bidding Procedures annexed hereto as Exhibit 1, are hereby approved in their
entirety.

4. The advertisement format in the form of Exhibit “2™ annexed hereto is hereby
abproved.

5. The proposed notice of the Bidding Procedures and Sale and Procedures Motion are
sufficient.

6. The form of the Asset Purchase Agreement, annexed to the Motion as Exhibit “A”
is hereby approved.

7. The form of the Management Agreement, annexed to the Motion as Exhibit “C” is
~ hereby approved.

8. The Debtors shall serve a copy of the Procedures Qrder, Motion and Exhibits, upon
the persons and in the manger specified in the Bidding Procedures. Such service shall be deemed
" good and sufficient notice of the order and all proceedings to be held thereon.

9. The Court shall hold an Auction in accordance with the Bidding Procedures at the
United States Bankruptcy Court, Eastern District of New York, 75 Clinton Street, Brooklyn, NY
11201, on March 7, 2002 at 10:00 a.m. Any person seeking to participate as a bidder at the Auction
shall comply with the Bidding Procedures.

10.  No representations are made by the Debtors. Bidders shall be deemed to rely solely

upon its own independent due diligence, review, inventory and aﬁalysis -of the Assets.
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11.  For purposes of the Auction and Sale, the WorldCom Claim in the amount of
$106,373,824 .42 shall be deemed an allowed secured claim which WorldCom shall be authorized
to credit bid pursuant to Section 363(k) of the Bankruptcy Code, as limited by the Motion. The
WorldCom Claim has a minimum value of $75,000,000, with an additienal value dependant on
increased bidding at the Auction.

12. WorldCom and TTINational, Inc., WorldCom’s designee, are good faith purchasers
and qualified bidders.

13. IfWorldCom isthe successful bidder at the Closing, the Asset Purchase Agreement,
the Management Agreement and WorldCom’s rights under the Sale order shall be assigned to TTI
National, Inc. , without the necessity for the further approval by this Court or the execution of any
other agreements.

‘14.  The Pre-Closing contemplated by the Asset Purchase Agreement shall constitute
substantial consummation of the sale of the Acquired Assets to WorldCom (whether WorldCom or
any other successful purchaser) for all purposes, including, without limitation, § 363(m) of the
Bmﬂquptcy Code.

15.  Each bidder shall be required to satisfy to the Court that it has financial ability to
fulfill its obligations in the event its offer is accepted.

16.  The Debtors reserve the right to reject any offer which in their discretion is deemed
inadequate or insufficient or which is contrary to the best interests of the bankruptcy estates and their
creditors.

17.  No offer shall be deemed accepted until an order of the Court is entered approving

such sale.
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18.  In the eveat that a purchaser other than WorldCom is the successful bidder for
substantially all of the assets of the Debtors, the Releases and Waivers granted to the Debtors, the
Committee, WorldCom, STAR and the STAR Committee and their respective related parties shall
remain effective as of the Closing of such sale. .

19.  Forall the reasons set forth in the Motion and for the reasons articulated on the record
at the Procedures Hearing on January 29, 2002, it is hereby ordered and decreed that releases and
waivers contemplated by the Proposal shall be executed in accordance with the terms and conditions

-of ‘the Proposal and shall be deemed effective as of the Closing subject to Star’s and Star’s
Committee’s acceptance of the Proposal and the approval by the United States Bankruptcy Court for
the District of Delaware.

20.  The break-up fee has been negotiated in good faith and at arm’s length between the
Debtors and the Purchaser and is necessary to' induce the Purchaser to enter into its binding
aﬁwment with the Debtors.

21.  The Bidding Procedures, including the break-up fee, are fair and reasonable, reflect
the Debtors’ exercise of sound business judgment consistent with its fiduciary duties and, in the case
of the break-up fee, is supported by reasonably equivalent value and fair consideration, are actual,
necessary costs of expenses of preserving the Debtors estates and is reasonable in amount, within
the meaning of the Bankruptcy Code.

22.  Thebreak-up fee (as defined in the Motion) is fixed and authorized in the amount of
$750,000.00 and the terms and conditions in the Debtors” payment of such fee as provided in the

- Motion and as set forth in the Bidding Procedures appended hereto as Exhibit “1” is approved in all

respects.
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23.  Objections, if any, to the relief sought in the Sale Motion other than as it relates to
the assumption and assignment or rejection of executory contracts and upexpired leases shall be
served in accordance with the Bidding Procedures such that the objection is actually received by

March _, 2002 at _.m. The Cout shall fix the date and time for the service and filing of

objections that relate to the assumption and assignment of executory contracts and unexpired leases
in the order to be entered approving the sale of assets.
24.  The Decbtors may extend the deadlines set forth in the Bidding Procedures and/or
‘adjourn the Auction at the Auction in open court without further notice.
25.  Cure amounts required to be paid pursuant to 11 US.C. § 365(b)(1) in connection
- with those executory contracts and leases which are assumed and assigned pursuant to the Asset
Purchase Agreement, shall be fixed withia thirty (30) days after the Closing pursuant to agreement
‘between the Debtors and each non-debtor party to such executory contracts or leases.
26.  Totheextent that an agreement regarding the cure amount cannot be reached between
-the parties to a particular contract or lease assumed pucsuant to the Asset Purchase Agreement, the
Debtors shall file a motion with the Bankruptcy Court to fix such cure amounts no later than
forty (40) days following the Closing and the Court shall thercafter make a defermination as to the -
cure amount.
27.  The Sale Order shall become effective immediately upon its entry.

28.  The Court shall retain jurisdiction over any matter or dispute arising from or relating

to the implementation of the Sale Order.
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29.  Thisordershall survive entry of an order which may be entered converting these cases

to Chapter 7 or any order confirming a plan of reorganization.

Dated: New York, New York
January _, 2002

CONRAD B. DUBERSTEIN
CHIEF UNITED STATES BANKRUPTCY JUDGE
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EXHIBIT “1~

EXHIBIT «1” -
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BIDDING PROCEDURES'

The followix% procedures (the “Bidding Procedures”) shall govern the sale of assets (the
“Sale”) of the Debtors’ assets (the “Acquired Assets™), in whole or in part, pursuant to the Motion
for an Order Pursuant to Sections 105, 363(b), 363(f), 363(m), 365 and 1146(c) of the Bankruptcy
Code Approving and Authorizing (i) the Sale of substantially all of the Debtors assets free and clear
of liens, claims, and encumbrances, (ii) authorizing the Debtors to sell such assets to MCI
WorldCom Network Services, Inc. or any higher or better bidder pursuant to the terms of an
agreement dated January 22, 2002; (iii) approving a break-up fee and certain bidding procedures;
' (iv) authorizing assumption and assignment of certain executory contracts and unexpired leases in
connection therewith, (v) approving mechanism for fixing cure amount and scheduling hearing(s)
and approving notice related thereto; exempting the sale from stamp or similar taxes; (vi) approving
compromise of a controversy and the exchange of releases pursuant to Bankruptcy Rule 9019;
(vii) approving management agreement; (viii) authorizing credit bidding; (ix) authorizing Debtors
to enter into and approving agreement with RFC Capital Corporation; and (x) granting related relief,
(the “Sale Motion”). These Bidding Procedures have been approved and authorized by order dated
January __, 2002 (the “Procedures Order™) of the United States Bankruptcy Court for the Eastern
District of New York (“Bankruptcy Court™) in the Chapter 11 cases of PT Communications, Inc.
(“PT-1"), PT-1 Long Distance, Inc. (“Long Distance), and- PT-1 Technologies, Inc.
(“Technologies™), the debtors and debtors-in-possession (collectively, the “Debtors”), which cases

were commenced on March 9, 2001.

! All terms not defined herein shall have the same meaning as set forth in the Motion
and Asset Purchase Agreement.
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L ASSETS TO BE SOLD

The Debtors shall consider bids for all of the Acquired Assets as more particularly set forth
in the Motion and proposed asset purchase agreement for the sale of the Acquired Assets (“Asset
Purchase Agreement™). The Assets shall be sold ia a single sale to a single bidder, free and clear of
all liens, claims and encumbrances.

2. PURCHASE PRICE

In consideration for the acquisition of the Acquired Assets, WorldCom shall pay or cause to
be paid) consideration in an amount agreed to be $108,800,000.00 and other consideration, as more
fully set forth in the Asset Purchase Agreement (“Purchase Price”).

3. MAILING THE SALE HEARING NOTICE

On a date no later than two (2) business days following entry by the Bankruptcy Court of the
Bidding Procedures Order, the Debtors shall mail the Bidding Procedures Order, together with a
copy of this Sale and Procedures Motion by first class mail, postage prepaid to: (a) all potential

;'it-ltetested parties identified by the Debtors; (b) the Office of the United States Trustee; (c) counsel

to the Creditors’ Committee; (d) counsel to WorldCém; (e) counsel to STAR; (f) counsel to the
STAR Committee; (g) parties in interest who have requested notice pursuant to Bankruptcy
Rule 2002; (h) all known entities holding or asserting a security interest in or lien against any of the
required Acquired Assets; (i) the parties to the Debtors’ material executory contracts and unexpired
leases that may be subject to assumption and assignment or rejection; (j) all taxing authorities whose
rights may be affected by the Sale of the A(;quired Assets; and (k) government agencies required to
receive notice of proceedings under the Bankruptcy Rules and other regulatory rules. All other
creditors of the Debtor‘s and interested parties will receive notice by publication in The New York
Times, nafional edition.

2 IMANAGE:S33153



4. INDICATION OF INTEREST

The Debtors shall send a form of confidentiality agreement to any person who responds to
the Sale Hearing Notice indicating an interest in participating in the Sale, and requesting information
about the Assets.

5. CONFIDENTIALITY AGREEMENT AND SELECTION
OF QUALIFIED BIDDERS

Potential purchasers shall be required to complete and execute the confidentiality agreement
and provide the Debtors with their financial qualifications and such other information as the Debtors
may reasonably request including descriptions of their current business(es). The Debtors with the
assistance of the Official Committee of Unsecured Creditors (the “Committee”), shall qualify
potential purchasers for continuing with the sales process. The Debtors shall promptly notify
potential purchasers who have returned the confidentiality agreement and satisfactory financial
qualifications that they have been selected as a qualified bidder (the “Qualified Bidders™).

6. FINANCIAL QUALIFICATIONS

To become a qualified bidder to be considered by the Debtors, potential purchasers must
submit to the Debtors proof of their ability to purchase the Acquired Assets. Said determination
- shall be made by the Debtors and the Committee in good faith. A potential bidder, will not qualify
-until it has submitted a Bid and pays the Debtors’ counsel, in the form of a certified check or wire
transfer, a deposit in the amount of ten percent (10%) of the aggregate [’mtential Bidder (“Earnest
:Money Deposit”).

1. THE ASSET PURCHASE AGREEMENT AND DUE DILIGENCE
The Debtors shall send to each Qualified Bidder a copy of a proposed Asset Purchase

Agreement. The Debtors, upon execution of a confidentiality agreement, will provide reasonable
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access to Debtors' books, records and executives to Qualified Bidders for the purpose of conducting

due diligence.

8. SUBMISSION OF BIDS

Any Qualified Bidder desiring to submit a Bid must deliver such Bid to the Debtors’ counsel,
Angel & Frankel, P.C_, 460 Partk Avenue, New York, NY 10022-1906, Attention: Bruce Frankel,
Bs-q. with a copy to Committee Counsel, McCarter & English, 100 Mulberry Street, 4 Gateway Center,
Newark, NJ 07102-4096, Attn: Lisa A. Bonsall, Esq. not later than 10:00 a.m. (EST) on the date
which is two (2) Business Days prior to the date scheduléd by the Bankruptcy Court for the sale and
Sale Hearing:
A Bid shall consist of: (i) a letter from a potential Bidder offering to purchase the Acquired
Assets upon the terms and conditions set forth in the Asset Purchase Agreement, together with all
Exhibits and Schedules and stating that the Bidder is prepared to enter into and consummate the
transaction within not more than ten days (10) after entry of the Sale Order, subject to obtaining any
" govemnmental or regulatory approvals; (ii) a copy of the Asset Purchase Agreement and the
Management Agreement marked to show any proposed amendments and modifications, including
price and the time of closing, that such Bidder proposes (the “Marked Agreements™); (iii) the Eamest
Money Deposit; and (iv) financial information of the Bidder sufficient to demonstrate that the Bidder
is a Qualified Bidder.
A “Qualified Bid” is a Bid that: (i) is made by a Qualified Bidder (as der by the
- Debtors and the Committee in good faith after a deposit by such bidder of 10% of the aggregate
purchase price offered by such bidder with Debtors’ counsel) and oom;-)lias with the provisions set
forth above, in all respects; (ii) is not, in the good faith opinion of the Debtors, materially more
‘burdensome or conditional than the terms of the Asset Purchase Agreement; and (iii) contains an
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offer in the amount of the Purchase Price plus at least $3,000,000, of which $2,000,000 must be

immediately available funds to be placed in escrow upon the Pre-Closing. The Purchase Price

together with an additional $3,000,000, shall be paid at Closing as follows: (1) WorldCom in the
amount of $75,000,000 plu:s two-thirds (2/3) of any amount paid in excess of the Purchase Price in
immediately available fuads; (2) to the Debtors’ estates, the $33.8 million in consideration

- (composed of the payments to be made during the Management Period, the agreement to pay

- $500,000 in Contract Costs (and all other Contract Costs in excess of $900,000), the agreement to

*_assume the Chase Amendment, and the agreement to assume the STAR Agreément) plus one third
(1/3) of the amount in excess of the Purchase Price to be paid on terms no less advantageous to such
bidder than WorldCom’s payment terms set forth in the Asset Purchase Agreement.

' Bids must provide sufficient indicia that such Qualified Bidder or representative is legally
.;:mpowered, by power of attomey‘ or otherwise, and financially capable to (a) bid on behalf of the
_prospective bidder, and (b) to complete and sign, on behalf of the bidder, a binding and enforceable

Asset Purchase Agreement, not contain any contingencies to the validity, effectiveness, and/or
‘i)iﬁdiﬂg nature of the offer, including, without limitation, contingencies for financing, due diligence

or further bidding approval, including from any board of directors or shareholders, or otherwise. Bids

are irrevocable until ten days after the close of the Auction.

E If closing such Bid is conditioned on the assumption and assignment of any Contracts or
Leases, the Bid must include sufficient information to permit the Court, the Debtors, the Creditors
Committee appointed in these chapter 11 cases, and the applicable lessors and contracting parties
to determine the proposed assignee’s ability to comply ‘.vith section 365 of the Bankniptcy Code (to
the extent applicable), including providing adequate assurance of such assignee's ability to perform

in the future (the “Adequate Assurance Package”).
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Only Qualified Bids will be considered at the Sale, and the Debtors reserve the right to reject
any Bid if the Bid, among other things:

- is on terms that are materially more burdensome or conditional
than the terms of the Asset Purchase Agreement;

- proposes to purchase items other than the Acquired Assets
contemplated by the Asset Purchase Agreement;

- is not received by the Bid Deadline;

. includes noncash consideration; or

. is subject to any financing condition.

To the extent WorldCom increases its bid, it shall be permitted to credit bid two-thirds of
such increase in its bid through the WorldCom Claim, and the remainder of such increased bid shall
be in cash payable at the same time as the “Fourth Payment” (as identified in the Asset Purchase
Agreement). Notwithstanding any provision to the contrary, inno event shall WorldCom be entitled
to credit bid an amount greater than the WorldCom Claim, nor shall WorldCom receive on account
of its claims in the Debtors’ cases an amount greater than the WorldCom Claim.

To the extent that there is a Successful Competing Bidder (the “Winning Bidder”),
WorldCom shall be entitled to receive in cash, at Closing, in addition to $75,000,000, two-thirds
of the difference between the Successful Competing Bidders winning bid and $108,800,000.00
payable at the Closing, in cash, and the remainder shall be turned over to the Debtors’ estates.

In the event that a purchaser other than WorldCom is the successful bidder for substantially
all of the assets of the Debtors, the Releases and Waivers granted to the Debtors, the Committee,
WorldCom, STAR and the STAR Cc;mmittee and their respective related parties shall remain

effective as of the Closing of such sale.
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All Bids shall be kept confidential with access restricted to the Debtors, the Committee, and
any of their respective professionals. Bids may, however, be revealed to any other party at the option
of the Debtors. The Debtors may request additional information from a bidder in order to evaluate
the bidder's ability to consummate a transaction and to fulfill its obligations in connection therewith
and such bidder shall be obligated to provide such information as a precondition to participating
further in the Auction.

9. THE AUCTION AND SELECTION OF THE WINNING BID OR BIDS

In the event the Debtors do not receive any Qualified Bids other than a bid from WorldCom,

- the Debtors shall report this fact to the Bankruptcy Court, the Auction shall not be held, and the
Debtors shall proceed to have the sale to WorldCom approved at the Auction and Sale Hearing,

If the Debtors receive any Qualified Bids in addition to the WorldCom bid, an Auction will

be conducted at the United States Bankruptcy Court, Eastern District of New York, 75 Clinton

Street, Brooklyn, NY 11201, on March 7,2002 at 10:00 a.m. or such later time, date or other place

as the Debtors may notify all Qualified Bidders who have submitted Qualified Bids. All bidders
shall appear in person at the Auction, or through a duly authorized representative. If multiple Bids
satisfying all Auction requirements are received, each party shall have the nght to continue to
improve its bid at the Auction. Bidding shall be in minimum monetary increments of $3,000,000.
After the conclusion of the Auction, and subject to Bankruptcy Court approval following the
Auction, the winning bid(s) sita[l be selected by the Debtors from the Bids (the “Winning Bid(s))”;
provided, however, that the Debtors shall have the right to reject any and all Bids, other than
‘WorldCom’s Bid. |
Immediately subsequent to the Sale Confirmation Hearing (as deﬁn;ad below), the entlty or
entities that make(s) winning bids shall complete and sign all agreement(s), contract(s), instrument(s)
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or other document(s) evidencing and containing the terms and conditions upon which such bid(s)

were made.

10. OBJECTIONS

Objections to any relief requested by the Sale Motion, other than as relate to the assumption
-and assignment of executory contracts and unexpired leases, shall set forth in writing with
particularity the grounds for such objections ‘or other statements of position and be served so as to
be received by or before March __, 2002 at 4:00 p.m. on: (i) the Bankruptcy Court (with a
Chambers copy of the Court); (ii) the Office of the United States Trustee, for the Eastern District of
New York, 33 Whitehall Street, 21st Floor, New York, NY 10004, Attention: Linda Riffkin, Esq.;
(iit) counsel for the Debtors Angel & Frankel, P.C., 460 Park Avenue, New York, NY 10022,
| Attention: Bruce Frankel, Esq. and Rochelle R. Weisburg, Esq.; (iv) counsel for the Committee,
McCarter & English, LLP, 100 Mulberry Street, 4 Gateway'Center, Newark, NJ 07102-4096,
Attention: Lisa Bonsall, Esq. and Patricia Zohn, Esq.; and (v) counsel for WorldCom, Reed Smith,
LLP, 435 Sixth Avenue, Pittsburgh, PA 15219 Attention: Many Emamzadeh, Esq., and Reed Smith,\
-LLP, One River Front _Plaza, Newark, NJ 07102, Attention: Deborah A. Reperowitz, Esq. The date
and time to file and serve objections that relate to the assumption and assignment of executory
«contracts and unexpired leases shall be fixed by the Court in the order to be entered approving the
sale of the Acquired Assets.

I1. COURT APPROVAL

At the conclusion of the Sale the Debtorg shall recommend to the Court the highest and best
bidder (the “Sale Confirmation Hearing™). The sale(s) of the Acquired Assets is {are) subject to entry

of an order of the Bankruptcy Court approving the sale(s) (the “Sale Confirmation Order™).
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12. CLOSING AND PRE-CLOSING

The Closing of the sale of the Assets to the Winning Bidder(s) shall occur in accordance with
the terms of the executed Asset Purchase Agreement within ten (10) days of obtaining all Necessary
Approvals, then the Closing shall occur, and in any case provided that no stay pending an appeal,
if any, has been entered and further provided that the successful bidder has been found by the court
to be a good faith purchaser and entitled to the protections of Section 363(m) of the Bankruptcy
Code.

A pre-closing shall occur no later than ten (10) days afierthe entry of a final Sale Order by
the Bankruptcy Court which is not subject to further stay or appeal (provided, however, that
Purchaser may elect to close or pre-close as the case may be, the transactions contemplated hereby
(despite a pending appeal if no stay thereof is in effect) pursuant to, and in accordance with, the
protections offered under 363(m) of the Bankruptcy Code, approving the sale of the Acquired Assets
pmsuant to the terms and conditions thereon, at which time the Debtors shall deliver the executed
and approved Purchase Agreement and any related agreements, including, without limitation, the

+ Management Agreement.

A Pre-Closing shall be deemed to be substantial consummation of the sale affording the
Winning Bidder which pre-closes the protections set forth in § 363(m) of the Bankruptcy Code.

The Winaing Bidder shall exchange with the Debtors a Management Agreement to manage

the business pending the Closing, as more particularly set forth in the Asset Purchase Agrecment.



13. ASSUMPTION AND ASSIGNMENT, OR REJECTION,
OF CONTRACTS AND LEASES

To the extent any of the executory contracts or unexpired leases are utilized prior to the
Closing and shall not be utilized subsequent to the Closing, then a separate motion shall be made
rejecting such executory contracts and unexpired leases.

In connection with the Sale Hearing, the Debtqrs will provide evidence that all requirements
for the assumption and/or assignment of the executory contracts and unexpired leases proposed to
be assigned to the purchaser of the Acquired Assets will be satisfied. It is an express condition of
the proposed Bidding Procedures that Bidders submit as part of their Bids, sufficient financial and
other information to assess the Bidder's compliance with section 365 (b)}(1){C) of the Bankruptcy
Code. The Debtors will provide all parties to executory contracts and unexpired leases to be
assumed and assigned pursuant to the Séle and Procedures Motion with such information and an

opportunity to be heard. Thus, the Debtors respectfully- submit that by the conclusion of the Sale
| Hearing, assumption and assignment of the executory contracts and unexpired leases should be
approved.

In the event there are any executory contracts or unexpired leases that remain unsold at the
conclusion of the Auction, the Debtors reserve the ﬁght to request authority at or prior to the Sale
Hearing to reject any or all such unsold executory contracts and unexpired leases. Debtors may not
reject any executory contracts or unexpired leases before the Closing without the Purchaser’s
consent. Further, to the _ex\tent any executory contract or unexpired leases remain in place during the
Management Period than the Winning Bidder, pending the Closing, is obligated to pay such non-
debtor parties, with such bayments to be included as calculating Aggregate Cash Flow. After

conducting the Auction and selling the Acquired Assets, the unsold executory contracts and
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unexpired leases may be valueless to the Debtors and would only create an administrative expense
burden on the Debtors’ estates. Therefore, the Debtors request authority to reject, as of the date of
the Sale Hearing, subject to the consent of the Purchaser, some or all executory contracts and
unexpired leases they believe to have no value. To the extent any of the executory contracts or
unexpired leases are utilized prior to the Closing and shall not be utilized subsequent to the Closiag,
then a separate motion shall be made rejecting such executory contracts and unexpired leases.

14. MECHANISM FOR FIXING CURE AMOUNTS

“Cure amounts required to be paid pursuant to 11 U.S.C. § 365(b)(1) in connection with those
executory contracts and leases which are assumed and assigned pm@nt to the Asset Purchase
Agreement, be fixed within thirty (30) days after the Closing pursuant to agreement between the
‘Debtors and each non-debtor party to such executory contracts or feases. To the extent that an
agreement regarding the cure amount cannot be reached between the parties to a particular contract
or lease assumed pursuant to the Asset Purchase Agreement, tht‘; Debtors shall file a motion with the
Bankruptcy Court to fix such cure amounts no later than forty (40) days following the Closing.

15. FAILURE TO CONSUMMATE PURCHASE

-If for any reason the entity that makes the highest or best bid fails to consummate the
p_urcl;ase of the Acquired Assets, or any part thereof;, the offeror of the second highest or best bid will
automatically be deemed to have submitted the highest or best bid and to the extent such offeror and
the Debtors consent, the Debtors and such offeror are authorized to effect the sale of the Acquired
Assets, or any part thereof, to such offeror as soon as is commercially reasonable without further
order of the Bankruptcy Court. If such failure to consummate the purchase is the result of a breach
by the winning bidder, the Eamest Money Down Payment shall be forfeited to the Debtors and the

Debtors specifically reserve the right to seek all available damages from the defaulting bidder.
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All Eamnest Money Deposits shall be held by the Debtors, without interest, until such time
as the bids are officially rejected by the Debtors. Such deposit shall be forfeited in the event that any
bidder for an accepted bid Adefaults. The Earnest Money Depostt will be forfeited if (i) the bidder
is determined to be a Qualified Bidder and withdraws or modifies its bid other than as provided in
the Bidding Procedures before the Bankruptcy Cowrt approves the Debtors' selection of the
successful Bidder, or (ii) the Bidder is the successful Bidder and (A) modifies or withdraws its Bid
witho-uF the Debtors’ consent before the consummation of the sale contemplated by such Bid, (B)
breaches its Bid, or (C) breaches its confidentiality agreement.

16. RETURN OF EARNEST DOWN PAYMENT

After the Sale Confirmation Hearing, if the Winning Bids have been selected and sales of the
Assets to Winning Bidder(s) have been approved by the Bankruptcy Court, the Eamest Down
Payments of the Qualified Bidders who are not winning bidder(s) shali be returned within five (5)

‘business days.

17. RESERVATION OF RIGHTS; DEADLINE EXTENSIONS

The Debtors reserve the right, subject to court ’approval, to (1) impose additional terms and
“conditions at or prior to the Auction, (ii) extend the deadlines set forth in the Auction Procedures
- and/or adjourn the Auction at the Auction and/or the Sale Confirmation Hearing in open court

without further notice, (iii) withdraw from sale any Assets at any time prior to or during the Auction

12 e e



and to make subsequent attempts to market the same; and (iv) reject all bids, if in the Debtors’

reasonable judgment no Bid is for a fair and adequate price.

Dated: New York, New York
January _, 2002

Angel & Frankel, P.C.

Attomeys for PT Communications, Inc., PT-1
Long Distance, Inc., and PT-1 Technologies,
Inc., debtors and debtors-in-possession

By:

Bruce Frankel, Esq. (BF-5001)
Rochelle R. Weisburg, Esq. (RW-6848)
460 Park Avenue
New York, NY 10022-1906
(212) 752-8000
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF NEW YORK

Inre: 101-12655-260
- 101-12658-260
- PT-1 COMMUNICATIONS, INC. 101-12660-260
PT-1 LONG DISTANCE, INC.
PT-1 TECHNOLOGIES, INC., Chapter [ 1
Debtors. Jointly Administered

. NOTICE OF BIDDING PROCEDURES AND ASSET SALE

PLEASE BE ADVISED that, on January 29, 2002, pursuant to a motion (the “Motion™) the
United States Bankruptcy Court for the Eastern District of New York (the “Court”) entered an order
approving bidding procedures annexed thereto as Exhibit “E” (the “Procedures Order) in connection
with a motion of the Debtors for the sale of substantially all of their assets (the “Acquired Assets™)
to MCI WorldCom Network Services, Inc. (“WorldCom™) for $108,800,000 and other consideration
as more particularly set forth in the Asset Purchase Agreement, appended to the Motion as
Exhibit “B”, subject to higher or better offer. The Acquired Assets are described in the Motion and
Asset Purchase Agreement.

PLEASE BE FURTHER ADVISED that, all interested bidders should carefully read the
Motion (with Exhibits) and Bidding Procedures. To the extent there are any inconsistencies between
the Motion and Bidding Procedures and the summary description of their terms and conditions
contained in this Notice, the terms of the Motion and Bidding Procedures control.

NOTICE IS FURTHER GIVEN, that copies of the Motien, appended exhibits, which
includes, the Proposed Asset Purchase Agreement, Management Agreement and, the Procedures
. Order are on file with the Clerk of the Bankruptcy Court for the Eastern District of New York at
75 Clinton Street, Brooklyn, New York 11201 and may be viewed during regular business hours, or
are available on written request to counsel for the Debtors as provided above. ENTITIES
REQUESTING ADDITIONAL INFORMATION OR REQUESTING COPIES OF THE
AFORESAID DOCUMENTS MAY CONTACT ROCHELLE R. WEISBURG, ESQ., IN
‘WRITING AT ANGEL & FRANKEL, P.C., ATTORNEYS FOR THE DEBTORS, VIA
FACSIMILE, FAX NO. (212) 752-8393 OR VIA EMAIL AT rweisburg@angelfrankel.com.
No representation is made by the Debtors or its counsel or other professionals except as specifically
- set forth in the Motion and Asset Purchase Agreement, and all entities which are submitting an offer
for the purchase of the Acquired Assets shall be relying upon their own independent due diligence
review and analysis. ‘
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PLEASE BE FURTHER ADVISED that, pursuant to the Bidding Procedures, any Bidder
desiring to submit a bid at the Sale (a “Bid”) shall send a letter of interest to Debtors’ counsel and
follow the termas of the Procedures Order (a “Qualified Bidder”). Qualified Bidders, as determined
by the Debtors with the assistance of the Official Committee of Unsecured Creditors (the
“Committee”) shall deliver such bids in writing and follow all terms and coanditions prescribed by
the Bidding Procedures and must be delivered to Debtors’ counsel, Angel & Frankel, P.C., 460 Park
Avenue, New York, NY 10022-1906, Attn: Bruce Frankel, Esq., with a copy to counsel to the
Committee, McCarter & English, 100 Mulberry Street, 4 Gateway Center, Newark, N¥ 07102-4096,
Attn: Lisa Bonsall, Esq. such that the Bid s actually received not later than March __, 2002 at
10:00 a.m.

PLEASE BE FURTHER ADVISED that, pursuant to the Procedures Order, the Sale will be
conducted at the United States Bankruptcy Court, Eastern District of New York, 75 Clinton Street,
Brooklyn, New York 11201, Courtroem ___, on March 7, 2002 at 10:00 a.m. (“Sale Hearing™)

PLEASE BE FURTHER ADVISED that, pursuant to the Procedures Order, objections to any
reliefrequested by the Motion, other than as it relates to the assumption and assignment or rejection
of executory contracts and unexpired leases, shall be set forth in writing with particularity as to the
grounds for such objections or other statements of position and be served so as to be received by

: __m. on March __, 2002 on (i) the Bankruptcy Court located at 75 Clinton Street,
Brooklyn, New York 11201 (w1th a Chambers copy to be delivered to the Chambers of the
Honorable Conrad B. Duberstein, Chief United States Bankruptcy Judge for the Eastern District of
New York at 75 Clinton Street, Brooklyn, New York 11201); (ii) the Office of the United States
Trustee, for the Eastern District of New York, 33 Whitehall Street, 21st Floor, New York, NY
10004, Attention: Linda Riffkin, Esq.; (iii) counsel for the Debtors Angel & Frankel, P.C., 460 Park
Avenue, New York, NY 10022, Attention: Bruce Frankel, Esq. and Rochelle R. Weisburg, Esq.;
(iv) counsel for the Committeec, McCarter & English, LLP, 100 Mulberry Street, 4 Gateway Center,
Newark, NJ 07102-4096, Attention: Lisa Bonsall, Esq. and Patricia Zoha, Esq.; and (v) counsel for
MCI WorldCom Network Services, Inc., Reed Smith, LLP, 435 Sixth Avenue, Pittsburgh, PA 15219
Attention: Many Emamzadeh, Esq., and Reed Smith, LLP, One River Front Plaza, Newark, NJ
07102, Attention: Deborah A. Reperowitz, Esq. The date and time to file and serve objections that
relate to the assumption and assignment of executory contracts and unexpired leases shall be fixed
by the Court in the order to be entered approving the sale of Assets.

NOTICE IS FURTHER GIVEN, that if you do not oppose the proposed sale or other relief
sought in the Motion, you need not respond to the Motion, nor attend the Sale Hearing which has
been scheduled on the Motion.

_ PLEASE BE FURTHER ADVISED that, pursuant to the Bidding Procedures, the Debtors

may, subject to Court approval, (i) impose additional terms and conditions at or prior to the Auction,
(ii) extend the deadlines set forth in the Bidding Procedures and/or adjourn the Sale Hearing in
open court without further notice, (1ii) withdraw from sale any assets at any time prior to or during
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the Auction and to make subsequent attempts to market the same, and (iv) to reject all bids, except
for the WorldCom bid, if in the Debtors’ and Comunittee’s reasonable judgment, no bid is for a fair
and adequate price.

Dated: New York, New York

January __ , 2002 BY ORDER OF THE COURT
ANGEL & FRANKEL, P.C.
Attomeys for Debtors and CONRAD B. DUBERSTEIN
Debtors-in-Possession CHIEF U.S. BANKRUPTCY JUDGE
460 Park Avenue

New York, NY 10022-1906
(212) 752-8000
Fax: (212) 752-8393
Bruce Frankel, Esq.
- Rochelle R. Weisburg, Esq.
email address: bfrankel@angelfrankel com
email address: rweisburg@angelfrankel.com
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BIDDING PROCEDURES'

The following procedures (the “Bidding Procedures™) shall govern the sale of assets (the
“Sale™) of the Debtors’ assets (the “Acquired Assets”), in whole or in part, pursuant to the Motion
for an Order Pursuant to Sections 105, 363(b), 363(f), 363(m), 365 and 1146(c) of the Bankruptcy
Code Approving and Authonizing (i) the Sale of substantially all of the Debtors assets free and clear
of liens, claims, and encumbrances, (ii) authorizing the Debtors to sell such assets to MCI
WorldCom Network Services, Inc. or any higher or better bidder pursuant to the terms of an
agreement dated January 22, 2002; (iii) approving a break-up fee and certain bidding procedures;
(iv) authorizing assumption and assignment of certain executory contracts and unexpired leases in
connection therewith, (v) approving mechanism for fixing cure amount and scheduling hearing(s)
and approving notice related thereto; exempting the sale from stamp or similar taxes; (vi) approving
compromise of a controversy and the exchange of releases pursuant to Bankruptcy Rule 9019;
(vii) approving management agreement; (viii) authorizing credit bidding; (ix) authorizing Debtors
to enter into and approving agreement with RFC Capital Corporation; and (x) granting related relief,
(the “Sale Motion™). These Bidding Procedures have been app.roved and authorized by order dated
January __, 2002 (the “Procedures Order”) of the United States Bankruptcy Court for the Eastern
District of New York (“Bankruptcy Court”) in the Chapter 11 cases of PT Communications, Inc.
(PT-1"), PT-1 Long Distance, Inc. (“Long Distance™), and PT-1 Technologies, Inc.
(“Technologies™), the debtors and debtors-in-possession (collectively, the “Debtors™), which cases

were commenced on March 9, 2001.

i All terms not defined herein shall have the same meaning as set forth in the Motion

and Asset Purchase Agreement.



1. ASSETS TO BE SOLD

The Debtors shall consider bids for all of the Acquired Assets as more particularly set forth
in the Motion and proposed asset purchase agreement for the sale of the Acquired Assets (“Asset
Purchase Agreement™). The Assets shall be sold in a single sale to a single bidder, free and clear of
all liens, claims and encumbrances.

2. PURCHASE PRICE

In consideration for the acquisition of the Acquired Assets, WorldCom shall pay or cause to
be paid) consideration in an amount agreed to be $108,800,000.00 and other consideration, as more
fully set forth in the Asset Purchase Agreement (“Purchase Price™).

3. MAILING THE SALE HEARING NOTICE

On a date no later than two (2) business days following entry by the Bankruptcy Court of the
Bidding Procedures Order, the Debtors shall mail the Bidding Procedures Order, together with a
ébpy of this Sale and Procedures Motion by first class mail, postage prepaid to: (a) all potential
.’it.lterested parties identified by the Debtors; (b) the Office of the United States Trustee; (c) counsel
to th; Creditors’ Committee; (d) counsel to WorldCom; (€) counsel to STAR; _(f) counsel to the
STAR Committee; (g) parties in interest who have requested notice pursuant to Bankruptcy
Rule 2002; (h) all known entities holding or asserting a security interest in or lien against any of the
required Acquired Assets; (i) the parties to the Debtors” material executory contracts and unexpired
leases that may be subject to assumption and ass-ignmcnt orrejection; (j) all taxing authorities whose
rights may be affected by the Sale of the Acquired Assets; and (k) government agencies required to
receive notice of brmeedings under the Bankrupicy Rules and other regulatory rules. All other
creditors of the chtorls and interested parties will receive notice by publication in The New York
Times, national edition. A
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4. INDICATION OF INTEREST

The Debtors shall send a form of confidentiality agreement to any person who responds to
the Sale Hearing Notice indicating an 1aterest in participating in the Sale, and requesting information
about the Assets.

5. CONFIDENTIALITY AGREEMENT AND SELECTION
OF QUALIFIED BIDDERS

Potential purchasers shall be required to complete and execute the confidentiality agreement
and provide the Debtors with their financial qualifications and such other information as the Debtors
may reasonably request including descriptions of their current business(es). The Debtors with the
assistance ;f the Official Committee of Unsecured Creditors (the “Committee”), shall qualify
potential purchasers for continuing with the sales process. The Debtors shall promptly notify

‘potential purchasers who have returned the confidentiality agreement and satisfactory financial
qualifications that they have been selected as a qualified bidder (the “Qualified Bidders™).

6. FINANCIAL QUALIFICATIONS

To become a qualified bidder to be considered by the Debtors, potential purchasers must .
submit to the Debtors proof of their ability to purchase the Acquired Assets. Said determination
shall be made by the Debtors and the Committee in good faith. A potential bidder, will not qualify
until it has submitted a Bid and pays the Debtors’ counsel, in the form of a certified check or wire
transfer, a deposit in the amount of ten percent (10%) of the aggregate éotcntial Bidder (“Eamest

‘Money Deposit™).

7. THE ASSET PURCHASE AGREEMENT AND DUE DILIGENCE

The Debtors shall send to each Qualified Bidder a copy of a proposed Asset Purchase

Agreement. The Debtors, upon execution of a confidentiality égreement, will provide reasonable



access to Debtors’ books, records and executives to Qualified Bidders for the purpose of conducting

due diligence.

3. SUBMISSION OF BIDS

Any Qualified Bidderdesiring to submit a Bid must deliver such Bid to the Debtors’ counsel,
Angel & Frankel, P.C., 460 Patk Avenue, New York, NY 10022-1906, Attention: Bruce Frankel,
Esq. with a copy to Committee Counsel, McCarter & English, 100 Mulberry Street, 4 Gateway Center,
Newark, NJ 07102-4096, Attn: Lisa A. Bonsall, Esq. not later than 10:00 a.m. (EST) on the date
which is two (2) Business Days prior to the date scheduled by the Bankruptcy Court for the sale and
Sale Hearing:

-A Bid shall consist of: (i) a letter from a potential Bidder offering to purchase the Acquired
- Assets upon the terms and conditions set forth in the Asset Purchase Agreement, together with all
Exhibits and Schedules and stating that the Bidder is prepared to enter into and consummate the
transaction within not more than ten days (10) after entfy of the Sale Order, subject to obtaining any
governmental or regulatory approvals; (ii) a copy of the Asset Purchase Agreement and the
Management Agreecment marked to show any proposed amendments and modifications, including
price and the time of closing, that su;:h Bidder proposes (the “Marked Agreements™); (iii) the Eamest
- Money Deposit; and (iv) financial information of the Bidder sufficient to demonstrate that the Bidder
is a Qualified Bidder.

A “Qualified Bid” is a Bid that: (i) is made by a Qualified Bidder (as determﬁled by the
Debtors and the Committee in good faith after a deposit by such bidder of 10% of the aggregate
purchase price offered by such bidder with Debtors’ counsel) and complies with the provisions set
forth above, in all respects; (ii) is not, in the good faith opinion of the Debtors, materially more
burdensome or conditional than the terms of the Asset Purchase Agreement; and (iii) contains an
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offer in the amount of the Purchase Price plus at least $3,000,000, of which $2,000,000 must be
immediately available funds to be placed in escrow upon the Pre-Closing. The Purchase Price
together with an a&ditional $3,000,000, shall be paid at Closing as follows: (1) WorldCom in the
amount of $75,000,000 plus two-thirds (2/3) of any amount paid in excess of the Purchase Price in
immediately available funds; (2) to the Debtors® estates, the $33.8 million in consideration
- (composed of the payments to be made during the Management Period, the agreement to pay
- $500,000 in Contract Costs (and all other COﬂt@d Costs in excess of $900,000), the agreement to
. assume the Chase Amendment, and the agreement to assume the STAR Agreement) plus one third -
(173) of the amount in excess of the Purchase Price to be paid on terms no less advantageous to such
bidder than WorldCom’s payment terms set forth in the Asset Purchase Agreement.
- Bids must provide sufficient indicia that such Qualified Bidder or representative is legally
.empowered, by power of attorney or otherwise, and financially capable to (a) bid on behalf of the
prospective bidder, and (b) to complete and sign, on behalf of the bidder, a binding and enforceable
Asset Purchase Agreement, not contain any contingencies to the validity, effectiveness, and/or
bi'nding nature of the offer, including, without limitation, contingencies for financing, due diligence
or further bidding approval, including from any board of directors or shareholders, or otherwise. Bids
are irrevocable until ten days after the close of the Auction.
If closing such Bid is conditioned on the assumption and assignment of any Contracts or
Leases, the Bid must include sufficient information to permit the Cout, the Debtors, the Creditors
~ Committee appointed in these chapter 11 cases, and thc; applicable lessors and contracting parﬁes
to determine the proposed assignee’s ability to comply with section 365 of the Bankruptcy Code (to
the extent applicable), including providing adequate assurance of such assignee's ability to perform

in the future (the “Adequate Assurance Package™).
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Only Qualified Bids will be considered at the Sale, and the Debtors reserve the right to reject
any Bid if the Bid, among other things:

. is on terms that are materially more burdensome or conditional
than the terms of the Asset Purchase Agreement;

. proposes to purchase items other than the Acquired Assets
contemplated by the Asset Purchase Agreement;

.- is not received by the Bid Deadline;

- includes noncash consideration; or

.« is subject to any financing condition.

To the extent WorldCom increases its bid, it shall be permitted to credit bid two-thirds of
_ such increase in its bid through the WorldCom Claim, and the remainder of such increased bid shall
be in cash payable at the same time as the “Fourth Payment” (as identified in the Asset Purchase
Agreement). Notwithstanding any provision to the contrary, in no event shall WorldCom be entitled
to credit bid an amount greater than the WorldCom Cl;aim, nor shall WorldCom receive on account
of its claims in the Debtors’ cases an amount greater than the WorldCom Claim.

To the extent that there is a Successful Competing Bitfider (the “Winning Bidder),
WorldCom shall be entitled to receive in cash, at Closing, in addit}on to $75,000,000, two-thirds
of the difference between the Successful Competing Bidders winning bid and $108,800,000.00
payable at the Closing, in cash, and the remainder shall be tumed over to the Debtors’ estates.

In the event that a purchaser other than WorldCom is the successful bidder for substantially
all of the assets of the Debtors, the Releases and Waivers granted to the Debtors, the Commitiee?
WorldCom, STAR and the STAR Committee and their respective related parties shall remain

effective as of _(inc Closing of such sale.
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All Bids shall be kept confidential with access restricted to the Debtors, the Commiittee, and
any of their respective professionals. Bids may, however, be revealed to any other party at the option
of the Debtors. The Debtors may request additional information from a bidder in order to evaluate
the bidder's ability to consummate a transaction and to fulfill its obligations in connection therewith
and such bidder shall be obligated to provide such information as a precondition to participating
further in the Auction.

9. THE AUCTION AND SELECTION OF THE WINNING BID OR BIDS

In the event the Debtors do not receive any Qualified Bids other than a bid from WorldCom,
- the Debtors shall report this fact to the Bankruptcy Court, the Auction shall not be held, and the
Debtors shall proceed to have the sale to WorldCom approved at the Auction and Sale Hearing.

If the Debtors receive any Qualified Bids in addition to the WorldCom bid, an Auction will
- be conducted at the United States Bankruptcy Court, Eastern District of New York, 75 Clinton

- Street, Brooklyn, NY 11201, on March 7,2002 at 10:00 a.m. or such later time, date or other place

as the Debtors may notify all Qualified Bidders who have submitted Qualified Bids. All bidders
shall appear in person at the Auction, or through a duly authorized representative. If multiple Bids
satisfying all Auction requirements are received, each party shall have the right to continue to
improve its bid at the Auction. Bidding shail be in minimum monetary incret;lents of $3,000,000.

After the conclusion of the Auction, and subject to Bankruptcy Court approval following the
Auction, the winning bid(s) shall be selected by the Debtors from the Bids (the “Winning Bid(s))”;
provided, however, that the Debtors shall have the ﬁéht to reject any and all Bids, other than
WorldCom’s Bid.

Immediately subsequent to the Sale Confirmation Hearing (as defined Beloyv), the eatity or
entities that make(s) winning bids shall complete and sign all agreement(s), contract(s), instrumeant(s)
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or other document(s) evidencing and containing the terms and conditions upon which such bid(s)

were made.

10. OBJECTIONS

Objections to any relief requested by the Sale Motion, other than as relate to the assumption
-and assignment of executory contracts and unexpired leases, shall set forth in writing with
p:;rﬁculadty the grounds for such objections or other statements of position and be served so as to
be received by or before March __, 2002 at 4:00 p.m. on: (i) the Bankruptcy Court (with a
Chambers copy 6f the Court); (ii) the Office of the United States Trustee, for the Eastern District of
New York, 33 Whitchall Street, 21st Floor, New York, NY 10004, Attention: Linda Riffkin, Esq.;
(iti) counsel for the Debtors Angel & Frankel, P.C., 460 Park Avenue, New York, NY 10022,
| Attention: Bruce Frankel, Esq. and Rochelle R. Weisburg, Esq.; (iv) counsel for the Committee,
McCarter & English, LLP,-100 Mulberry Street, 4 Gateway.Center, Newark, NJ 07102-4096,
Attention: Lisa Bonsall, Esq. and Patricia Zohn, Esq.; and (v) counsel for WorldCom, Reed Smith,
-LLP, 435 Sixth Avenue, Pittsburgh, PA 15219 Attention: Many Emamzadeh, Esq., and Reed Smith,
-‘LLP, One River Front Plazé, Newark, NJ 07102, Attention: Deborah A Reperowitz, Esq. The (iate
and time to file and serve objections that relate to the aésumption and assignment of executory
-contracts gnd unexpired leases shall be fixed by the Court in the order to be entered approving the
sale of the Acquired Assets.

1. COURT APPROVAL

At the conclusion of the Sale the Debtoté shall recommend to the Court the highest and best
bidder(the “Sale Confirmation Hearing”). The sale(s) of the Acquired Assets is (are) subject to entry

of an order of the Bankruptcy Court approving the sale(s) (the “Sale Confirmation Order™).
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12.  CLOSING AND PRE-CLOSING

The Closing of the sale of the Assets to the Winning Bidder(s) shall occur in accordance with
the terms of the executed Asset Purchase Agreement within ten (10) days of obtaining all Necessary
Approvals, then the Closing shall occur, and in any case provided that no stay pending an appeal,
if any, has been entered and further provided that the successful bidder has been found by the court
to be a good faith purchaser and entitled to the protections of Section 363(m) of the Bankruptcy
- Code.

A pre—losing shall occur no later than ten (10) days afier the entry of a final Sale Order by

the Bankruptcy Court which is not subject to further stay or appeal (provided, however, that

- Purchaser may elect to close or pre-close as the case may be, the transactions contemplated hereby

- (despite a pending appeal if no stay thereof is in effect) pursuant to, and in accordance with, the

- protections offered under 363(m) of the Bankruptcy Code, approving the sale of the Acquired Assets

~ pursuant to the terms and conditions thereon, at which time the Debtors shall delivet the executed

- and approved Purchase Agreement and any related agreements, including, without limitation, the
- Management Agreement.

A Pre-Closing shall be deemed to be substantial consummation of the sale affording the
Winning Bidder which pre—closes the protections set forth in § 363(m) of the Bankruptcy Code.

The Winning Bidder shall exéhange with the Debtors a Management Agreement to manage

the business pending the Closing, as more particularly set forth in the Asset Purchase Agreement.
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13. ASSUMPTION AND ASSIGNMENT, OR REJECTION,
OF CONTRACTS AND LEASES

To the extent any of the executory couatracts or unexpired leases are utilized prior to the
Closing and shall not be utilized subsequent to the Closing, then a separate motion shall be made
rejecting such executory contracts and unexpired leases.

In connection with the Sale Hearing, the Debtors will provide evidence that all requirements
for the assumption and/or assignment of the executory contracts and unexpired leases proposed to
be assigned to the purchaser of the Acquired Assets will be satisfied. It is an express condition of

-lhé proposed Bidding Procedures that Bidders submit as part of their Bids, sufficient financial and
other information to assess the Bidder’s compliance with sectiqn 365 (b)(1)(C) of the Bankruptcy
| Code. The Debtors will provide all parties to executory contracts and unexpired leases to be
:-a\ssumcd and assigned pursuant to the Sale and Procedures Motion with such information and an
.opportl-mity to be heard. Thus, the Debtors respectfully submit that by the conclusion of the Sale
| Hearing, asswﬂption and assignment of the executory contracts and unexpired leases should be
| appmved
In the event there are ahy executory contracts or unexpired leases that remain unsold at the
conclusion of the Auction, the Debtors reserve the right to request authority at or prior to the Sale
Hearing to reject any or all such unsold executory contracts and unexpired leases. Debtors may not
reject any executory contracts or unexpired leases before the Closing without the Purchaser’s
consent. Further, to the extent an-y executory contract or unexpired leases remain in place during the
Management Period than the Winning Bidder, pending the Closing, is obligated to pay such non-
_ debtor parties, with such payments to be included as calculating Aggregate Cash Flow. After

conducting the Auction and selling the Acquired Assets, the unsold execufory contracts and
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unexpired leases may be valueless to the Debtors and would only create an administrative expense
burden on the Debtors” estates. Therefore, the Debtors request authority to reject, as of the date of
thé Sale Hearing, subject to the consent of the Purchaser, some or all executory contracts and
unexpired leases they believe to have no value. To the extent any of the executory contracts or
unexpired leases are utilized prior to the Closing and shall not be utilized subsequent to the Closing,
‘then a separate motion shall be made rejecting such executory contracts and unexpired leases.

14. MECHANISM FOR FIXING CURE AMOUNTS

Cure amounts required to be paid pursuant to 11 U.S.C. § 365(b)(1) in connection with those
executory contracts and leases which z;re assurfxed and assigned pursuant to the Asset Purchase
Agreement, be fixed within thirty (30) days after the Closing pursuant to agreement between the
Debtors and each non-debtor party to such executory contracts or leases. To the extent that an
agreement regarding the cure amount cannot be @chcd between the partic_:s to a particular contract
or lease assumed pursuant to the Asset Purchase Agrecment, the Debtors shall file a motion with the
Bankruptcy Court to fix such cure amounts no later than forty (40) days following the Closing.

15. FAILURE TO CONSUMMATE PURCHASE

If for any reason the entity that makes the highest or best bid fails to consummate the
puxcl;ase of the Acquired Assets, or any part thereof, the offeror ot: the second highest or best bid will
automa'tically' be deemed to have submitted the highest or best bid and to the extent such offeror and
- the Debtors consent, the Debtors and such offeror are authorized to effect the sale of the Acqx\:ited
A.'ssets, or any part thereof, to such offeror as soon as is commercially.reasonable without further
orde.r of the Bankruptcy Court. If such failure to consummate the purchase is the result of a breach
by the winning bidder, the Earnest Money Down Payment shall be forfeited to the Debtors and the

Debtors specifically reserve the right to seek all available damages from the defaulting bidder.
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All Eamest Money Deposits shall be held by the Debtors, without interest, until such time
as the bids are officially rejected by the Debtors. Such deposit shall be forfeited in the event that any
bidder for an accepted bid defaults. The Eamest Money Deposit will be forfeited if (i) the bidder
is determined 10 be a Qualified Bidder and withdraws or modifies its bid other than as provided in
the Bidding Procedures before the Bankruptcy Court approves the Debtors' selection of the
successful Bidder, or (ii) the Bidder is the successful Bidder and (A) modifies or withdraws its Bid
without the Debtors' consent before the consummation of the sale contemplated by such Bid, B)
breaches its Bid, or (C) breaches its confidentiality agreement.

16. RETURN OF EARNEST DOWN PAYMENT

Afier the Sale Confirmation Hearing, if the Winning Bids have been selected and sales of the

Assets to Winning Bidder(s) have been approved by the Bankruptcy Court, the Eamest Down

Paymenté of the Qualified Bidders who are ﬂot winning bidder(s) shall be returned within five (5).

‘business days.

17. RESERVATION OF RIGHTS; DEADLINE EXTENSIONS

The Debtors reserve the right, subject to court approval, to (i) impose additional terms and
conditions at or prior to the Auction, (i) extend the deadlines set forth in the Auction Procedures
-and/or adj;)um the Auction at the Auction and/or the Sale Confirmation Hearing in-open court

without further notice, (jii) withdraw from sale any Assets at any time prior to or during the Auction

12 MANAGES33153



and to make subsequent attempts to market the same; and (iv) reject all bids, if in the Debtors’

reasonable judgment no Bid is for a fair and adequate price.

Dated: New York, New York
January 2002

Angel & Frankel, P.C.

Attorneys for PT Communications, Inc., PT-1
Long Distance, Inc., and PT-1 Technologies,
Inc., debtors and debtors-in-possession

By:

Bruce Frankel, Esq. (BF-5001)
Rochelle R. Weisburg, Esq. (RW-6848)
460 Park Avenue
New York, NY 10022-1906
(212) 752-8000
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= RFC Capital

A -~°.‘ Division of Textron Financial Corporation
oo

Receivables Sale Agreement

DisCUSSION TERM SHEET ’

Facility: Post-Petition, Debtor-in-Possession Recejvables Sale Agreement
Purchaser/Master Servicer: REC Capital Corporation or affiliate (“RFC™)
Seller/Subservices: PT-1 Comumunications, Inc. and affiliates (“PT-1")

Purchase Commitment: [aitial maximum Purchase Commitment anmtount of $22,800,000,

reduced to $10,400,000 after three months from closing date.

Eligible Receivables Amouat:  Purchaser in its sole discretion witl pucchase eligible billed accounts

receivable expected to be collected within 90 days of invoice.

Purchaser shall have the right to verify iavoices in 2 manner acceptable
to Seller.

To determine the Eligible Receivables Amount, Purchaser will multiply
the gross amouats of eligible billed receivables prcscnted by Sellec by

the peccentage expected to collect within 90 days of invoice (“Gross
Liquidation Rate™ or “GLR”").

Barring a material adverse change in the collection performance of the
receivables, the initial GLR. for billed accounts receivable will be
TBD%. Theceafter, Pucchaser shall detecmine the GLR based on actual
performance of the receivables. Accouats Receivable from any single
Payor shall not exceed five percent (5.00%) of the aggregate
outstanding balance under the Facility (or “Net Value™) or $15,000,
unless approved in writing by Purchaser.

Purchase Price/Net Value: 90.00% of the Eligible Receivables Amount.

Cash Reserve:

Excess Collections:

Program Fee:

5.00% of the aggregate outstanding Net Value as of any Purchase Date,
netted from Purchase Price. This “Seller Credit Resecve™ shall be used
to reimburse Purchaser for payment defaults on Purchased Receivables.

Upon Termination of the Facility and Purchaser’s determination that
Seller has et all of its obligations to Purchaser, any remaining
balances in the Selter Credit Reserve shall be retumned to the Setler.

Collections in excess of Purchase Price/Net Value shall be retummed to
Seller after the paymeant by Seller of alt obligations due to Purchaser.

The greatec of a) the Prime Rate plus two perceat (2.00%) per annum,
to be adjusted for changes in the Prime Rate subsequeat to issuance of
this proposal, applied weekly to the aggregate outstanding Net Value of



RFC Capital Corporahonll”[‘ -1

Discussion Term Sheet — Receivables Sale Agreamau‘

Januacy 16, 2002
Page2

Commitment Fee:

Servicing:

Term/Termination:

“Termination Fee:

Guaraaty:

Receivable Proceeds:

Security Intérest:

all Purchased Receivables or b) $10,000 per month. “Prime Rate™
means the leading rate designated as the “Prime Rate” set forth in the
Money Rates section of The Wall Street Joumal, Midwest Edition.

Seller shall be obligated to pay Purchaser a commitmeat fec upon the

Closing Date in an amount equal to the sum of one percent (1.00%) of
the Purchase Commitaeat.

Purchaseg, in its capacity as Master Servicer, shall appoint Seller to act
as Subservicer on its behalf for the purchased receivables.

Excluding a Default or Termination Eveat, the earlier of: 1) the six-
moath anniversary of closing; 2) conficmation of a Chapter 11 Plan of

. Reorganization ia connection with any Chapter 11 proceeding, unless

substantialty all the assets are sold to an eatity acceptable to Purchaser
and the Facility is assigned and assumed by such eatity; 3) conversion
of a Borrower's Chapter 11 proceeding to a Chapter 7 proceeding,
unless substantially all the assets are sold to an eatity acceptable to
Purchaser and the Facility is assigaed and assumed by such entity; 4)
the entry of an ocder or similar finding by the Bankruptcy Court, the
result of which is to entirely dismiss, suspend, ot otherwise tenminate
the relief requested in connection with any Chapter 11 proceeding,
unless substantially all the assets are sold to an entity acceptable to
Purchaser and the Facility is assigned aad assumied by such eatity or 5)
the entry of an order or similar finding by the Bankruptcy Court

"appointing a trustee or examiner in connection with any Chapter 11

proceeding, unless substantially all the assets are sold to an entity

acceptable to Purchaser and the Facility is assigned and assumed by
such entity.

In the event of voluntaty termination, two peccent (2.00%) of the
Purchase Commitment. Four pecceat (4.00%) of the Purchase
Commitment ia the event of Seller default.

None

Upon closing of the Facility, Seller shall digect each of its payors to
forward all payments related to all receivables to accounts, including

but not limited to lockbox accounts, designated by and assigned to
Purchaser.

Further, in the event that Selles has not alceady done so, Selier shall
establish a lockbox relationship with a provider acceptable to Purchaser

and coramence depositing all coliectioas into the lockbox account prior
to Purchaser’s initial funding.

The sale shall be perfected by the filing of UCC-1 Financing

Statemeats pes the Uniform Commercial Code. Selles shall grant a first
priority security intecest to Purchaser in all accounts receivable, and all

attendant rights, title and contracts associated therewith, includiag but
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RFC Capital Corporatioi.l!l"lll

Discussion Term Sheet — Receivables Sale Agreement
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Assignment and Assumption:

Documentation:

Counditions Precedent:

Financial Statements/
Reporting:

ot limited to Sellec’s customer base, to secure the payment of all
amounts due to Purchaser and all deposit accounts related thereto.

Upon emergence from Chapter 11 bankruptcy and approval by
Purchaser, the Facility may be assigned and assumed by an catity
acceptable to Purchaser.

The Facility shalt be evidenoed and secured by Puschaser’s standard
form of Receivables Sale Agreement, and other documentation
containing conditions precedent, warranties and representations,
covenants, events of default, indemnities, notices to payocs and other
provistons customary for transactioas similar to the Facility, all in form
and substance satisfactocy to the Purchaser.

Additionally, Purchaser’s obligatioas under this letter shall be
coatingeat upon:

a) The satisfactory results, in Purchaser’s sole discretion, of a full due
diligence review of issues including, but not limited to, Seller's
ownership and management, operations, financial condition and
strategic plan.

b) A determination, in Purchasec’s sole discretion, that Seller is in
compliance with any and all regulatory and administrative
requirements which will include, but not be limited to, compliance
with any and all tax abligations.

¢) Puschaser’s receipt of personal background checks on certain of
Seller’s shareholders, directors or managecs, the results of which
are acceptable to Purchaser, in its sofe deteamination.

d) Purchaser’s receipt of documentation, satisfactory in Purchaser’s
sole discretion, that the existing Leader’s will release any and all
liens on accounts receivable and customer base and they will
refinance the remaining term debt not paid by proceeds of the
propased facility.

€) Authorization by bzmkruptcy court for Seller to enter into the
Facility.

f) Approval by bankruptcy court of the Facility.

g) Full due diligence review and approval by Pucchaser of cnuty
proposing to assume the Facitity.

h) HBS/ACI (“Clearinghouse™) shall grant Purchaser a security
interest in LEC accounts related to CDRs generated by Seller and
transferred to Clearinghouse for processing and in the deposit
accounts of Clearinghouse related thereto.

Within 30 days of the end of each month, the Seller shall prepare and
deliver to the Purchaser intemally-prepared monthly financial
statements certified as correct by the chief executive officer or chief
financial officer.

NOT A COMMITMENT — FOR DISCUSSION PURPOSES ONLY
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Application Fee:

Legal Fee and Audit Deposit:

Past Closing Kield
Audits:

‘Costs and Expenses:
Closiag:

Failure to Close:

Confidentiality:

Within 90 days of the close of each fiscal year, the Seller shall provide
the Purchaser with intemally prepared financial statemeats prepared by
an accounting firm acceptable to Pucchaser.

Scller shall also provide to Purchaser any and all other information

which Purchaser reasonably may request, and allow Purchaser access to
Seller’s facilities, books and records.

$25,000, non-refundable. Unless, in the event the Facility closes within
two months from issuance of the- Discussion Term Sheet, the
Application Fee shall be credited to the Commitment Fee.

3$25,000.

Unless an event of Seller default occurs, Purchaser may conduct

quarterly field audits of Seller. All Costs and Expenses of such audits
to be paid by Seller.

All costs associated with the Facility, including, without limitation
audit fees, banking fees, legal fees, search and filing fees and expenses

incurred by the Purchaser before and after closing, shall be paid by the
Setler.

Closing of the Facility will occur no later than March 15, 2002 or on
such date that is mutually satisfactory to the Seller and Purchaser, and
shall occur at the offices of Purchaser’s counsel in Columbus, Ohio.

In the eveat that Selfer decides not to close the Facility following
writtea acceptance of this lettec, then Seller shall reimburse Purchaser
for its audit fees, legal fees, search and filiag fees and other out-of-
pocket expenses incurred by the Purchaser in conjunction with
preparing foc the closing.

This letter is delivered to the Seller with the undecstandiag that

ncither it nor its substance shall be disclosed to any third party except
those who are in confidential relationships with the Seller in connection
with the proposed transaction, such as the Seller’s legal counsel or
where disclosure is required by applicable law.

NOT A COMMITMENT — FOR DISCUSSION PURPOSES ONLY



