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Fabruary 4, 1993

Ns. Blanca 8. Bayo YIA FEDERAL EXPRESS
Director, Division of Records & Reporting

Plorida Public Service Commission

2540 Shumard Oak Boulsvard

Tallahasses, Florida 32399-0850

Ra: Tranasfer of Control of Network Long Distance, Inc.

£o 1XC long Distance, Ingc.

Dear Ms. Bayo:

IXC Long Distance, Inc. ("IXCLD") and Network Long
Distance, Inc. ("Network™) (referred to jointly as the
"Parties”), by their attorneys, hereby notify the Florida Public
Serv.ca Commission of their intention to transfer control of all
outstanding capital stock of Netwvork to IXCLD. The Parties both
hold Certificates of Public Convenience and Necessity, and thers
will be no transfer of certificates, persits or operative rights.

IXCLD, a Delaware corporation, maintains its
hesadgquarters at 1122 Capital of Texas Highway South, Austin,
Texas 79746. IXCLD is a wholly owned subsidiary of IXC
Communications, Inc. ("IXC"), whose stock is publicly traded on
the MASDAQ Btock Masrket. IXCLD currently operates as a ressller
of intrastate interexchange services in forty-eight states,
including Florids. IXCLD recaived its authority to provide
telecommunications serviceas in Florida on July %, 1995, in Docket
Fo. 95025%-TI. 1IXCLD also provides interstate and international
talecommunications sarvices pursuant to authority of the Federal
Communications Commission ("FCC").

Network, a Delavare corporation, maintains its
headquarters at 11817 Canon Boulevard, Suite 600, Nawport News,
Virginia 23608. Network’s stock is publicly traded on the NASDAQ
Stock Market. bNetwork provides resold intrastate interexchangs
telecommunications services in forty-seven states, including
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Florida.' Metwork received its authority to provide
talecommunications services in Plorida on June 30, 1993, in
Docket Bo. 930249-T1. Network also provides intsrstate and
international telecommunicaticns services pursuant to authority
of the JFCC.

On December 1%, 1997, IXCLD and Network sxecuted a
Stock Aoguisition Agreement and Plan of Herger (“Agresment®)
pursuant to which IXCLD will acquire all outatsnding capital
stock of rk after requisite regqulatory approvals have baen
obtained.” The proposed transaction is also subject to the
approval of Metwork’s stockholders.

To accomplish the acquisition, IXCLD formed a wvholly-
owned subsidiary, Pisces Acquisition Corp. ("Acquisition Corp.").
At the closing of ths proposed transaction, Acquisition Corp.
vill be merged with and into Network. Network will ba the
survivor of the merger with Acquisition Corp. 1In the merger, (i)
ths ocutstanding shares of capital stock of Network will be
converted into shares of IXC common stock, and (ii) the
outstanding shares of Acquisition Corp. will be converted into
shares of capital stock of Network. Following consummation of
ths marger, Metwork, under the corporate name Eclipse
Telecommunications, Inc., will be a wholly-owned subsidiary of
~XCLD. After consummation of the Agreement, employment
agrsements wvill be entsred into with the current management of

Netvork.

Pollowing the tranafer of control transaction described
herein, Network will continue to operate and will resain tne
holder of its certification. Network’s and IXCLD’s current
customers will not be affacted adversely by the proposed
scquisition. The transfer of stock will be made in a seamless
fashion that will not affect the provision of telecommunications

1 Applications were previously submitted regarding the merger
into Metwork of Network’s wholly owned subsidiaries Eastern
Telecom International Corp. (“Eastern®™) and United Wats, Inc.
("UNI™). The Eastern application was assigned Case No,
980097~-TI. The UWI application was assigned Case No.

971634-TI. Purther, & notification letter has been submitted
regarding Metwork‘s ecguisition of National Telesservice, Inc.
("NTI"), and NTI’s merger into Network.

? A copy of the Agreement is attached hereto as Exhibit "A."
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services in Florida. The Banagement of Network and IXCLD will
not change as a result of the transaction. Similarly, following
the transaction, Metwork and IXCLD will continue respectively to
provids services to customers under existing service

arrangenenta.

IXCLD is a wholly owned subsidiary of IXC
Communications, Inc. ("IXC%), whose stock is publicly traded on
the MABDAQ Stock Market. IXC is financially well qualified to
consummata the proposed transaction. In 1995, IXC issued and
sold seven notes in the aggregate principal amount of
$205,000,000 to institutional and accredited investors, and in
July 1996, ita initial public offering of equity generated net
procesds (before expenses) of approximately $83,000,000 in
additional capital for the company. In addition, in April 1997,
IXC completed the sale of $100 million of 74% Junior Convaertible
Preferred Btock Due 2007. Purther, in August 1997, IXC complstad
the sale of $300 million of 12)8 Junior Exchangsable Preferred
stock Due 2009.

Current financial information for IXC and Network is
attached harato as Exhibits "B®™ and *c."

The stock transfer described above is clearly in the
public intarest. The proposed transaction will bring together
IXCLD and Network, two rapidly growing providers of interexchange
telecommunications services. The combination of the two
companies’ resources and expertise will strengthen the companies’
competitive positions in the interexchange marketplace in Florida
and elssvhere.

The transaction will also combine the complementary
managensnt skills, background, and experience of IXCLD and
Network, allowing the companies to capitalize and build on the
diverse sxpertise of each company in providing telecommunications
services to the public. In addition, IXCLD and Network will
reslize significant economic and marketing efficiencies and
snhancements, permitting significant savings in operating costs
and capital sxpenditures. 1In sum, the proposed stock transfer
will banefit the public interest by enhancing the ability of
IXCLD and Network to offer a full range of compatitively priced
services in the interexchange marketplace, thereby further
invigorating competition in Florida.

It ies ths Parties’ understanding that prior Commission
approval is not required for the transaction described above. In

“"m.‘
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tha event, however, that the Commission determines that approval
is required, please consider this letter as a request for

ited approval. Absent written notice to the contrary within
thirty days of the date of this letter, the Parties will ascuse
that no further action is required and will consuamate the
transaction as planned.

Enclosed are saven (7) copies of this letter including
Exhibits. Also enclosed is a receipt copy of this letter.
Pleass file-stamp and return the receipt copy in the self-
aldressed, stamped envelope provided. Please contact the
undersigned with any questions or comments regarding this
transaction.

Respectfully luhlitt.d

. S /
ii e Rl /s e 7‘//
James E. Magae
Kristie Stokes Hassett
Reboul, MacMurray, Hewitt,
Maynard & Kristol
1111 19th Strest, N.W.
Suite 406
Washington, D.C. 20036

Attorneys for IXC lLong
Distance, Inc.

Laon Nowalsky

Benjamin Bronston

Nowalsky, Bronston & Gothard,
L.L.P.

3500 N. Caussvay Boulevard

Suite 1442

Meteirie, 1A 70002

Attornays for Network lLong
Distance, Inc.

Enclosures
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EXHIBIT A
Copy of tha Proposed Agreement
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STOCK ACQUISITION
AGREEMENT AND PLAN OF MERGER
BY AND AMONG
IXC COMMUNICATIONS, INC.,
IXC LONG DISTANCE, INC.,
PISCES ACQUISITION CORP,,
AND

NETWORK LONG DISTANCE, INC.

December 19, 1997
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STOCK ACQUISITION AGREENMENT AND PLLAN OF MERGER

THIS STOCK ACQUISITION AGREEMENT AND PLAN OF MERGER (the
“Agreemenat”) is made and entered into as of the [9th day ot Decemnber, 1997, by and among IXC
Communications, Inc., 2 Detaware corporation (“[XC™), IXC Long Distance, [nc., a Delaware
corparation an a wholly-owaed subsidiary of IXC (“IXC Long Distance™), Pisces Acquisition
Corp., a Delaware corporation and a wholly-owned subsidiary of IXC Long Distance
(“Acquisition”), and Network Long Distance, Inc., a Delaware corporation (*Network”).

WHEREAS, Network is engaged in the business of providing communications services;

WHEREAS, IXC Long Distance has formed Acquisttion as a wholly-owned subsidiary
in order to effect the merger of Acquisition with and into Network (the “Merger™) in accordance
with this Agreement and in accordance with the laws of the state of Delaware so that, upon
consummarion of the Merger, Network will be a wholly-owned subsidiary of IXC Long Distance,

and Acquisition will cease to exist;
WHEREAS, it is the intent of the parties that the Merger qualify as a reorganization under

Section 368(a)}{1XB) of the Internal Revenue Code of 1986, as amended (the “Code”). and this
Agreement is intended to be and is adopted as a plan of reorganization within the meaning of

Section 368(b) of the Code;

WHEREAS, it is the intent of the parties that the Merger shall be recorded for accounting
purposes as a pooling-of-interests;

WHEREAS, this Agreement has been approved by the respective bowds of directors of
IXC, IXC Long Distance, Acquisition and Network; and

WHEREAS., the parties desire 10 induce each other to enter into this Agreement by
making certain representations, warranties and covenants contained herein.

NOW, THEREFORE, in consideration of the foregoing and the murual agreements,
covenants, representations, warranties and promises set forth herein, and in order to prescribe the
terms and cooditions of the Merger, the parties hereto agree as follows:

ARTICLE !
THE MERGER

Section 1.1 The Merger At the Effective Tune (as defined 1n Secrion 1.2), upon the
terms and subject to the copditions hereof, and in accordance with th= Geueral Corporation Law
of the Swate of Delaware (the “Corporatuon Law™), Acquisiion will be merged with and into
Network in the Merger whereupon Network shall continue as the surviving corporation (the

KC1-38341.5
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shall be delivered in exchaoge

therefor. Each share of common stock. par value $.01 per

share, of Acquisition shall be canceled and reured and be converted into the right to
receive one share of the Surviving Corporation’s comumeon stock

(o)  Exceptas set forth in Section 2.1(2). cach share of * rwork Comumon issued

and O

10 receive 0.2998 shares (the

utstanding DT Aigtely priof to the

Effective Time shall be converted into the right
“Exchange Ratio™) of common stock. par value $.01 per

share, of XC (the “IXC Common™) {the “Share Consideration”)-

()  All warmants OF
ly prior to the Effective Time (the «warrants™) shall be canceled
1o receive an opuion {a “New warrant") 10 acquire shares of
umber of shares of Nework Common subject to purchase

outstanding i
and conv

under such

Wwarrant &X

erted im0 the right
XC Common equal to the 0
Warrant multiptied by the Exchange Ratio (the ~Warrant Consideration”)-
other than 10 reflect the application of the Exchange Ratio,
as are substantially sirnilar to the (erms and conditions as the
The Warrant Consideration and the Share Consideration ar¢

rights to purchase shares of Netwark Common issued and

referred 10 together perein as the “Merger Consideration” -

(d) Notwithstanding Section 2. 1(b) and {(c), no fractional share of IXC Common

shnllbcissuedmthcuctgcr

whether as a part of the Share Consideration or Warrant
any person wbo would have reccived 3 fractional share of

such fractional share rounded down 1o the prior whole share

pumber and any person who would have received a fractional share of ope-balf or mor€

(e) Network ackno

hare rounded up 10 the next whole chare number.
Ratio to apy Warrant would result in 2 New Warrant being
nal share, such fractional share shall likewise b€ rounded up

If the

wledges and represents that 313,000 shares of Network

Common issued © Michae! Ross and neld in escrow are included in the 13,393,678 shares
of Network Comman outstanding and that any release of such shares from such escrow,

Mr. Ross, Network, or the Surviving Corporation, will bave no effect

(H In the event of any reclassification. recapitalization oOf stock split with
respect (0 XC Common (of if a record date with respect to any of the foregoing should

occur) prior to the Effective T
pe made to the Exchange Ratio

ime, appropriate and proporuonate adjustments. if any, shall

and all references © the Exchange Ratio in tus Agreement

shall be deemed © be the Exchange Ratio as 0 adjusted.

Section 2.2

Corporation shall cause 0 be mailed

KCI-N!u.s
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promptly after (he Effective Time, the Surviving
{a) to each record hotder, as of the Effective Time, of an
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outstanding certificate or certificates which immediately prior to the Effective Time represented
Network Commeon (the “Certificates™), and (b) to each record holder, as of the Effective Time,
of a Warrant, in each case, a form letter of trunsmittal which shall specify that delivery shall be
effected, and risk of loss and title 1o the Ceruficates or Varrants, as applicable, shall pass, only
upon proper delivery thereof 1o the trust company to act as agent for the holders of Network
Common and Warrants in connection with the Merger (the “Agent”) and instructions for use in
effecting tb._ surrender of the Certificates or Warrants, as applicable, for payment ot the Merger
Consideration. Upon surrender to the Agent of a Certificate or Warrant, together with such lerter
of trapsmiteal, duly completed and validly executed in accordance with the tnstructions thereto,
and such other documents as may be required pursuant to such instructions, the holder of each
Certificate or Warrant shall be entitled to receive in eachange therefor the Merger Consideration
and such Centificate or Warrant, respectively, shall then be canceled. [f payment of the Merger
Consideration is to be made to a person other thar the person in whose name the surrendered
Certificate or Warrant is registered on the stock wransfer books of Network, it shall be a condition
of payment that the Certificate or Warrant so surrendered shall be endorsed properly or otherwise
be in proper form for transfer and that the person requesung such payment shall have paid all
transfer and other taxes required by rcasou of the payment of the Merger Consideration to a
person other than the registered holder of the Centificate or Warrant surrendered or shall have
established to the satisfaction of the Surviving Corporation that such taxes either have been paid
or are not spplicable.

Section 2.3  Stock Transfer Books, At the close of business on the day of the Effective
Time, the stock transfer books of Network shall be closed and thereafter there shall be no further

registration or transfer of Network Common. From and after the Effective Time, the holders of
Network Common outstanding immediately prior to the Effective Time shall cease to bave any
rights with respect to Network Commog except as otherwise provided herein or by applicable law.

Section 2.4 Date. Time and Place of Closing. The closing of the Merger (the

“Closing”) shall be held on the fifth business day following the satisfaction or waiver of all of the
conditions set forth in Asticle VIII hereof, at such place, tume and date as the parties hereto shail
mutually agree. The date of the Closing is referred to herein as the “Closing Date.”

Section 2.5 Deliveries by Network at Closing At the Closing, and thereafisr as may

be reasonably requested by IXC, Network shall deliver 10 LXC the following, all in form and
content reasonably acceptable to IXC and its counse!:

(a) Certified copies of duly adopted resolutions of the Board of Directors and
stockholders of Network authorizing, approving, and consenung to the execution and
delivery of this Agrecment, and the other agreements contemplated hereby (the
“Transaction Documents”) to which it is a party, to the consurmunation of the transactions
contemplated herein and therein, and 1o the performance of the agreements set forth herein
and therein;

f %
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(b)  The waiver, release, consent, estoppel certificate or other document of any
person,.-corporation, association, or other eaty of any nature whatsoever, in form
reasonably accepuabie to !XC, which are a condition to Closing of {XC, IXC Long
Distance or Acquisition under Arucie VIII herew. of which IXC in its reasonable judgment
deems necessary to (i} consummute the tramactions contempiated hereby and (1) make the
warranties and representations made by Network in this Agreement true:

(c) Duly executed employment agreemen. (the “Employment Agreements™)
in mutually reasonably satisfactory form and cuntent and with such seoior executives of
Network as IXC may reasonably request;

{d) An opinion of Nerwork's counse! Jated as of the Closing Date in form and
content reasonably satisfactory to IXC,

(e)  All corporate minute books, stock ledger and transfer books and ail other
books and records, and the corporate seal of Network, and

{f) Such other documents as IXC or its counse]l may reasonably request.

Section 2.6 Deliveries by IXC at Closing. At the Closing, IXC will deliver the

following, all in form and content reasonably acceptable to Network and its counsel:

{8)  Cernified copies of duly adopted resolutions of the Board of Directors of
IXC authorizing, approving, and conscoting to the execution and delivery of this
A greement apd the Transaction Documents to which it is a party, to the consummation
of the wansactions cosotemplated hercin and therein, and to the performance of the
agreements set forth herein and therein;

(b)  The waiver, release, consent, estoppel certificate or other document of any
person, corporation, association, or other entiry of any namre whatsoever, in form
reasonably acceptable to Network, which are a conditon to Closing of Network under
Article VIII hereof or which Nerwork in its reasonable judgment deems necessary (o (i)
coosummate the transactions contemplated hereby and (ii) make the warranties and
represeatations made by IXC in this Agreement true,

(c) An opinion of IXC's counse! dated as of the Closing Date in form and
content reasonably satisfactory to Nerwork,

{d} Duly executed Employment Agreements; and

(e} Such other documents as Network or ils counsel may reasonably request.

KC1-38111.5




ARTICLE 111
_REPRESENTATIONS AND WARRANTIES OF NETWORK

Network represents and warrants to [XC as follows

Section 3.1 Corporate Existence. Network and each of the Subsidiaries (as defined in
Section 3.2) is duly organized, validly existing, and in good standing under the laws of the state

of its inc. poration. Attached hereto as Extubit 3 1 15 a complete and correct copy of the
Certificate of Incorporation and Bylaws (together with all amendments thereto) of Network. Each
of Network and the Subsidiaries is duly certified or licensed 1n each state and jurisdiction where
such qualification, certification or licensing is nccessary or required for Nerwork or such
Subsidiary to conduct its business and offer communiauons services

Section 3.2 Subsidigries. Network has no subsidiary corporations or any other interest
in any corporation, partnership, association or joint venture, other than uas described on Schedule

3.2 (the “Subsidiaries”).

Section 3.3 Corporate Power and Authority Each of Network and the Subsidiaries
has ai] requisite corporate power and authority to own uts properties and assets, and to carry on
the business in which it is now engaged. Network has the corporate power and authority to
execute and deliver this Agreement and the Transaction Documents to which it is a party, and to
perform its covenants set forth herein and thercin,

Section 3.4 Capitalization. The authorized capital stock of Network at Decernber 19,
1997 consists of: (2) 20,000,000 shares of Network Comumon. of which 13,393,678 shares are
issued and ourstanding and po shares are held as treasury stock and (b) 25,000,000 shares of
preferred stock, par value $.01 per share, of which no shares are issued and outstanding and no
shares are held as treasury stock. Other than this Agreement, and except as set forth on Schedule
3.4 hereto, there is not outstanding any subscription, option, warrant, call, right or other
agreement or commitment obligating Network to issue, sell, deliver or ransfer (including any
right of copversiop or exchange under any cutstanding security or other instrumen.) any shares
of the Network Common or any other securities or shares of the capital stock of Network. Other
than this Agreement, and except as set forth on Schedule 3.4 hereto, there is not outstanding any
subscription, option, warrant, call, right or other agreement or commitment obligating a
Subsidiary to issue, sel], deliver or wransfer (including any right of conversion or exchange under
any outstanding security or other instrument) any securitics or shares of the capital stock of such
Subsidiary. All such issued and outstanding shares are validly issued, fully paid and
nonassessable. There are po restrictions imposed by the Certificate of Incorporation or Bylaws
of Network, and there are 0o other agreements, undersundings or comemitments, which would 1n
any way affect or impair the transactions contemplated hereby .

Section 3.5 * Binding Effect. This Agreement and each of the Transaction Documents
to be executed and delivered by Network in cornection herewith, when executed and delivered,
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will be the legal, valid and birding obligation of Network, enforceable against it in accordance
with their terms, except as enforceability may be hmited by (a) applicahle bankryptcy,
reorganization, insolvency, moratorium and sumular laws affecting the enforcement of credors’
rights generally and (b) gencral eyuitable principles (regardless of whether enforceability is

considered in a proceeding in equity or art law}

Section 3.6 [Execution and Delivery Pernitted  The execution. delivery and
perfor ~ance of this Agreement, and the Transaction Documeats, and the consummation of the
transactions contemplated hereby or thereby. will not violate or result in a breach of any term of
Nerwork's or a Subsidiary’s Certificate of Incorporation or Bylaws, recult in a breach of or
constitute a default (or an event which, with notice or lapse of time or both, would constitute a
default) under or resuit in the termunation of, or cccelerate the performance required by, any termn
in any material agreement, wriff or other instrument to which Network or a Subsidiary is a party
or by which it is bound (unless such default has been previously waived by the other party 1o such
agreement, tariff or other instrument), violate 21y law or any order, rule, judgment, decree or
award or regulation applicable to Network or a Subsidiary of any court or any regulatory body,
administrative agency or other governmental instrumentality having jurisdiction over Network,
such Subsidiary or any of their respective propertics, and will not result in the creation or
imposition of any lien, charge, or encumhrance of any nature whatsoever upon any of its assets,
which lien, charge or encumbrance has not becn removed prior to Closing. The Board of
Directors of Network and the Stockholders have, or as of the Closing Date shall have taken all
actions required by law and by Network's Certificate of Incorporation and Bylaws to authorize
the execution, delivery and performance of this Agreement, together with its Schedules and
Exhibits, and the consummation of the transactions contemplated by this Agreement or by any of
the Exhibits. Except as set forth on Schedule 3.6 hereto, none of the execution, delivery or
performance of this Agreemeat or any of the Transaction Documents, or the consummation of the
transactions coptemplated hereby or thereby requires any filing with or the consent or approval
of any third party, including but not Limited to any governmental body or eatity other than (a)
compliance with the Securities Act of 1933, as amended (the “Securities Act™) and the Securities
Exchange Act of 1934, as amended (the “Exchange Act™) (b) applications to the Federal
Communications Commission ("FCC™) and the certain state utility regulatory commissions in
states in which Network or a Subsidiary offers services (such commissions together with the FCC
constitute a “Commisyion™ or the “Commissions”), (¢) notifications to the Federal Ti.de
Commission (the “FTC") and the Department of Justice {the “DOJ") under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended (the "HSR Act™), and (d) the filing with the
Delaware Secretary of State of the Certificate of Merger in respect of the Merger in accordance
with the Corporation Law.

Section 3.7 Reporis and Financial Statements. Since March 31, 1996, to the extent

Network has been required to make filings under the Securities Act, the Exchange Act or
applicable swte laws and regulations, Nerwork has filed with the SEC or the applicable state
regulatory authoriry, as the case may be, all forms, statements, reports and documents (including
all exhibits, amendments and supplements thereto) required to be filed by it under each of the
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Securities Act, the Exchange Act and apphicable state Jaws and regulations, and the respective
rules and regulations thereunder, all of which complied in all material respects with all applicable
requirements of the appropriate act and the rules and regulations thereunder, Network has
previously delivered to IXC true and complete copies of it ‘1) Annual Report on Form 10-K for
the fiscal year ended March 31, 1997, as filed wuh the SEC. which includes the audited
consolidated financial statements of Network and the Subsidia. ies for the fiscal year then ended
(the “Network Financial Statements”™), (b) interim report on Form 10-Q for the quarters ended
June 30, and September 30, 1997, which includes unaudited consolidated financial statements of
Network and the Subsidiaries for the fiscal quarters then ended (the “Network Recent Financial
Staterpents®), {¢) proxy and information statements relating to all meetings (whether annual or
special) of its shareholders (the “Shareholders™), and actions by written consent in lieu of a
Shareholders’ meeting, from March 31, 1997 until the date hereof, and (d) all other reports or
registration statements filed by Network with the SEC since June 30, 1997 (coliectively, the
“Network SEC Reports®™).  As of their respective dates, the Network SEC Reports did not
contain any umrue statement of a material fact or omit to state a material fact required to be stated
therein or necessary o make the statements therein, in light of the circumstances under which
they were made, pot misleading. The audited consolidated financial statements and unaudited
interim financial statements of Network and the Subsidiaries included in the Nerwork SEC Reparts
and the Network Financial Saatements have been prepared in accordance with United States
generally accepted accounting principles (“GAAP™) (except as may be indicated therein or in the
notes thereto) and fairty present in all material respects the finaocial position of Network and the
Subsidiaries as of the dates thereof and the results of their operations and changes in figancial
position for the periods then ended, subject, in the case of the unaudited interim financial
statements, 0 pormal year-end and audit adjustrnents and the absence of explanatory notes. The
Network Financial Statements contain and reflect adequate reserves for (a) all known liabilities
or obligations of agy nature, whether absolute, conungent or otherwise, in accordance with GAAP
and (b) all reasonably anticipated losses and costs in excess of expected revenue relating to such
loss. The upaudited consolidated interim financial siatements of Network, and the Subsidiaries
included in the Network SEC Reports, have been similarly prepared and contain and reflect
adequate reserves for (a) all known liabilities or obligations of any mature, whether absolute,
comtingent or otherwise, in accordance with GAAP and (b) a!l reasonably anticipated losses.

Section 3.8 Absence of Certain Changes. Except as set forth on Schedule 3.8, since
September 30, 1997 there has not been:

(a) Aay material adverse change in the financal condition, operations, business
or prospects of Network and the Subsidiaries (a “Network Material Adverse Effect”),
including, but not limited to, any state or federal regulatory proceedings against Nerwork
or a Subsidiary which could cubminate 1n an order or other action which couid have such
an adverse change, exciuding generally known industry trends and competitive conditions
affecting the industry generally;
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(b)  Any material physical camage or destruction, whether or not cavered by
insurance, which has resulted in, or reasonabiy could be expecied to result in a Network

Material Adverse Effect;

(c) Any material labor dispute or threat thereof or any attempt to organize or
reorganize the employees of Network or a Subsidia-y for the purpose of collective

bargaimng,

(d)  Any direct or indirect redempuon, purchase or other acquisition by Network
of any of the Network Comumon or any other shares of capital stock of Network, or
declaration of or payment or distribution ot aay kind of cash or other assets to any

Shareholder;

(e) Any employment, severance, consulting or otier compensation contract, or
any amendment or supplement thereto, entered into by Network or a Subsidiary with any
director or officer, or any increase of compensation payable or 1o become payable to any
of its officers, except for increases in compensation in the ordinary course of business;

{ff  Any communication, whether oral or written, to Network from Network's
custorners or suppliers or agencies regulating Network notifying it of, nor does Nerwork,
after making due inquiry, have any kpowledge of, any potential developments affecting
it, which would reasonably lead it to expect an Network Material Adverse Effect; or

(g0 Any satisfaction or discharge of any material liem by Network or a
Subsidiary or payment by Network or a Subsidiary of any material obligation or liability,
other than an obligation or liability included in the unaudited consolidated interim balance
sheet of Network and the Subsidiaries as of September 30, 1997, current liabilities
incurred since such date in the ordinary course of business, liabdities incurred in carrying
out the ransactions coatergplated by this Agreement and obligations and liabilities under,
and pursuant to the terms of, the contracts and agreements listed in Schedule 3,16 hereof;

(h) Any sale or transfer of any assets or cancellation by Network or a
Subsidiary of debts or claims having a value, in the aggregare, of more than $500,000,
except, io each case, in the ordinary course of business;

(D Any kpowing waiver by Network or a Subsidiary of any rights baving a
value, io the aggregate, io excess of $500,000;

()] Any mortgage, pledge or lien or other encumbrance of any of Nerwork or
a Subsidiary's assets, tangible or intangibie; or

(k) Any assignment, sale or transfer by Network or a Subsidiary of any material
patent, rademark, trade pame, trade secret, copyright or other intangible asset.
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Section 3.9 No Undisclosed Liahilities Except as set forth on Schedule 3.9, as of
September 30, 1997, neither Network nor any Subsidiary had any material liabilities, absolute or
contingens, which are not shown on the Network Recent Financial Statements.  All liabilities,
absolute or contingent, of Network and any Subsidiar+ incurred subsequent to September 30,
1997, have, and as of the Closing Date will have been incurred only in the ordinary course of
business. Neither Network nor any Subsidiary will, prior t~ the Closing, incur any single such
liability incurred subsequent to the date of this Agreement in excess of $500,000 without the
consent of D{C. The accounts, notes and other receivables, whether current or non-current, of
Network and any Subsidiary shown in the Network Recent Financial Statements, and all such
reccivables of Network and any Subsidiary as at the Closing, arose from bona fide transactions

Section 3.10 RESERVED.
Section 3.11 Benefit Plans; ERISA.

(a) Schedule 3.11(a) lists all material contracts, agreements, arrangements and
understandings, whether written or oral, with respect to the payment or delivery to any
person of compensation, bonuses, perquisites, benefits and other items of value by
Network or any Subsidiary providing benefirs in excess of $25,000 per person per year.

(b)  Schedule 3.1.(b) lists cach employee of Network or any Subsidiary whose
annual base salary is $75,000 or more and identifies the salary, commissions, bonuses,
perquisites and beaefits for each such employee.

(3] No employce of Network or any Subsidiary will be eatitled to severance or
any similar pay by virtue of the rransactions contemplated by this Agreement.
Schedule 3.11(c) sets forth ecach employee of Network or any Subsidiary who bas any right
to severance or any similar pay in excess of $50,000 for any reason, listing the employee
name, severance amoun? or method of calculation, and the basis for such right.

(d} Schedule 3.11(d) contains a true and complete list of each nitten pension,
profit sharing, other deferred compensation, bonus, incentive compensalion, stoc™
purchase, stock option, retirement, supplemental retiremeat, severance or termination pay,
medical, bospitalization, life insurance, dental, disability, salary continuation,
supplemental unemployment benefits plan, program, arrangement or contract maintained,
contributed to, or required o be contributed o by Nerwork or any Related Party
(hereipafter defined) for the benefit of any current or former empioyee. director or agent
of Network or any Related Party, whether or oot any of the foregoing is funded and
whether or not subject to the Employee Retirement Income Security Act of 1974, as
amended (“ERISA ") (collectively . the “Nerwork Benefit Plans™). Network and its Relaced
Parties do not have any express or implied commitment or contract to create any additional
Network Bepefit Plan or modify any existing Network Benefit Plan, in a manner that
would materially increase its costs other than as may be required 1o comply with ERISA
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or the Code. Network has delivered 10 IXC, with respect to each applicable Network
Benefit-Plan (i) true and complete copies of all material documents embodying each
Network Benefit Plan including, without limmanon, the plan and trust or other funding
arrangement relating thereto, summary plan acseripuons, employee handbooks or
personnel manuals, and all amendments and supplements thereto, (i) the most recen:
annuz ceport (Series 5500 and all schedules thereto), if any. required by ERISA; and
(iii) the most recent determinmation lemer rececived from the Internal Revenue Service
(*IRS"), if any. For purposes of this Section 3.11, “Related Party™ means any member
of a controlled group of corporations, a group of trades or businesses nader common
control or an affiliated service group. within the meaning of Section 414(b), {(c), (m) or

(o) of the Code, of Network.

(e Except as provided in Schedule 3 1lte) none of the Network Benefit Plans
is intended by Network or any Related Party to mest, or is required 10 meet, the
requirements of Section 401(a) of the Code and no Network Benefit Plan is subject to Title

IV of ERISA.

(H Network and any Related Party have performed the obligations required to
be performed by them under, and are not in default under or in violation of, any and all
of the Network Benefit Plans in any material respect, and each Network Benefit Plan has
been operated in all material respects in accordance with the requirements of al! applicable
laws and regulations. Neither any Nerwork Benefit Plan or fiduciary nor Network or any
Related Party has taken any action, or failed to take any action, that could subject it or any
other person o any material liability for any excise iax under Chapter 43 of the Code or
for breach of fiduciary duty with respect 1o or in connection with a Network Benefit Plan,

()  Except as provided in Schedule 3.11(g) at no time has Network or any
Related Party been required (o contribute to any “multiemployer plan® (within the meaning
of Section 3(37) of ERISA) and Network and its Related Parties have wvo liability
(contingent or otherwise) reiating to the withdrawal or partial] withdrawal from a
multiemployer plan. Network and its Related Parties do not participate i. any “multiple
employer plans,” within the meaning of Code Section 413(c).

(h)  No Network Benefit Plan provides or is required to provide group health,
medical, death or survivor benefits to any former or retired employee of Network, a
Related Party or bepeficiary thereof, except to the extent (i) required under any state law
or (ii) under Section 601 of ERISA.

(i) No Network Benefit Plan or fiduciary has nor does Network or any Related
Party have any material liability 1o any parucipant. beneficiary or other person under any
provision of ERISA or any other applicable law by reason of any payment of, or failure
to pay, benefits or other amounts with respect to or n connection with any Network

Benefit Plan.
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W Except as set forth on Schedule 3 11(5), cach Network Benefit Plan may be
terminared by Network or its Related Parties within a period of thirty (30) days following
the Closing Date without acceleration or addinonal vesung of any benefits and without
payment of any amount as a penalty, bos.s, premium, severance pay or other
compensation or amount

Secuon 3.12 Litigation Except as set forth in Schedule 3.12.

{a3)  There are no clmms, suits, acuons, of proceedings of any ature whatsoever
in law or in equity, pending before any court, governmental department, commission,
agency, instrumentality or authority or any arbitrator, or, to the best knowledge of
Network, threatened, nor are there, 1o the best knowledge of Network, any investigations,
whether or not purportedly on behalf uf Netwurk, complants or reviews by any court,
governmental department, commussion, agency, instrumentality or authority or any
arbitrator pending or threatened against, relating to or affecting, Network or a Subsidiary
which could bave § Network Material Adverse Effect

{(b)  Neither Network nor any Subsidiary is operating under or subject to, not
in default with respect to, any order, writ, injunction, garnishment, levy or decree of any
federal, state, municipal or other governmental court, department, commission, board,
buresu, agency or insqumentality, which could have a Network Material Adverse Effect.
The use or ownership of Nerwork's assets, the use or occupancy of Network's or a
Subsidiary’s rea! property, and any interests related thereto, and the Merger does not
constitute a default thereunder.

(¢)  During the past five years, there has not been nor is there now pending, any
claim{s) against any person in his or her capaciry as either a director or officer of Network
or a Subsidiary. Network has no acrual knowledge or information of any act, error or
omission which would give rise to such a claim.

(d)  There is no claim, legal action, suit, arbitration, governmemnial investigation
or other legal or other administrative proceeding, including any bankruptcy proceeding,
nor aoy order, decree or judgment in progress, pending, in effect or, to the knowledge of
Network threatened, against or relating to Nerwork or a Subsidiary, which would
negatively affect the transactions contemplated by this Agreement.

Section 3.13 Compliance with Laws. Except as set forth on Scheduie 3.13, (i)

Nerwork's and each of the Subsidiaries’ operatton of s business is in compliance in all material
respects with all applicable wariffs, laws, regulatons and orders, and (i1} neither Network nor any
Subsidiary has received wrinen notice of any violation by Network or cuch Subsidiary of its tariffs
or of laws, regulations and orders from any governmental enury having authority to enforce such
tariffs, laws, regulations and orders, including, but not limited to, the Communications Act of
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1934 as amended by (a) the Telecommunicatiuns Act of [996 and (b) the Telephone Consumer
Protection Act of 1591.

Section 3.14 Taxes Except au set torth 1. Schedule 3 14, (a) all federal income tax
returns, and other federal tax returns, declarations of estimated wx or estimated tax deposit forms
of every nature required to be filed by Network have been duly filed or will be duly filed as of
Closing, and (b) all state, county and local tax returns and declarations of estimated tax or
estimated tax deposit forms required 1o be filed by Network, have been duly filed (except where
failure to file such returns, declarations or forms described in this clause (b} would not bave a
Network Material Adverse Effect) and all of the returns, declarations and forms referred to in
clauses {(a) and (b) were or will be when filed true, correct and compiete in all material respects
and Network bas paid all taxes which have become due and owing or pursuant (o any assessment
received by it and has paid all installments of estumated tax due. None of such Lax rerurns of
Network or any such Subsidiary contains, or will contain, a disclosure statement under Section
6662 of the Code {(or any predecessor statute) or any simular provision of state, local or foreign
law, Where such reurns and reports have not heen audited and approved or settled, there has not
been any waiver or extension of any applicable statute of limitations, and Network has not
received any notice of deficiency or adjustment Except as described on Schedule 3.14, artached
hereto and made a part hereof, the balance sheet 1n the Network Recent Financial Statements
contains lisbilities which are and will be sufficient for the payment of zll respective federal, state,
county, city and [oca] taxes and asscssments, whether current or deferred.  All taxes and other
assessments and levies which Network is required by law to withhold or to collect have been duly
withheld and coliected, and have been paid over to the proper governmental authorities or are held
by Network ia its bank accounts for such payment. All staiements and reports required to be filed
under any chapter of the Code by Network have been duly filed. No issue bas been raised by the
IRS or any other taxing authority in any examination which reasonably could be expected 1o result
in a proposed deficiency for any period not previously examined and no state of facts exists or
has existed which would constitute grounds for the assessment of any liabiliry for taxes with
respect {0 periods prior to the Closing which have not been examined by the [RS or any other
taxing authority. Except as set forth in Schedule 3.14, there is ao pendiag or, to the knowledge
of Network, threatened action, audit, proceeding or investigation with respect 1o i) the assessment
or collection of axes or (ii} a claim for refund made by Network or any Subsidiary with resp. 2t
to taxes previously paid. No consent has been Ried under Secton 34 1(f) of the Code with respect
to Network or angy of the Subsidiaries. Neither Network nor any of the Subsidiaries was
previously acquired in a “qualified stock purchase™ under Section 338(d)(3) of the Code and no
elections under Secuon 338(g) of the Code, protective carryover basis elections or offset
prohibition elections are applicahle to Network or any such Subsidiary or any predecessor
corporation. Neither Network nor any of the Subsidiaries has participated in, or cooperated with,
an international boycont withio the meamng of Section 999 of the Code. Except as disclosed in
Schedule 3.14, veither Network nor any of the Subsidiaries is required to include in income any
adjustment pursuant to Section 481(a) of the Code {or similar provisions of other law or
regulations) by reason of change in accounting method nor does Network or any Subsidiary have
any knowledge that the RS {or other wx:ny authority) has proposed, or 15 considering, any such
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change in accounting method. Neuther Network nor any of the Subsidiaries is a party (o any
agreement, comtract, arrangement or plan that would result in the payment of any “excess
parachute payment™ within the meamung of Section 280G of the Code. None of the assets of
Network or any of the Subsidiaries s property that 1s requ-=d 10 be treated as owned by any other
Person pursuant to the "safe harbor lease™ provisions of former Section 168(f)(8) of the Internal
Revenue Code of 1954 as amended and in effect imumed:ately prior to the enactment of the Tax
Reformn Act ¢. 1986 and none of the assets of the Network or any such Subsidiary is “tax exempt
use property” within the meaning of Section 168(h) of the Code. None of the assets of Network
or any of the Subsidiaries secures any debt the interest on which is tax exempt under Section 103
of the Code. No indebtedness of Network or any of the Subsidiaries consists of “corporate
acquisition indebtedpess” within the meaning of Section 279 of the Code. There is no currently
binding election with respect 1o taxes affecting Network or any of the Subsidiaries for any period
beginning on or after the Closing Date. Neither Network nor any of the Subsidiaries has applied
for and not yet received a ruling or determination from a taxing authority regarding a past or
prospective transaction of Network or any of the Subsidiaries. Neither Network nor any of the
Subsidiaries has been included in any consolidated, combined or unitary Tax Return provided for
under the laws of the United States, any state or locality with respect to Taxes for any taxable
period for which the statue of limitations has not expired; has any liability for the Taxes of any
Person under Treasury Regulation Section 1.1502-6 (or any sumilar provision of state, local, or
foreign law), as a cansferee or successor, by coatract, or otherwise; and there are not tax sharing
agreements in effect between Network or any of the Subsidiaries and any other Person. No
contract of Network or any of the Subsidiaries that is a long-term contract (for purposes of Section
460 of the Code) bas been reported on a method of tax accounting other than the 100 percent
percentage of completion method of income tax purposes.

Section 3.15 Bapks. Schedule 3.15 is a correct and complete list setting forth the pame
of each baak in which Network has an account, line of credit, credit facility or safe deposit box,
the names of all persons suthorized to draw thereon or to have access thereto, and the name of
each person holding a power of attorney from Network or any Subsidiary.

Section 3.16 Contracts. Schedule 3.16 lists (or, in the case of oral conL-acts, plans,
agreements, arrangements and leases, describes) all of the foilowing contracts, plans, agreements,
armngements and leases to which Network or any Subsidiary is a party: (a) each coatract for the
future purchase of materials, services, supplies or equipment which (i) has a term in excess of one
year or (ii) obligates Network or any Subsidiary to pay. in one installment or in the aggregate over
its term or one year, whichever is shorter, an amount in excess of $100,000; (b) each contract
and lerter of authorization with a customer made in the ordinary course of business which
generates revenues for Network or any Subsidiary over its term or in any one twelve (12) month
period, whichever is shorter, in excess of $100,000; (c) each lease of, or license or right to use,
real and personal property which (i) has a term: in excess of one year or fii) obligates Network or
any Subsidiary 1o pay, in one installment or in the aggregate over its term or one year, whichever
is shorter, an amount in excess of 3100,000, which leases and [icenses and rights shall be set forth
separately in Schedule 3.16; (d) each contract and agrezment with Affiliates (as defined in Section
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3.26 below) of Network and each Subsidiary. (¢) mortgzges, indencures, secunity agreements and
other agreemeals and other instrumenc: relattng to the borrowing of money by, or any extension
of credit to, Network or any Subsidiary, () partnership, joint venture or other arrangements or
agreements to which Network or a2 Subsidiary s a party involving the sharing of profits; (g)
conracts or commitments limiting the fresdum of Network or any Subsidiary to compete 1n any
line of busic .s or in any geographic area or with any person; and (h) agreements pursuant (o
which Network or any Subsidiary acquired {by merger, consolidation or acquusition of stock or
assets or otherwise) any corporation, partnership or other business organization or division
thereof. Except as set forth on Schedule 316 hereto, Network and each Subsidiary bas performed
in all material respects all obiigations required to be performed by it fo date and has not breached
and is got in default under any agreement, in any material respect, listed in Schedule 3.16 or to
which it is a party or by which it is bound, and all of the same are enforceable in accordance with

their terms,

Section 3.17 Titles, Rea] Property Matters. Schedule 3.17 contains descriptions by

categories of Network's and each Subsidiary’s owned real property (iocluding all plants and
structures located thereon) (the “Real Property”) as of the date of this Agreement. Except as set
forth in Schedule 3.17, Network and each Subsidiary has good and markecable title in fee simpie
to such properties, free and clear of all liens and encumbrances and use restrictions. Network and
each Subsidiary owns or leases all the furniture, equipmepy and leasehold improvements located
in the strucrures referred to in Schedule 3.17. All other assets and property used in the business
of Network and each Subsidiary, and all assets and property reflected in the balance sheet included
in the Network Recent Financial Statements or acquired after the dare of such balance sheet (other
than assets or property sold or otherwise disposed of in the ordinary course of its business
subsequent (o such date) are in each case free and clear of all secunity interests, morigages,
pledges, liens, conditional sales, agreements, leases, eacumbrances or charges of any nature
whatsoever except as set forth in Schedule 3.17. All rea] estate owned, lcased or licensed by
Network, and the Subsidiaries, their uses, appurtenances and improvements substantially comply
with all appiicable ordinances and regulations, buildiog, and zoning laws. The buildings,
machipery and equipment of Network and the Subsidiaries are in good and serviceable condition,
reasonable wear and iear excepted.

Section 3.18 Environmental Matters.

(3) To the knowledge of Network, operations of Network or any of its
Subsidiaries conducted at the Real Property, any of Network's or a Subsidiary's previously
owned real property and any real property previously owned or now leased, licensed or
otherwise occupied by Network or such Subsidiary (each a “Site™) at all times during such
ownership, lease, license or occupation complied 1n all respects with Environmental Laws
(as defioed below), except for noncompliance that would not have a Network Material
Adverse Effect. Network and each Subsidiary has obuined all governmental
authorizatiops and permits under Environmenul Laws necessary for its operations.
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Network and each Subsidiary 1 in material comphance with each term and condition of
such authorizations and permits.

()  The real property occupied by Network in connection with its business or
a Subsidiary's operations thereon are not, to the best knowledge of Network, subject to
(i) any federal, state, or local investigasion, to the best knowledge of Network, (ii; any
judicial or administrative proceeding alleging the violation of or liability under any
“nvironmental Law, or (hi) any ocutstanding writen order or agreement with any
governmental authority or private party rclating to any Environmental Law.

(c) For the purpose of this Agreement, the term “Environmental Laws” shall
mean:

The Comprehensive Environmental Response, Compensation and Liability
Act of 1980, as amended by the Superfund Amendments and
Reauthorization Act of 1986, the Emergency Planning and Comrmunity
Right-to-Know Act; the Resource Conservauon and Recovery Act; the
Hazardous Materials Transportation Act of 1974; the Federal Water
Pollution Conurol Act; the Clean Air Act; the Federal Insecticide,
Fungicide and Rodenticide Act; the Safe Drinking Water Act; the Toxic
Substances Control Act; the Od Pollution Act of 1990; any laws regulating
the use of biological ageats or substances including medical or infectious
wastes, each as amended or supplemented through the date hereof.

Section 3.19 Broker’s Fees. Except as disclosed on Schedule 3.12, no person or entity
other than Morgan Stanley & Co. has been authorized to act as a broker, finder, financial advisor
or in any other similar capacity as to give rise to any claim for brokerage or finder's fees or
commissions with respect to the transactions contemplated hereby by anyone claiming to have
acted on bebalf of Network.

Sectiop 3.20 Labor Matters. No group of empioyees of Network or a Subsidiary is
presently organized into a collective bargaining unit. No labor union has recently artempted, o
is presently attempting, to organize any of Network's or a Subsidiary's employees into a collective
bargaining unit. No employees of Network or a Subsidiary are on strike or threatening to strike.

Section 3.21 Conflicts of Interest. Except as set forth on Schedule 3.21, no director,
officer, or employee of Network or a Subsidiary or any relative of any of them, has (a) loaned to

or guarapteed the loan of a third party to Network or a Subsidiary or borrowed any money from
Network or a Subsidiary or (b) any interest in any property, real or personal whether owned or
leased, tangible or inrangible, including but not Limited to, software, inventions, patents, trade
names or trademarks used in connection with or pertaining to the business of Nerwork, a
Subsidiary or any lender, supplier, customer, sales representatives or distributor of Network or
a Subsidiary; provided, however, that such director, officer, or employee or relative thereof shall
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not be deemed to have such interest solely by virtue of the ownership of less than five percent of
any stock or idebtedness of any publicly held company, the stock or indebtedness of which 15

traded on a recognized stock exchange

Section 3.22 lasurance Coverage Schedule 3.22 is a correct and complete hist of all
material insurance held by Network and the Subsidiaries including the policy number, pame of
carrier, coverage, term, expiration date and premium. Network and each of the Subsidiaries have
their buuuings, plants and properties, including, but not limited to telecommunications equipment
and inventories, insured for its actual cash value, but pot exceeding the amcunt it would ¢ost to
repair or replace such properties, against loss or damage by fire and all other harards and risks
of the character usually insured against by persons operating similar properties in the localities
where such properties are located under valid and enforceable policies issued by insurers of
recognized respoansibility. Such insurance coverage will be continued in full force and effect
through the Closing. Neither Network nor any Subsidiary has not been refused any insurance by
an insurance carrier 10 which it has applied for insurance during the past three years.

Section 323 RESERVED

Section 3.24 Correct Records. The financial records, ledgers, account books, minute
books, stock certificate books, stock registers, and other corporate records of Network and each
of the Subsidiaries are current, correct and complete in all material respects.

Section 3.25 Yote Required. Tbe approval of the Merger and the adoption of this
Agreement by the holders of a majority of the voting power entitled to be cast by all holders of
the outstanding shares of Network Common (the “ Network Shareholder Approval”) is the oaly
vote of the bolders of any class or series of the capital stock of Network required to approve this
Agreement, the Merger, and the other ransactions contemplated hereby.

Section 3.26 Accounticg Matters. Neither Network nor, to Network's best knowledge,
any of its Affiliates (as defined below), has taken or agreed to take any action that would prevent
the accounting for the transactions contempiated by this Agreernent as a pooling of interests ir
accordance with GAAP and applicable SEC regulations. For purposes of this Agreement, the
term “Affiliate,” except where otherwisc defined herein, shall mean, as to any person, any other
person which directly or indirecdy controls, or is under common control with, or is controlled by
such person. As used in this definition, “control™ (including, with its correlative meanings,
“controlled by " and “under common control with™) shall mean possession, directly or indirectly,
of power to direct or cause the direction of management or policies (whether through ownership
or securities or partnership or other ownership interests, by conuract or otherwise).

Section 3.27 Registration Statement and Proxy Statement. None of the information

supplied or to be supplied by or on behalf of Network for inclusion or incorporation by refereace
in (a) the registration statement on Form 5-4 or any post-effective amendment to a registration
statement on Form 54 to be filed with the SEC by IX¢ i1 connection with the issuancs of siares
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of the IXC Common in connection with the Merger (the “Reg:stration Statemnent™) will, at the
time the Registration Statement is filed with the SEC and at the time it becomes effective under
the Securities Act, contain any untrue statement of a material fact or omit o state any material fact
required (o be sated therein or necessary to make the statements theremn ot misleading and (b)
the proxy statement, in definitive form. relaung to the imeeting of the Shareholders to be held in
connection with the Merger and the transactions related thereto {the “Proxy Statement™) will, at
the dates mailed w the Shareholders and at the ume of the meeting of the Sharcholders to be held
in connection with the Merger, contin any untrue statement of a material fact or omit to state any
material fact required to be stated therein or necessary in order to make the statements therein,
in light of the circumstances under which they are made, not misieading. The Registration
Swatement and the Proxy Statement will comply as to form in all material respects with the
provisions of the Securities Act and the Exchange Act and the rules and regulations thereunder.

Section 3.28 QOpiniop of Financial Advisor. Network has received the opinion of

Morgan Stanley & Co., dated as of the datc hereof, (o the effect that, as of such date, the Merger
Consideration is fair from a financial point of view to the Sharehoiders.

Section 3.29 Letters of Agency. Nerwork bas made available to IXC true and complete
copies of all customer letters of agencies ("LOAs™) as of September 30, 1997. To Network's
knowledge, after diligemt serutiny as required by law, all such LOAs were obtained in accordance
with applicable law and were valid of such date.

Section 3.30 Prrmits. Al material franchises, permuts, licenses, qualifications, rights-of-
way, easements, municipals and other approvals, authorizauons, orders, consents and other rights
from, and filings with, any government authority of any jurisdiction worldwide relating to the
+ nduct of Network's and each Subsidiary’s business {collectively, “Permits”) have been duly
obtained and are in full force and effect and there are no proceedings pending or, to Network's
knowledge, threatened which may result in the revocauon, cancellation or suspension, or any

adverse modification, of any Permit.

Section 3.31 Sectipn 203 Not Applicable. The Board of Directors ot Network has taken

all actions so that the restrictions contained in Section 203 of the Corporation Law applicable to
a “business combination” (as defined in such Section 203) will not apply to the execution, delivery
or performance of this Agreement or (0 the consummation of the Merger or the other transactions
contemplated by this Agreement or any of the Transaction Documents. Network does not own
any shares of the capital stock of [XC.

Section 3.32 Disclaimer. Network shali not be deemed to have made to IXC any
representatios or waranty other than as expressly made by Network in this Article ITI. Without
limiting the generality of the foregoing. and notwithistanding any otherwise express representations
and warranties made by Network in thus Article [11, Network makes no representation or warranty

to IXC with respect to:
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{a) Any projections, estinates. or budgets heretofore delivered to or made
available 10 IXC of future revenues, expenses, or expendirures or future results of
operations; or

(b)  Except as expressly covered by a r_presentation or warranty contained in
this Article III, any other information or documents (financial ot otherwise) made available
to IX or its counsel, accountants, or advisers with respect 1o Network,

Section 3.33 Due Diligence Investigation

(a)  Network acknowledges that it has had the opportunity to visit with [XC and
meet with IXC's respective officers and other representatives to discuss the business and
the assets, lisbilities, financial condition, cash flow, and operations of IXC.

(b)  Network acknowledges that it has made its own independent examipation,
investigation, analysis, and evaluation of IXC, including Network's own estimate of the
value of IXC’s business.

(c)  Network acknowiedges that it has undertaken such due diligence (including
a review of the assets, liabilities, books, records, and contracts of IXC) as Network deems

adequate, including that described above

Section 3.34 Farm of Warrant. Each of the agreements represcating the Warraats is
of one of three forms provided to IXC entided “Certificate for Common Stock Purchase

Warram”, “Non-Qualified Stock Option Award Agreement™, or “Representative’s Stock Purchase
Option or Warrant Agreement”™.

ARTICLE IV
COVENANTS OF NETWORK

Network covenants and agrees that from the date hereof to and including the Effective
Time:

Section 4.1 Maintenance of Business. Network shall, and shall cause each of the

Subsidiaries to, costinue to carry oa its business, marQin its nlants and equipment and keep its
books of account, records and files in substantially the same manner as heretofore. Schedule 4.1
contains a list of all expenses outside the ordinary course of business that Network anticipates
making, or anticipates that the Subsidiarics will make, prior to or at Closing, excluding all legal,
professional and investment advisor fees incurred in connection with the Merger. Nerwork will
maioin, and will cause each of the Subsidiaries to maintain, in fu'l force and effect without
reduction insurance policies now in effect. Network will continue, and will cause each of the
Subsidiaries to continue, 10 carry on such achivites, plans, capital and operating programs which
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were approved by its board of directors prior to the date hereof, provided that such activities,
plans and programs shall not involve expenditures exceeding $250,000 for each such activity, plan
or program. If any such activities, plans or programs exceed $250,000 they shall, prior 1o their
implementation, be submirted to IXC in writ:ng. and shall have been approved by IXC.

Section ? [Negative Covenants. Except for the permunied actions of Nerwork set forth
on Schedule 4.2, without the prior written consent of [XC, Network shall not, and shall aot permit

any of the Subsidiaries to:

(a) Issue, sell, purchase or redeem, or grant shares, options, warrants or such
other rights to purchase or otherwise agree (o 1ssue, seil, purchase or redeem any shares
of its capital stock or any other securities of Network or such Subsidiary;

(b)  Amend its Centificate of Incorporation or amend its Bylaws;

(c)  Ibcur or prepay any liability for borrowed moeney, short term debt or long
term debt (as those terms are defined in GAAP), and at Closing, Nerwork shall have no
Indebtedness as defined in [XC's Indenture refaung to its 12-172% Semor Notes due 2005,
except as approved by IXC;

(d) Pay or guarantee any obligation or habuiliiy, other than obligations or
liabilities reflected in the balance sheet contained in the Nerwork Recent Financial
Statements, when due, liabilities incurred since the date of such balance sheet in the
ordinary course of business and obligations under contracts and agreements referred to in
Schedules annexed hereto or entered into 1o the ordinary course of business;

(=) Adopt or modify any severance, consulting, bonus, pension, profit sharing.
benefit or other compensation plan or arrangement or increase its overall work force, other
than in the normal course of business, or enter inte any wrinten contract of employment
requiring payments of more than $75,000 wn any 12 month period;

(H Enter into or modify any contract or commutment, incur any liability,
absolute or contingent, waive or fail to enforce any night or enter into any other
transactions, other than in the ordinary course of business;

® Willfully take any action that would or might reasonably be expected to
result in any representation or warranty set forth in tus Agreement being or becoming
untrue in any material respect or in any of the conditions to the consummation of the
transactions contemplated by this Agreement set forth in Arucke VI hereof not being

sarisfied;

(h)  Have declared, paid, made or become obligated to make any dividend
payment or other disuribution to the Shareholders,
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(1) Enter inte any maizil! conuzons (or modify in a material way any such
existing coatracts) for (i) the material purchase of communtcations services uniess such
contracts are first approved by IXC. or (1) acquire (by merger. consolidation or
acquisition of stcck or aszess o otierv. ey 104 CArme ALon, partaership or other business
organizzioa or division taerect,

G, Wilifully take any action which would, or would be reasonably likely to,
prevent accounting for the transacuons contemplated by this Agreement as a pooling-of-
interests in accordance with GAAP and appliczble SEC regulations;

(k)  Take any action which would. or would be reasonably likely to, adversely
affect the ability of the Merger to qualify for tax-free treatment under the Code, both to
the parues hereto and their respective sharcholders,

¢} Make any changes in its accounting methods, except as required by law,
rule, regulation, or GAAP; or

(m) Fail to maintain its advertising and promotional expenditures in the ordinary
course of business consistent with past practice.

Section 4.3 Organization, Goodwill. Network shall preserve, and shall cause each of
the Subsidiaries t preserve, its business organization intact and use its best efforts to substantially

retain its present officers and employees and preserve the good will of its suppliers, customers and
others having business relations with it.

Section 4.4 RESERVED.

Section 4.5 Corporate Action. Subject to the provisions of this Agreement, Network
shall take all pecessary corporate and other acuon required of it to carry out the transactions
contemplated by this Agreement; provided, however, that nothing in this Article IV or anywhere
eise in this Agreement shall require Network to carry out such transactions if a Final Urder (as
defined in Section 8.3 of this Agreement) of a Commission conwains a term, condition or provision
which Network and IXC reasonably determine 1o be unduly burdensome.

Section 4.6  Third Party Consents.

(a) Network will obtain, and will cause each of the Subsidiaries to obtain, or
cause to be obtained the consent of any third party whase consent is required in order that
Network can enter into and consummate the transactions contemplated by this Agreement
(assuming that IXC is able to consummate such transactions) without material violation of
any represenlation, warranty or covenant made by 11 in this Agreement; provided,
however, that if in the reasonabie business judgment of Network and [XC, it would be
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irmpracticable 1o obuin regulatcry approval of the Merger 2 a jurisd:ctica, the failure to
obtain such approval will not be a breach of this covenant.

(b}  Nemwork wili use ars reasonable ¢troots, and will cause each of the
Subsidiaries 0 use izs reasonable ertorL, tu cooperate with LXC 10 ¢ bLEin OF Cause (0 be
obtained the consent of any third party whose consent 1s required in order that the
transactions contemplated by this Agreement may be consummated without violation of
any representation, warranty or covenant made by IXC in this Agreement.

Section 4.7 Securities Laws. Nerwork will cooperate, and will cause each of the
Subsidiaries to cooperate, with [XC in taking al! action and providing all information necessary
to permit the transactions contemplated heretn to be consummated in compliance with all

appticable federal and state securities laws and regulauons.

Section 4.8 Communications Laws.

(a} Network will take all reasonable action, and will cause each of the
Subsidiaries to take all reasonable action necessary to permit the transactions contemplated
herein to be consummated in compliance with all applicabie federal, state and local
telecommunications laws governing or applicable to Network the Subsidiaries and their

respective busipesses.

(®) Network will use its reasonmable efforts, and will cause each of the
Subsidiaries to use its reasonable ¢fforts, to cooperate with IXC to permit the transactions
contemplated herein to be consummated in compliance with all applicable faderal, state and
local telecommunications laws governing or applicable to IXC and its business.

Section 4.9  Notice of Proceedinss. Network will, upon becoming aware of any order
or decree or any complaint praying for an order or decree restraiping or cojoining the
consummation of this Agreement or the transacrions contemnplated bereunder, or upon receiving
any notice from any governmental deparument, court, agency or commission of its intention to
institute an investigation into, or institute a suit or proceeding to restiuin or enjoin the
consummation of this Agreement or such transactions, or to nullify or render ineffective this
Agreement or such transactions if consummaced, promptly notify IXC in writing of such order,
decree, complaint or notice.

Section 4.10 Confidentiality. Network shall maintain all information gained from [XC
in connection with it. evaluation of the transactions contemplated by this Agreement that is
confidential and proprietary to [XC (the “IXC Confidenual [nformauon”) in strict coafidence, and
shall take all precautions necessary to prevent disclosure, access to, or transmission of the IXC
Confidential Information, or any part thereof, (o any third party, except (a) for the exclusive
purpose of evaluating the Merger and (b) as required by law or order of any court having
competent jurisdiction; provided, however, that before disclosing any IXC Confidential
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[aformation under this exception, Network shall give INC sufficient actice to allow it 1o seek an
appropriate protective order, and (c} as is necessary or required for Nerwork to satisfy its
disclosure obligations under applicable federal and state securities laws  Network shall use its
reasonadls best efforts 1o ensure thar any person or eutity to 'vhom h=v visviose INC Confidertial
Information shail keep such informasion conficenuai. The [XC Cuniidenuu informanien shall be
used only for the purposes .. evajuating the transacuons contemplated hereby and in the event the
Closing does not occur for any reason, Network shall, immediately upon [XC's request, return
alt copies and recordings of the [XC Confidential Information in their possession or under their
control and delete all records thereof in any data storage system maintained by or for Network.
Network's obligations under this Section 4.10 shall survive the Closing for a period of three

years.

Section 4.11 RESERVED.

Section 4.12 Adverse Events. Prompuly after the occurrence, or failure to occur, of any
event, the occurrence or failure of which {2} would resuit in 2 Network Material Adverse Effect,

or could reasonably be expected to result in a Nerwork Material Adverse Effect or materially
adversely affect the ability of Network to perform any of its obligations under this Agreement,
(b) if kmown as of the date of this Agreement, would have been required to be disclosed to [XC,

or (c) causes any representation or WarTanly contained in this Agreement or any Schedule hereto
to be ungrue or inaccurate in any material respect at any time from the date of this Agreement to
and including the Closiag Date, Network shall provide to [XC all refevant information related

thereto.

S-~~tion 4.13 Sharsholders’ Approval.

(a) Network shall, as soon as reasonably pracucabie after the date bereof, (i)
take all steps necessary to duly call, give notice of, convene, and hold a meeting of the
Sharebolders (the “Network Meeting”™) for the purpose of securing the Nerwork
Shareholder Approval, (ii) distribute to the Shareholders the Proxy Statement in
accordance with applicable federal and state law and its Ceruficate of Incorporation and
Bylaws, (iii) recommend to the Shareholders the approval of the Merger, this Agreement,
the Transaction Documents to which Network is a party, and the transactions contemplated
herehy and thereby, and the adoption of this Agreement and such Transaction Documents,
and (iv) cooperate and consult with [XC with respect to each of the foregoing marers.

() The Network Meeting shall be held on such date as Network and [XC shall
mutually determine.

{c) It shall be a condition to the obiigation of Network to diztribute to the
Shareholders the proxy statement that the opinion of Morgan Stanley & Co. referred to in
Section 3.28 shall not have been withdrawn.
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Sectior: 4.14 Eule 145 sAffiliates Notwerk shall idenufy o a letter to IXC all persons
who are, and 50 Network's best knowledge who will be at the Closing Date, “affiliates™ of
Network as such term is used in Rule 145 under the Securities Act (or otherwisc under applicable
SEC accounung releases with respect ¢ pooiing -ot-.atere -~ 2..ounung ireatment). Network shall
uze ai] reasonable efforts to cause i affilates Ginciudan uny person who may be deemsd 15 kave
become such .a affiliste afier the date of the letier referred to tn the prior seatence) (o deliver to
IXC on or prior to the Closing Date a wrinen acknowledgment of such peesons’ affiliate statys,
inctuding such person’s agreement not to dispose of any Merger Consideration received by them
in any manner that would cause the transactions contemplated hereby net to qualify for pooling-of-

interests accounting treatrment.

Section 4.15 Tax Returns. Network shall provide 1o IXC for its review any tax retuens
(a) with respect to the fiscal year ended March 31, 1997 and (b} for any stub periods. due to be

filed between the date of this Agreement and the Effective Time

Section 4.16 No Solicitation. Network agrees that, prior to the Effective Time, it shall
not, nor shall any of its directors, officers, employees, agents or representatives, directly or
indirectly, solicit, initiate or encourage (including by way of furnushing or disclosing information)
inquiries or proposals concerning any merger, consolidation or acquisition or purchase of all or
any substantial portion of the assets or capital stock of Network (“Network Acquisition
Transaction™) or pegotiate or enter into any discussions or other communications with any
prospective purchaser (other than [XC or its affiliates) with respect to any Network Acquisition
Transaction, except 1o the extent required for its Board of Directors and officers 1o meet their
fiduciary duties to the Sharebolders. Network shall immediately advise IXC of any inquiries or
proposals relating 1o apy Network Acquisition Transaction.

ARTICLE V
REPRESENTATIONS AND WARRANTIES
OF IXC, IXC LONG DISTANCE AND ACQUISITION

IXC, IXC Loag Distance, and Acquisition hereby represent and warrant to Network as
follows:

Section 5.1 Corporate Existence. Each of IXC, IXC Long Distance and Acquisition
is a corporation duly organized, validly existing and in good standing under the Jaws of their
respective jurisdictions of incorporation. Atutached hereto as Exhibit 5.1 is a complete and correct
copy of the Certificate of Incorporation and Bylaws (1ogether with all amendments thereto) of
IXC, IXC Long Distance and Acquisition. Each of IXC, IXC Long Distance and Acquisition is
duly qualified, certified or licensed in each state and jurisdiction where such qualification,
certification or licensing is necessary or required for IXC, IXC Long Distance and Acquisition
to conduct their businesses. IXC Long ihstance 15 duly qualified, certified or licensed in each
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state and jurisdiction where such qu. ..Jicat 0% C2rhfiCation or licensing is Aesessary of reguired
for IXC Long Distance to offer communication services.

Seciion 5.2  Corporaie Power pnd “athority  Each of IXC, EXC Lerz Distancz and
Acquisition has all requasite cor gt o e ol athoriky to owa als properties and as e | gt
to carry on the business w1 which it i now engaged  Each of IXC, IXC Long Dnstance and
Acquisition has the corporate power and authority to eecule and deliver this Agreement and the
Transaction Documents to which it 11 4 party, ad o perform thew respective covenants set forth
herein “nd therein.

Section 5.3 Capitalization. The authorized capital stock of [XC at November 30, 1997
consists of:. (a) 100,000,000 shares of IXC Comm n, of which 31,532,708 shares are issued and
outstanding and (b) 3,000,000 shares of preterred stock, par value $.01 per share, of which
1,400,000 shares are designated as Convertible Preferred Stock, 900,000 shares are designated
as Exchangeable Preferred Stock, 2,000 shares are designated as Series | Preferred Stock, and
12,550 shares are designated as Series 3 Preterred Stock. At November 30, 1997, there were
1,036,574 shares of Convertible Preferred Stock issued and outstanding, 308,959 shares of
Exchangesble Preferred Stock issued and outstanding, 414.03 shares of Series 3 Preferred Stock
issued and outstanding; all of the previously 1ssued Series | Preferred Stock had been redeemed
and no other shares of Preferred Stock were outstanding. Except as set forth on Schedule 5.3,
at November 30, 1997, there are no other classes of equity, options, warrants, calls, rights or
commitments or any other agreements of any character relating to the sale, issuance or voting of
any shares of capital stock of IXC, or any sccuriuies convertible into or evidencing the right to
purchase any shares of capital stock of IXC. All such issued and outstanding shares are validly
issued, fully paid and nonassessable. There are no restrictions imposed by the Centificate of
locorporation or Bylaws of IXC, and there are no other agreements, understandings or
commitments, which would in any way affect or impaur the transactions contemplated hereby.

Section 5.4 Binding Effect. This Agreement and each of the Transaction Documents
required to be delivered by IXC, IXC Long Distance or Atquisitic . in connection herewith, when
executed and delivered, will be the legal, valid and binding obligation of IXC, IXC Lung Distance
or Acquisition, ss applicable, enforceable agamnst them 1n accordance with their terms, except as
caforceability may be limited by (a) applicable bankruptcy, reorgamization, insolvency,
moratorium and similar laws affecting the enforcement of creditors’ rights generally and (b}
generai equitable principles (regardless of whether entorceabulity is considered in a proceeding

in equity or at law).

Section 5.5 [Execution agd Deliverv Pcrmitted  The execution, delivery and

performance of this Agreement, and the Transaction Ducurnents and the consummation of the
transactions contemplated hereby or thereby will not violate or result in a breach of any term of
IXC's Centificate of Incorporation or Bylaws or resuit 1n a breach of or constitute a default (or
an event which, with notice or lapse of ume or both would consutute a default) under or result
in the wermination of, or accelerate the performance required by or under any term in any

15
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agreemen:, tariff, or othzr instrumient o whih siher {NC) IXC Long Distance of Acguisitior, 1
a party or by which either of them s bound (unless such defauit has been previously waived by
the other party to such agreernent, tanitt, or other instrument}, or violate any law or any order,
rule, judzment, decree, or award, or regulier anplable 1 o of 20y court o aay regulatory
body, administrative agzncy or uther go-criLneatal strumentaln, B2ang junsdicton over tem
or their propertes. Each of IXC's and Acguisiton’s Board of Directors and, to the extent
requiredt stockholders, have, or as uf the Closing Date shall have, taken all action required by
law, and by their respective Certificates of Incorporation and thewr respective Bylaws to authorize
the execution, delivery and performance of this Agreement and the consumunation of the
transactions contemplated by this Agreement or by any of its Exhibuts, including the issuance ot
the IXC Shares. Except as set forth on Schedule & S hereto, none of the execution, delivery or
performance of this Agreement or any ot the Transacnon Documents, or the consummatton of the
transactions contemplated hereby or therehy requires any filing with or the consent or approval
of any third party, including but not limited to any governmental budy or entity, other than (a)
compliance with the Securities Act and the Exchange Act, (b) applications to the FCC and certain
state utility regulatory commissions io states in which [XC, Network or a Subsidiary offers
services, (¢} notifications to the FTC and the DOJ under the HSR Act, and (d) the filing with the
Delaware Secretary of State of the Certificate of Merger in respect of the Merger in accordance

with the Corporation Law.
Section 5.6 Reports and Financial Statements. Since December 31, 1996, o the

extent DXC has been required to make filings under the Securities Act, the Exchange Act or
applicable state laws and regulations, [XC has filed with the SEC or the applicable state regulatory
authority, as the case may be, all forms, statements, reports and documents (including all exhibits,
amendments and supplements thereto) required to be filed by it under each of the Securities Act,
the Exchange Act and applicable state laws and regulations, and the respective rules and
regulations thereunder, all of which complied in all material respects with all applicable
requircments of the appropriate act and the rules and regulatuons thereunder. IXC has previously
delivered to Network true and complete copies of its (a) Annuval Reports on Form 10-K for the
fiscal year ended December 31, 1996, as filed with the SEC, which includes the audited
consolidated financial statements of IXC for the fiscal year then ended {the *[XC Financial
Statcments®), (b) proxy and information statements relating to all meetings of its sbareholders
(whether agnual or special), and actions by written consent tn lieu of a shareholders’ meeting,
from December 31, 1996 uati) the date hereof, (c} all other reports or registration statements filed
by IXC with the SEC since December 31, 1996 (coliecuvely, the “[XC SEC Reports™). As of
their respective dates, the IXC SEC Reports did not contain any untrue statement of a material fact
or omit to state a material fact required to be stared therein or necessary to make the statements
therein, in light of the circumstances under which they were made, not misieading. The audited
consolidated financial statements and unaudited interum financial statements of [XC inciuded in
the IXC SEC Reports and the IXC Financial Statements have been prepared in accordance with
GAAP (except as may be indicated thereir or in the notes thereto) and farly present in all material
respects the financial position of IXC and its subsidiarics as of the dates thereof and the results
of their operations and changes in financ:al position for the periods then ended, subject. in the
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case of the unaudited interim financial statements, (0 normai y=a;-end and aulit adjusiments and
the absence of explanatory footnotes. The IXC Financial Staternents contan apd reflect adequate
reserves as of the date thereof for all known liabilities or obl:zanions of any nature, whether
absoluie, contingen' or otherwise, in accordancs with GAAY The cnaadied aterim financial
statements of IXC included in the [XC SEC Reports, have bean sumuiar pregared anc centain
and reflect adequate reserve: s of the date thereof for all known habilities or abligations of any
nature, whether absolute, contingent or otherwise, in accordance with GAAP.

Section 5.7 Absence of Certain Changes. Except as ser forth on Schedule 5.7, since

the date of the mast recent balance sheet included in the IXC Financial! Staiements, there has not
been:

(a) Any material adverse change in the financial condition, operations, business
or prospects of IXC and its subsidiaries (an “IXC Materiai Adverse Effect”). including,
but not limited to, any state or federal regulatory proceedings which could culminate in
an order or other action which could have such ap adverse change, excluding generally
known industry trends and competitive conditions affecting the industry generally;

{b) Any material physical damage or destruction, whether or not covered by
insurance, which has resulted in, or reasonably couid be expected to result in, an IXC
Material Adverse Effect;

{c) Any material labor dispute or threat thereof or any attempt to organize or
reorganize the employees of IXC for the purpose of collective bargaining;

(d)  Any direct or indirect redemption, purchase or other acquisition by IXC of
any shares of IXC Comumon, or declaration of or pavment or distribution of any kind o
cash or other assets with respect to the [XC Common,

{®) Any communication, whether oral or written. 10 IXC from [IXC's customers
or suppliers or agencies regulating [XC notifying IXC of, nor does IXC, after making due
inquiry, have any knowledge of, any potential developmeant affecting IXC, which wouid
reasonably lead it to expect an IXC Marerial Adverse Effect; or

44) Any assignment, sale or transfer of any material pateat, trademark, yade
name, trade secret, copyright or other intangible asset.

Section 5.8 Ng Undisclosed Liabilities. Except as set forth on Schedule 5.8 attached
hereto and made a part hereof, as of September 30, 1997, newther IXC nor any of its subsidiaries
that are included in the IXC Financial Statements had any material liabilines, absolute or

contingent, which are not shown on the 1XC Financial Satements.
Section 5.9 RESERVED

KC)-3al3il.5



o o
Section 5.10 Benefit Plans; ERISA.

(a) Schedule 5.10(a) contains a true and com~lete list of each written pension,
profit skaring, othér deferred compensat:on, boaus, mmcsative compensation, stock
purchase, steck option, retirement, supplemental retrenient, severance ¢r {srmination pay,
medical, wuospitalization, life insurance, dental, disability, salary continuation,
supplemental unemployment benefits plan, program, arrangement or contract maintamed,
contributed to, or required to be contributed to by IXC or any Related Party (hereinafter
defined) for the benefit of any current or former emplovee, director or agent of IXC or
any Related Party, whether or not any of the foregoing is funded and whether or not
subject to the ERISA {collectively, the “IXC Benefit Plans™). IXC and its Related Parties
do not have any express or implied commiunent or contract 1o create any additienal IXC
Benefit Plan or modify any existing IXC Benefit Plan in a manper that would materially
increase its costs, other than as may be required to comply with ERISA or the Code. 1XC
has delivered to Network, with respect to each applicable [XC Benefit Plan (i} true and
complete copies of all material documents embodying each [XC Benefit Plan inciuding,
without limitation, the plan and wrust or othe:r funding arrangement relating thereto,
summary plan descriptions, employee handbooks or personnel mapuals, and all
amendments and supplements thereto; (i1) the most recem annual report (Series 5500 and
all schedules thereto), if any, required by ERISA, and (i) the most recent determination
lecter received from the IRS, if any. For purposes of this Section 5.10, “Related Party™
means any member of a controlled group of corporations, a group of trades or businesses
under common coptrot or an affiliated service group, within the meaning of Section
414(b), (c), (m) or (0} of the Code, of IXC.

(b) Except as provided in Schedule 5 10(b) none of the IXC Benefit Plans is
intended by IXC or any Related Party to meet, or 1s required to meet, the requirements of
Section 401(a) of the Code and nro IXC Benefit Plan is subject to Titde IV of ERISA.

{¢) IXC and any Related Party have performed the obligations required to be
performed by them under, and are aot in default under or in violation of, any and all of
the IXC Benefit Plans in any material respect, and each [XC Benefit Plan has been
operated in all material respects in accordance with the requirements of al! applicable laws
and regulations. Neither any IXC Benefit Plan or fiduciary nor IXC or any Related Party
bas taken any action, or failed to take any action, that could subject it or any other person
to any material liability for any excise tax under Chapier 43 of the Code or for breach of
fiduciary duty with respect to or in connection with a IXC Benefit Plan.

(d) Al po time has IXC or any Related Party been required 1o contribute to any
“multiempiloyer plan® (within the meaning of Section 3(37) of ERISA) and IXC and its
Related Parties have no liability (contingent or otherwise) relating to the withdrawal or
parual withdrawal from a multi employer plan [XC and its Related Parties do not

parucipate in any “multiple employer plans.” within the meamng of Code Section 413(c}

KC1-M8311.5 2%




{¢) No IXC Beeefit Flan provides or i reguired i3 provide group healrh,
medical.- death or survivor benefits to any former or retired employee of [XC, a Related
Party or beneficiary thereof, except to the cxtent (i) requircc under any state law or (ii)
under Section 601 of ERISA.

H No [XC Benefit Plan or fiduciary has nor dues [XC or any Related Party
have any material liavility to any participant, beneficiary or other person under any
provision of ERISA or any other applicable law by reason of any payment of, or fadlure
to pay, benefits or other amounts with respect to or in connection with any IXC Benefir

Plan.

Section 5.11 Litigntion. Exceprt as set forth in Schedule 5 1.

(a}  There are oo claims, suits, actions, of proceedings of any nature whatsoever
in law or in equity, pending before any court, governmental department, commission,
ageocy, inswumentality or authority or any arbitrator, or, to the best knowledge of IXC,
threatened, nor are there, to the best knowledge of [XC, any investigations, whether or
not purportedly on behalf of IXC, complainis or reviews by any court, governmental
department, commission, agenCy, instrumentality or authority or any arbitrator pending
or threatened against, relating 1o or affecting, IXC which could reasonably be expected to
have an IXC Material Adverse Effect.

(b) IXC is pot operaring under or subject to, nor in default with respect 10, any
order, writ, injunction, garnishmeant, levy or decree of any federal, state, municipal or
other governmental court, departmept, commission, board, bureau, agency or
in rumentality, which could bave an IXC Maierial Adverse Effect. The issuance of
shares of IXC Common in the Merger will not constitute a default thercunder,

(c)  As of December 16, 1937, during the past five years, there had not been
nor was there pendling, any claim(s) against any person in his or her capacity as either a
director or officer of IXC. IXC bas no actual knowledge or information of any act, error
or omission which would give rise to such a claim.

(d)  There is 8o claim, legal action, suit, arbitration, governmental investigation
or other legal or other administrative proceeding. including any bankruptcy proceeding,
nor amy order, decrer or judgement in progress, pending. in cftect, or, to the knowledge
of IXC threatened, against or relating to IXC or Acquisition. which could reasonably be
expected to materially negatively affect the wransactions contemplated by this Agreement.

Section 5.12 Compliance with Laws Except as set forth on Schedule 5.12, IXC has

not received wrilten notice of any violation by IXC of uts wriffs or of laws, regulations and orders
from any governmental entity having authority to enforce such taritfs, laws, regulations and
orders, including, but not limited to, the Communications Act of 1934 as amended by (a) the
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Telecormmunications Act cf 1996 and (b the T2'2phone Consurmer Proteciion Act of 199, which
could reasonably be expecied to have an [XC Material Adverse Effect.

Section 5.13 Tax Rettirms  Excepo s cet forth in Schewule 513, (2) all federal income
tax rerurns, aad other federal tax returns, declarztions of estunated tax or estimated tax deposit
forms of every natu, . required to be filed by IXC have been duly filed or will be duly filed as of
Closing, and (b) all state, county and local tax returns and declarations of estimated tax or
estimated 1ax deposit forms required to be filed by IXC have been duly filed {(except where failure
to file such remuns, declarations or forms described n this clause {b) would not have an IXC
Material Adverse Effect) and all of the returns, declarations and forms referred to in clauses (a)
and (b) were or will be when filed true, correct and compicte 1n all material respects and [XC has
paid ali taxes which have become due and owing or pursuant to any assessment received by it and
has paid all installments of estimated tax due. Where such returns and reports have nat been
audited and approved or settled, there has not been any waiver or extension of any -applicable
statute of limitations, and IXC has not received any notice of deficiency or adjustment. Except
as described on Schedule 5.13, attached bereto and made a part hereof, the unaudited interim
balance sheet of IXC as of September 30, 1997, contains liahtlities which are and will be sufficient
for the payment of all respective federal, state, counry, ciry and local taxes and assessments,
whether current or deferred. All taxes and other assessments and levies which IXC is required
by law to withhold or to collect have been duly withheld and collected, and have been paid over
to the proper governmental authorities or are held by IXC in its bank accounts for such payment,
except where the failure 1o so withhold will not have an IXC Material Adverse Effect. All
statements and reports required to be filed under any chapter of the Code by IXC have been duly

filed.

Section 5.14 Environmental Matters.

(a)  To the knowledge of IXC, operations conducted on the real property of [XC
at all times complied in all respects with Environmental Laws, except for non-compliance
that would not have an IXC Material Adverse Effect. IXC has otrained all governmental
authorizations and permits under Environmental Laws necessary for its operations. IXC
is in material compliance with each term and coodition of such authorizations and pernits.

(b)  The real property occupied by IXC in connection with its business and
[XC’s operations thereon are not to the best knowledge of IXC subject to (i) any federal,
state, or local investigation, (ii) any judicial or administrative proceeding alleging a
violation of or liability under any Envirorvr=ntal Law, or (n1) any outstanding writen
order or agreement with any govsrnmental authority or private party relating 10 any
Eovironmental Law.

Section 5.15 RESERVED.
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Section 5.16 Labor Matters. No group of =mpiovez: of INC s presently oraznized
into a collectiv¢-bargaining unit. No labor union has recently arz=mpted, or 1o best knowledge of
IXC is presently attempting, to organize any of [XC's employees tnto ¢ collective bargaining unit.
No ermplovees of IXC are on strike or tiirsaisaing 1o sirike

Section 5.17 RTSERYED.
Section 5.18 RESERVED.

Section 5.19 Correct Records. The financial records, ledgers, account books, minute
books, stock centificate books, stock registers, and other corporate records of IXC are current,

correct and complete in all material respects.

Section 5,20 ¥ote Required. No vote of the holders of any class or series of the capital
stock of IXC is required to approve this Agreement, the Merger, and the other transactions

contemplated hereby.

Section 5.21 Accounting Matters. To IXC's best knowledge, neither IXC por any of
its Affiliates has taken or agreed o take any action that would prevent the accounting for the
ransactions contemplated by this Agreement as a pooling of interests in accordance with GAAP

and applicable SEC regulations.

Section 5.22 Registration Statemnent and Proxy Statement. None of the information

supplied or to be supplied by or on behalf of IXC for inclusion in (a) the Registration Statement
wil' at the time the Registration Statement is filed with the SEC and at the time it becomes
effective under the Securities Act, contain any untrue statement of a material fact or omit o state
any material fact required 10 be stated therein or necessary (10 make the statements therein not
misleading and (b) the Proxy Statement will, at the dates mailed to shareholders contain any
untrue statement of a material fact or omit to state any material fact required to be stated therein
or necessary in order 1o make the statements therein, in light of the circumstances under which
they are made, not misleading. None of the SEC filings of IXC which contain information to be
incorporated by refereace into the Registration Statements or the Proxy Statement contained, or
shall contain, as of the date of each such SEC filing, any untrue statement of a2 material fact or
omitted, or shall omit, as of the date of such SEC filing, to state any material fact required to be
stated therein or necessary to make the saterments therein not rusleading. The Registration
Staternent will comply as to form in all material respects with the provisions of the Securities Act
and the Exchange Act and the rules and regulations thereunder

Section 5.23 RESERVED.

Section 5.24 Disclaimer. [XC shall not be decmed to have made to Network any
representation or warranty other than as expressly made by IXC in this Articie V. Without
limiting the generality of the foregoing, and notwithstanding any otherwise express representations

-
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and warranties mede by IXC in thus Arucle V, 1XC makes no representalion or warranty io
Network with #éspect to:

fa)  Any projections, estumates. or budgets hererotore delivered to or made
availabie 10 Network of future revenues, cxpenses, of expe litures or future results of

operaticns; or

(b)  Except as expressly covered by a representation or wartanty contained in
this Aricle V, any other informacion or documents {financial or otherwise) made available
to Network or its counse!, accountants, or advisers with r=spect to IXC.

Section 5.25 Due Diligence Investization

(a) IXC acknmowledges that (i) it has had the opportumty to visit with Network
and meet with its respective officers and other representatives to discuss the business and
the assets, liabilities, financial condition, cash flow, and operations of Network and (ii)
all materials and information requested by [XC have been provided to IXC to [XC's
reasonable satisfaction.

) IXC acknowledges that 1t has made ity own independent examination,
ipvestigation, apalysis, and evaluation of Network, including [XC's own estumate of the
value of Network's business.

(¢} IXC acknowledges that it has underiaken such due diligence (including a
review of the assets, liabilities, books, records, and contracts of Network) as [XC deems
adequate, including that described above.

ARTICLE VI
COVENANTS OF IXC

IXC covenants and agrees that from the date hereof to and including the Effective Tume:

Section 6.1 Maintenance of Business. IXC shall continue to cairy on s

telecommunications business and mainain its and keep its books of account, records and files in
substantially the same manner as heretofore.

Section 6.2 Negative Covenants. Except for the permitted actions of IXC set forth on
Schedule 6.2, without the prior written consent of Network, IXC shall not:

(a) From the date hercof duough the Effective Time, issue, sell, purchase or
redeem, or grant options (o purchase or otherwise agree to issue, sell, purchase or redeem
any shares of its capital stock or other securtties of [XC except for fair value as determined
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as of the date of grant or agresment 1n the good fauith judzment of the IXC Board of
Directors;

(b) RESERVED;

(¢)  Willfully take any action that would or might reasonably be expected 1o
result in any representation or warranty set forth 1n this Agreement being or becoming
untrue in any material respect or in any of the condions (o the consummation of the
transactions contempiated by this Agre=ment set forth i Arucle VII hereof not being

satisfied;

(d) Have made or become oblizaied 10 make anv cash dividend payment or
other cash distribution te the hoiders of 1XC Common;

(¢  Wilifully take any action which would, or would be reasonably likely to,
prevent accounting for the transactions contemnplated by this Agreement as a pooling-ol-
interests in accordance with GAAP and applicable SEC regulations; or

3] Willfully take any action which would, or would be reasonably likely to.
adverseiy affect the ability of the Merger 1o qualify for ux-free treatment under the Code,
both to the parties hereto and their respective sharchoiders (except for any cash received
in lieu of fractional shares).

Section 6.3 RESERVED.
Section 6.4 RESERVED.

Section 6.5 Corporate Action. Subject to the provisions of thus Agreement, IXC shall
take, and shall cause IXC Long Distance and Acquisition to ke, all necessary corporate and

other action required of it to carry out the transactions contemplated by this Agreement; provided,
however, that nothing in this Article V1 or anywhere else in this Agreement shall require IXC to
carry out such transactions if 2 Final Order (as that term 15 defined in Section 8.» of this
Agreement) of a Commission contains a term, condition or provision which, in IXC's sole
determination, is unduly burdensome.

Section 6.6 Third Party Consents.

(a) IXC will obwain or cause o be obtained the consent of any third party
whose consent iv required in order that IXC can enter into and consummate the
transactions conternplated by this Agreement (assuming that Network is able to
consummate such transaction) without material violat:on of any representation, warranty
or covenat made by it in this Agreement, provided, however, that if in the reasonable
business judgment of Network and IXC. 1t wouid be impracticable to obtain regulatory
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approvai of the Merger in a jurisdict:on. the failure 1o obtain such approval will not be a
breach oF this covenant.

(b) IXC will use its reascnable efforts to coenerate with Network to obtain or
cause o0 be obtained the consent of anv third party whose consent is required in order that
the transaqu,uas contemplated by this Agreement may be consummated without violation
of any representation, warranty or covenant made by Network in this Agreement.

Section 6.7 Securities Laws. IXC will use its best efforts to take all action necessary
10 permit the transactions contempiated herein 1o be consummated in compliance with all

applicable federal and state securities laws and regulations

Section 6.8 Communpications Laws

(a) IXC will take all action reasonable necessary to permit IXC to consummate
the transactions comtemplated herein in compliance with all applicable federal, state and
local welecommunications faws governing or applicable to IXC and its business (assumning
that Network is able to consummate such transaction).

() IXC will use its reasonable cfforts to cooperate with Network to permil the
transactions coutemplated herein 1o be consummated in compliance with all applicable
federal, state and local telecommuaications laws governing or applicabie to Network and
its business,

Section 6.9 Notice of Proceediggs. [XC will. upon becoming aware of apy order or
decree or any complaint praying for an order or decrec restraining or enjoining the conswnmation
of this Agreement or the transactions contemplated hereunder, or upos receiving any notice from
any governmental department, court, agency or commission or ils intention to iastitutc an
investigation into, or imstitute a suit or proceeding (o restrain or enjoin the consummation of this
Agreement or such transactions, or lo nullify or render ineffective this Agreement or such
transactions if consummated, promptly notify Network in writing of such order, decree,
complaint, or potice.

Section 6.10 Confidentiality. [XC shall mamntain all nformation gained from Network
in connection with its evaluation of the trapsactions contemplated by this Agreement that is
confidential and proprietary to Network (the "Network Confidential Information™) in strict
confidence, and shall take all precauttons necessary to prevent disclosure, access to, or
transmission of the Network Confidential Information, or any part thereof, to any third party,
except (a) for the exclusive purpose of evaluating the Merger, (b) as required by law or an order
of any court baving competent jurisdicion; provided, however, that before disclosing any
Network Confidential Information under this exception, [XC shall give Network sufficient notice
10 ailow it 1o seek an appropriate protective order, and (¢} as is necessary or required for IXC 1o
satsfy its disclosure obligations under applicable federal and state secunities laws. LXC shall use

KC1-34831}.5 34



its reasonable best efforts to ensure that any person or entity to wham it discloses Network
Confidential Information shall keep such information confidential. The Network Confidential
Information shall be used only for the purposes of evaluating the transactions contemplated hereby
and in the event the Closing does not occur for any reasc*, [XC shall, immediately upon
Network's request, return all copies and recordings of the Network Confidential Information in
its possession or ~nder its control and delete ali records therec! in any data storage system
maintained by or for IXC. IXC's obligations under this Section 6.10 shall survive the Closing

for a period of three years,
Section 6.11 RESERVED.
Section 6.12 RESERVED.

Section 6.13 Adverse Events. Prompdy aficr the occurrence, or failure to occur, of any
event, the occurrence or failure of which (a) would result in an [XC Material Adverse Effect or

could reasopably be expected to result in an IXC Material Adverse Effect or materially adversely
affect the ability of IXC to perform any of its obligations under this Agreement, (b} if known as
of the date of chis Agreement, would have been required to be disclosed to Network, or (c) causes
any representation or warranty of IXC contained in this Agreement or any Schedule hereto to be
uptrue or inaccurate in any material respect at any time from the date of this Agreement to and
including the Closing Date, IXC shall provide to Network all relevant information related thereto.

Section 6.14 RESERVED.

Section 6.15 Lssuapce of Shares. Upon issuance of shares of the [XC Common in the
aerger as Merger Consideration, the IXC Shares will be duly authorized, validly issued, fully

paid and nonassessable, free and clear of any lien, security interest or other encumbrance of any
kind and free of any claim, except for the rights of IXC pursuant to this Agreement,

ARTICLE VII
ADDITIONAL AGREEMENTS

Section 7.1 Applications to Commissions- As soon as pracricable after execution of

this Agreement, Network and IXC shall join in applications to the Commissions requesting the
approvals and authorizations of each sucb Commussion of the transactions contemptated by this
Agreement. Each party shall pay its own fees of the Commissions charged in connection with or
incidental to the filing and processing of the aforesaid apphications, as well as all other fees and
expenses incurred in connection therewith. Eacb of the partics to this Agreement agrees that if
IXC, using its reasonable judgment, determines that an application to any other state or federal
agency for its approval or authorization of the transactions contemplated herein is required, then
[XC shall file such application and Nerwork shall join in such application with IXC and otherwise
act in accordance with the provisions of this Section 7 1 with respect to any such application.
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Section.7.2 Joint Proxy Statement and Registration Statement

() IXC and Network will prepare and file with the SEC as soon as reasonably
practicable after the date hereof the Registration Staternent and the Proxy Statement
(rogether, “ie "Joint Proxy/Registration Swuatement™). The parties hereto shal] each use
reasonable efforts to cause the Registration Statement to be declared effective under the
Securities Act as promptly as practicable after such filing. Each party hereto shall also
take such sction as may be reasonably required to cause the shares of IXC Common
issuable in connection with the Merger to be registered or to obtain an exemption from
registration under applicable state “blue sky" or securitics laws; provided, however, that
no party shall be required to register or qualify as a foreign corporation or {o take other
action which would subject it 1o service of process in any jurisdiction where the [XC or
the Surviving Corporation, as the case may be, will not otherwise be, following the
Merger, so subject. Each of the parties hereto shall furnish all information concerning
itself which is required or customary for inclusion in the Joint Proxy/Registration
Statement. The parties shall use reasonable efforts to cause the shares of IXC Common
issuable in the Merger to be approved for listing on the Nasdag National Market (“NMS™)
upon official notice of issuance. The information provided by any party hereto for use
in the Joint Proxy/Registration Statemeat shall be true and correct in all material respects
without omission of any material fact which is required to make such information not false
or misleading. No representation, covenant or agreement is made by any party hereto with
respect to information supplicd by any other party for inclusion in the Joint
Proxy/Registration Statement.

() IXC shall use its best efforts to cause to be delivered to Network letters of
Ernst & Young LLP, dated a date within two business days before the date of the Joint
Proxy/Registration Statemnert, and addressed to Network, in form and substance
reasonably satisfactory to Network and customary in scope and substance for “cold
comfort™ letters delivered by independent public accountants in comnection with
registration staternents on Form S+4.

(c) Network shall use its best efforts to cause 1o be delivered to IXC letters of
Arthur Andersen & Co., dated a date within rwo business days before the date of the Joint
Proxy/Registration Statement, and addressed to IXC, in form and substance reasonably
satisfactory to IXC and customary in scope and substance for “cold comfort” letters
delivered by independent public accounuants in connection with registration statements on

Form S54.

(d) The Network Board of Directors shall recormmend that the Shareholders
vote o adopt and approve the Merger on the terms and subject to the conditions of this
Agreement, and the Joint Proxy/Registration Statement shall contain such

recommendation.
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Section 7.3 HSR Filings. IXC and Network each shal! file or cause to be filed with the
FTC and the BOJ any notifications required to be filed by their respective “ultunate parent”
companies under the HSR Act and the rules and regulations promulgated thereunder with respect
1o the transactions contemplated hereby. The parties will use all comumercially reasonable efforts
1o make such filings prompily and to respond on a timely basis 10 any requests for additional
information made by either of ~ch agencies, provided. however, that nothi~g in this Agreement
shall obligate any party (or any Affiliate) to sell or otherwise dispose of or hold separate any
substantia! businpess asset or product line in order to obtain any required governmental approval.

Section 7.4 Expenses. Except as otherwise provided herein, irrespective of whether
the transactions contemnplated by this Agreement are consummated, ail costs and expenses incurred
by Network shall be paid by Network and all costs and expenses incurred by IXC and Acquisition

shajl be paid by IXC.

ARTICLE VI
CONDITIONS TO CLOSING

Section 8.1 IXC , IXC Long Distance and Acquisition Conditions to Closing. The
obligations of IXC, IXC Long Distance and Acquisition hereunder are subject to the satisfaction
or waiver of each of the following conditions at or before Closing:

{a)  All representations and warranties of Network in this Agreement and any
certificate or Schedule to be delivered pursuant hereto, which Schedute shall not be
amended by Network without IXC's prior written consent, shall be true and accurate in
a{l material respects on the date hereof and on and as of the Closing, and Network shall
have delivered to IXC a certificate to such effect dated as of the Closing Date,

(b)  There shall be no Network Material Adverse Effect from the date hereof
through the Closing Date and the average monthly revenues of Network, as determined
in accordance with Schedule 8.1(b), shall be ar least $8,400,000;

{¢)  Network shall perform and comply in all material respects with all of its
obligations under this Agreement which are 1o be performed or complied with bv it prior
o the Closing Date;

(d)  Network shall have delivered 10 IXC and Acquisition ali of the documents
required 10 be delivered by them pursuaat to this Agreement.

(e) IXC aad IXC's counsei shall have approved the form and substance of the
documents delivered by Network pursuant to this Agreement, which approval shall not be
unreasonably withheld or delayed;
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(ff  There shall be no claims, actions or suits pending or threatened against
Nerwork or a Subsidiary that would resurict of prohibic Network from consummating the
transactions conteraplated herein.

(g0  The Network Shareholder Approval shail L.ve been obtrined,

(h)  Prior 1 the Closisg, there shai! not have occurtod any damage, destruction
or loss in respect of Network or its assets exceeding $500,000 not covered by insurance;

)] Network shall have delivered to IXC a Certificate of Good Standing (or its
equivalent) of Network and each of the Subsidiaries issued by the Secretary of State of
their States of incorporation as of a date no more than 20 days prior to the Closing Date,

) Network shall have furnished 1o [XC a Ceruficate of the Secretary of
Network, certified as of the Closing Date, as to the incumbency and signatures of the
officers of Network executing this Agreement and any Transaction Documents to which

Network is a party;

(k)  Neither Network nor any of the Subsidiaries shall have suffered or incurred
the loss, termination, suspension or adverse medification to, or been threatened with any
such loss, termination, suspension or adverse modification to, any certificate, license or
permit necessary of required for Network or such Subsidiary to continue, both before and
after the Effective Time, to operate and conduct its business in the manper, and in the
geographic areas, currently conducted by it as of the date of this Agreement, except such
as would not have Network Material Adverse Effect;

)] All Commission approvais and material regulatory approvals, including all
licenses, permits, authorizations, consents and other approvals of and filings with any
govermmental or regulatory agency required to be obtained or made in conpection with the
consummation of the transactions contemplated by this Agreement shall have been oblained
or made by or oa behalf of the parties; and

(m) Al material consents of other third-parties required to have been obtained
in connection with the consummation of the transactions contemplated by this Agreement
shall have been obtained by or on behaif of Network.

Section 8.2 Network Conditions to Closing The obligations of Network hereunder

are subject to the satisfaction or waiver of each of the foilowing conditions at or before Closing:

(a) All representations and warranties of [XC and Acquisition in this
Agreement and any certificate or Schedule to be delivered pursuant hereto, which Schedule
shall not be amended by [XC without Network's prior written consent, shall be true and
accurate in all material respects on the date hereof and or and as of the Closing, and IXC

KC1-Jea3i1.5 38



and Acquisition shall have delivered 10 the Network a certficate to such effect dated as of
the Clasing Date;

) There shall be no EXC Matenal Ad.erie Effect from the date hereof through
the Closing Date;

(¢) IXC and Acquisition shall perform and comply in all material respects with
all of their obligations under tus Agreement which are to be performed or compiied with
by IXC or Acquisition prior to or on the Closing Date;

(d) IXC and Acguisition shall have delivered to Network 2l] of the doecuments
required to be delivered by them by this Agreement,

{e) Network and Nertwork's counsel shall have approved the form and substance
of the documents delivered by IXC and Acquisition pursuant to this Agreement, which
approval shall oot be unreasonably withheld or delayed;

(D There shall be no claims, acuons or suits pending or threatened against
IXC, IXC Long Distance or Acquisition that would restrict or prohibit IXC, [XC Long
Distance or Acquisition from consummating the transactions contemplated herein;

(g)  The Network Shareholder Approval shall have been obtained;

(h) IXC shall have delivered to Network Certificates of Good standing (or their
equivalent) issued by the Delaware Secretary of State for IXC, IXC Long Distance and
Acquisition, as of a date not more than 20 days prior to Closing Date; and

(i) IXC shall bave furnished to Network a Certificate of the Secretary of IXC,
IXC Long Distance and Acquisition certified as of the Closing Date, as to the incumbency
and signatures of the officers of IXC, IXC Long Distance and Acquisition executing
Agreement and any Transaction Document to which they are a party.

Section 8.3 Mutual Conditions to Obiigations of Network and IXC. The obligations

of Network and IXC hereunder are subject 1o:

(a)  The receipt of Final Orders (as defined below} of the Commissions
approving and authorizing the transactions conternplated herein which Final Orders are not
to be unduly burdensome. For the purposes of this Agreement, a “Final Order” shall
mean an order of any Commission which is not subject to rehearing by such Commission
or to judicial review.
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(b)  The Registration Statement, at or before the Closing Date, having become
effective’ in accordance with the Securines Act and the nonexistence of 2 stop order
suspending such effectiveness at such rime

{c)  The receipt by each of a jctter trom its independent public accountants,
dated as  * the Closing Date, in form and substance reasonably satisfactory, in each case,
to Network and IXC, stating that the transactions to be effected pursuant to this Agreement
will qualify as a pooling of interests transaction under GAAP and applicable SEC

regulations.

(d)  The shares of IXC Common :ssuable pursuant to the MERGER having besn
approved for listing on the NMS upon official notice of 1ssuance.

(¢} Any waiting period (and any extension thereof) applicable to the
consummation of the Merger under the HSR Act shall have expired or been terminated.

ARTICLE IX
MISCELLANEOLS

Section 9.1 Survival The several representations and warranties of the parties
contained in or made pursuant to this Agreement and the scveral covenants and agreemesnts of the
parties contained in this Agreement shall expire on the Closing Date and, except for the provisions
of Sections 4.10, 6.10,7.4,9.2, 93,94, 9.7, 98,99, 910, 9.12, and 9.16, inclusive, of this
Agreement, the several covenants and agreements of the parties contained in this Agreement shall
expire on the termination or abandonment of this Agreement.

Section 9.2 Termination of Agreement; Termination Fee

(a) The transactions contempiated hereby may be abandoned, and this
Agreement terminated, upon notice, at any tumne after the date of this Agreemeat, but not
later than the Closing, by:

(i) The mutual consent of the Boards of Directors of Network and IXC;

(i) IXC, if Netwark 1s 1n willful breach ot any of us representations,
warranties, covenants or agrecments urder this Agreement in any material respect
and such breach has not been cured within 20 business days of [XC's notice to

Network of such breach;

{iii)  Network, tf IXC, IXC Long Distance or Acquisition is in willful
breach of any of ils representations, warranties, covenants or agreements under this
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Agreement in any matenai respect and such breach has not been cured within 20
_Dbusiness days of Network's notice to 1X€ of such breach;

(tv)  Either Network or IXC, .f the consummation of the Merger
conteraplated herein has been enjuined and such njunction s not subject to appeal
or if a Final Order which contains an unduiy burdensome term, condition or
provision is issued and no appeal is taken by either party therefrom,;

(v) Either Network or [XC, by wrirten notice to the other, if the
Network Shareholders Approval shall not have been obtained at the Network

Meeting, including any adjournments thereof,

(vi) The Board of Directors of Network or IXC if the Merger
contemplated herein shall not have become effective on or before December 31,
1998; pravided, however, that the rnight to terminate this Agreement under this
Section 9.2(a){(vi) shou!d not be available to any party whose failure to fulfill any
obligation under this Agreement has been the cause of, or resulted in, the failure
of the Effective Time to occur on ar before such date; and provided fucther, if any
condition 1o this Agreement shal] fail to be sausfied by reason or the existence of
an injunction or order of any court or governmental or regulatory body, then at the
request of either party the deadiine date referred to above shall be exteaded for a
reasonsble period of time, pot in excess of sixty (60) days, to permit the parties to
have such injunction vacaited or order reversed,

(vii) RESERVED: or

(viii) Network if it received a bona fide, fully funded offer to acquire all
of its outstanding commaon stock or all or substantially all of its assets, which, after
taking into account the payment to be made to IXC under subsection (b) below,
would in the opinion of the Network Board of Directors result in a value (at the
time of the closing of such acquisiuon) to the Shareholders greater than

$142,000,000.

(b)  Upon termination of this Agreement by Network pursuant to subsection

(viii) of Section 9.2(a), Nerwork agrees 1o pay IXC 1 fee in immediately available funds
equal to $7,500,000.

{c) Each of the parties acknowledge that the agreement contained in this Section

9.2 is an integral part of the ransactions contemplated by this Agreement and thag without
such sgreement, neither party would enter into this Agreement; nccordingly, if either party
fails to pay promptly the amount due pursuant to tus Section 9.2, such party shall also pay
the other party‘s costs and expenses (including reasonable actorney’s fees) incurred in

KCi-J48111.5

41



(@) Ifto IXC, IXC Long Distance or Acquisitioa, to

IXC Communications, Inc.

1122 Capital of Texas Highway Suc h
Austin, Texas 78746

Fax: (512) 328-1834

Anention: Jeffrey C. Smith, Esq.

with 2 copy to:

Riordan & McKinzie

655 Town Center Drive, Suite 1500
Costa Mesa, California 92620

Fax: (714) 549-3244

Attention: Michael P. Whalen, Esq.

or to such other address as [XC, IXC Long Disunce or Acquisition, may from time to
time designate by notice to Network; and

) If 1o Network, 1o

Network Loang Distance, Inc.
7000 Squibb, Suite 310
Mission, Kansas 66202

Fax: (913) 262-2730
Atention: Timothy A. Barion

with a copy to:

Blackwell Sanders Matheny Weary Lombardi LLP
2300 Main, Suite 1100

Kansas City, Missouri 64108

Fax: (816) 983-8080

Atention: James M. Ash, Esq.

or w such other address as Network may from time to time designate by notice to IXC.

Section 9.8 Entire Agreement. This Agreement, together with all of the Transaction
Documents, conslitutes the eqtire agreement berween the parties and supersedes and cancels any

and all prior agreements between the partics relating to the subject matrer hereof.

Section 9.9 Rules of Construction. This Agreement shall be construed as follows:

KC1-W8311.5 43



(@)  Except as otherwise defined in this Agreement, words shall be given their
commonly understood meaning in agreements of this nature, except that accouating terms
shall be given the meaning ascribed thereto by generally accepted accounting principles

and interpretations;

(d)  This Agreement has been negotiated on behalf of the parties hereto with the
advice of counsei and no geoeral rule of contract coastruction requirinog an agreement to
be more stringently construed against the drafter or proponent of any particular provision
shal! be applied in construction of this Agreement;

{c) The captions of Articles and Sections hereof are for convenience only and
shall oot control or affect the meaning or construction of any of the provisions of this

Agreement,

(d) Throughout this Agreement, the masculine, femninine or oeuter genders shall
be deemed o include the masculine, feminine and neuter, and the singular and plural, and

vice versa: aod

(e)  All of the exhibits and schedules artached hereto are incorporated herein and
made & part of this Agreement by refereace thereto.

Section 9.10 Law Goverming. This Agreement shall be governed by and construed and
enforced in accordance with the laws of the state of Delaware, but oot including the choice of law

rules thereof.

Section 9.11 Waiver of Provisions. The terms, covenants, represeatations, warranties
or conditions of this Agreement may be waived only by a wrirten instrument executed by the party
waiving compliance. Such waiver chall be authorized solely by the majorcity vote of the Board of
Directors or, to the extent permitted by applicable law, the Executive Committee of the party
waiving compliance or by officers authorized by such Board or Comminee. The failure of any
party at any time or times to require performance of any provisiou hereof shall in no manner
affect the night at 2 later time to enforce the same. No waiver by any party of any coadition, or
the breach of any provision, term, covenant, representation or warranty contained in this
Agreement, whether by conduct or otherwise, in any one or more ipstances shall be deemed to
be or construed as a further or continuing waiver of any such condition or of the breach of any
other provision, term. covenant, representation or warranty of this Agreement. The
representations and warranties of Network and [XC contained in this Agreement or in any
certificate or other document delivered pursuant hereto or in connection berewith prior to or at
the Closing shall not be deemed waived or otherwise amended or modified by any investigation

made by any party hereto.

Section 9.12 Successors. All of the terms and conditions of this Agreement shall be
binding upon and inure to the benefit of the successors and permined assigns of IXC and
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Network. For the purpose of this Agresment, the term “successors” shall include but not be
limited to heiry, legatees, and devisees,

Section 9.13 Counterparts. This Agreement muay be rxecuted in several counterparts,
and all so executed shall constitute one agreement, binding on all of the parties hereto,
notwithstand 7 chat all parties are oot signatory to the original or the same counterpart.

Section 9.14 Public Statements or Releases. Nerwork and [XC each agree not to make,

issue or release any public announcement, statement or acknowiedgment of the cxistence of, or
reveal the terms, conditions and status of, the transactions provided for in this Agreement, without
first atterpting to the extent reasonably possible (and in ail cases with regard to written matters)
to clear such announcement, statement, acknowledgment or revelation with the other. Each agrees
that it will not unreasopably withhold any such consent or clearance from the other.

Sectlon 9.15 Severability. In the event that any provision in this Agreement be held
invalid or uneaforceable, by a court of competent jurisdiction, such provision shall be severable
from, and such invalidity or unenforceability shall not be construed t¢ have any effect on, the
remaining provisions of this Agrecement, unless such provision goes to the essence of this
Agreement in which case the entire Agreement may be devlared invalid and not binding upon any

of the parties.
Section 9.16 No Third Party Beneficiaries. This Agreement and the obligations of

pasties bereunder shall operate exclusively for the bencfit of the parties executing this Agreement
and their permitted successors and assigns and oot for the benefit of any other person or entity,
including, without limitation, any other sharcholder, crediior, employee or former employee of
cither Network or IXC and no such person or entity shall have any rights or remedies hereunder.

[SIGNATURE PAGE FOLLOWS]
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LIST OF EXHIBITS AND SCHEDULES

EXHIBITS

31 Network Certificate of Incorporation and Bylaws

5.1 IXC and Acquisition Certificates of Incorporation and Bylaws
SCHEDULES

Network Schedules:

3.2 Network Subsidiaries, Other Interests

34 Options, Warrants, Etc.

3.6 Conseans and Approvals

kN Material Adverse Changes

3.9 Undisclosed Liabilities

3.11(a) Employment Contracts

3.11(h) Employee Salary and Benefit Information
3.11(c) Employee Severance [aformation

3.11(d) Benefit Plans

3.11(e} Title I'V Plans

3.11() Multi-Employer Plans

3.11¢) Non-Terminable Benefit Plans

3.12 Litigation

3.13 Exceptions to Compliance with Laws, Tariffs
314 Tax Filings and Audits

315 Bank Accounts

3.16 Other Cootracts, Agreements, Leases, Etc
3.17 Owned Real Property and Liens and Encumbrances
321 Conflicts of Interest

3 Insurance

4.1 Network Expenses Outside Ordinary Course
4.2 Permitted Actions

8.1t Revenue Test
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IN WITNESS WHERFOF, the parties hereto have executed this Agreement ca the day,

IIIC:

XC Communications, Ine

By:
Name:
Title-
IXC LONG DISTANCE.
IXC Loag Distance, Inc.
By:
Name:
Title:
ACQUISITION:
Pisces Acquisitien Corp.
By
Name:
Tide:
NETWORK:
Network Long Distsacs, Inc.
By. ZTZ ~
Namme:__TTm M BART ot
Tile _ . Prazidsart
a6

'EC33em.4



e

— -

v month and year first sbove written.

RE1-ER11 4

¥, the partes beteto have executed this Agreement an the day,

IXC Long Distancs, Inc.

Name. Z 4 A WE7

e <LF,

NETWORK:
Network Long Distance, Inc.

By:
Name:
Title:
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EXHIBRIT B
IXC Financial Information
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SBORITIES AND EXIHANGE COMMISSION
WASHINGTON, D C 20749

ECRM 10 @

{X} QUARTERLY REFORT PLESUANT TO SECTION 13 OR 1%1d) OF THE
SECIRITIES EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIJD ENUED SEFTEMMER 30. (997
o

{1 TRANSITION REPORT PURSUANT TO SECTION (7 OR LS5«d, Dk THE SEMAITLIES
EXCHANGE ACT OF 19 :

FOr THE TRANSITION PERICD FROM O
OOMOSSION FILE MUMBER - 20803

DiC COMMUNICATIONS, TNC
(EMACT VAME QP REGISTRANT SPECIFIED IN 175 CQUARTER )

.............

TWIARARF T4 Th3AE20
{STAIL Ok OTIDR JURISDICTION OF t1 B 5 CMPLOYIR
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INC QOMRLWICATIONS, INC AND SLBSTDIARIFS

NOTES T CONDENSED CONSOLIDATIED FINANCIAL STATFMENTS
{INALIDTTED

1 BASIS OF PRESENTATION AND SIGNIFICANT ®YUANEING POL1OTRS

The accomp: ‘1ng wmawndiled Condensed Consolideted Finencias Statements have
beon prepared an accordanss with gererslly accepiled accoumting pranciples fo:
anterim financasl 1nformmtiom and with the iostrucijony to Form 10.Q amd Article
10 of Regulatioe 5-X. Accordingly. they do not ipclude al. ol the infoimation
end sotcs rcquarcd by gemerelly scccpied sccounting principles tor completc
fingmcial stetements. In ithe opibion ol msnsfemernt, al. sdjucimenlts {consisting
af anrmal racerrng sccrmple) conxidered necescary fnr s {arc presectatine {nr
the prracds imdicated bave been included Operating resunits tar the three month
snd oime mooth pericds ended September M 19%7 are nol necessarily indicative
of the sesnltc (hat mey be erpreted for the veer pnded December 1, 1997 The
Bslunce Shawt st Dvcesbec 31, 1996 Las been deaaved fiom the sgudited finavcasl
ttatements at that dete, bol does not inc ude ol) of the intormation and potes
1equared by gesesally sccepted sccounting principles tor complete finamcial
ststoemruis. The socvmpsuyiug fivencial stscments shuusd be Teed an vonjuuction
with the spdited consolidatad financial statements {including t8e notesr thereto)
for the year sndad Ducember J1, 1906 Cerieim amcunts shown in the 994
finsnciel statements Bave been reclass:fied 1o conform o the 997 prerentatian

2. LOSS PER COMMDN AND OOMMOM EQUIVALENT SHARE

Los: per common aad common eqgoivalent share 1s bated on net loss sess
prederrcd stock dividead requitcmcots, davided by the woighted avcragc common
ad cOmBOS egDivalent shures omtitsndisg during Lhe peiicd Ouivtanding options
are incinded sn the calenlatinn 1o the evient they are Avintive Tnoy per share
cn & fully diloted bagis 13 mot presented 43 Lhe folly diluted effect a3 eather
sntidalulive af not materially Jitterenl !rom primaty ;084 pel CCRBUn ahd compon
eguivaient share. o3 compuied

1. INOOME TAXES

Ihe Cuospaty ba> deicimived thet o va,us.ivn allomenie shuule Y applicd
sgeinst & portion of the defersed tax wssety rclated to (be met cperating loss
wncarrad :n 1997 das te secerteint: ragasdang 1ts real.zebility The difference
teiween the Lax benefit recorded 2101 the sine Smonthy endcd September 30, 1997
1nd the benefst colculsted at the federal ststotcry 7ate ;s primarily due to Lhe
valostion allowsnce epplied against the deterred (a7 anne:s

4. COMMITMENTS AND COWTINGENC [ES

Inriag 1997, the Compsny has made and wall conlinue 1o make malerial
<namiiments reisted 1o the etpancian nt 1 fahet npise netwark

Durasr YY7, the Lompenv hai entejed into ieveral ag:ergents »ith maso;g
long distsnce cessress for the iole of dark fiber soountieg to 3740 mallion
Although 1hese apreemcats provide Qor certoan peualises 1! the Company does oot
complete constenction of the defined routes ei1than the time frame specified in
the sjtesmsnts, Bensgement does not enticipsie thai the Compeny will imcur amy
meiciazal pwusliies wndry bwae prucisivns

On Aprsl 4, 1997 Tel.-Centtal Communrcartinn.. Inc ("Tel tentrsl”™) tiled »
complaiot ageinit IXC Long Distence, lInc ane of the Company s subsid;aries. In
the Un.tad States Districe Conrt an the %estern Dastrict of Masicury, after the
Conpeny termimaled sesrvios Lo Tel Cantral for faslose to pay tor services Onm
Msy 23. 1997, Tel-Cantral faled & voloatary Chapier Ll peiition in bankroptcy
Tha case wan atayad ae a resolt eof the Rankroptoy procerdrnpy ane b Anguun 1907
when Tel-Contral dismasscd the sction




® N
Fros time Lo Lime the CoMpacy 13 i1ovelved ip various legal proceedings

srasang 18 the ordimery conrse of business, some of which are rowered by
insuiance Ia the opiciow of the Company’ s menajearut. nowe of the
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IXC QCOMMUNICATIONS, INC  AAD SUBSIDIARIES

NOTES TO CONDENSED COMSOLIDATED FIMANCIAL STATEMENTS (CONTINUED)
{UNALDITED

clowms relstung to smch procesdiogs will have o mutessal effect vn the fisencisl
<ondition of Felelits of operations of the Company

5. STOX CPTIONS

During the quatter esded September 30, 1997, the Companv granied stoca
cptioms for am aggrcgetc of 751,000 shercs of common stock umder the 1996 Stock
Plan and the 1997 Specie]l Executive Stock Flan Al Sepiember 30, 1997 slock
opfaas covering 2. 79 (A shares ni commnn 1fnck were onrctanding

0. PROSFRCIIYE ALUUUNIANG CHANLEYS

Is Febreary 1997, the FASB sseved SFAS Nu [28, “Faresngs Fer Shase”™ (“SFAS
No 1287). whach samplifaes the calculation of carnings per there Under SFAS
Mo. 128, stock optlioms emd olhwr eJuity instiuments sie ezclude ! {rom the
cvalemlotavn ¢l “Lasic wesmsugs pe1 abmee”™. whaeh will) seplace piimizy sesaings
per shere disclosores. SFAS Ko. 128 1y effeclive 10f periods eniing sfter
Decepber 15, 1997. Tha Compasy telievea that 1t; loture sdoplaon ol SFAS No |21
will mot bave s sigpificamt LBpaCL On eafoings per shate disclosores fer (he
periods presentad.

In Jupe 1997, the FASD i1ssned SFAS Ne 131, “Disclosures abcul Segments of
on Enterpraise snd Related Informetion”™ ("SFAS No 13)”  SFAS Ne L3l
c¢stablishes stendards for the we) that public baosincas cnicrpraiics scport
iniormation aboUl Operatisg Segmeots 10 apfual financisl sletements and reQOLres
thal thnse estarprisen report aclecied ininrmaticn shont operating wegmenta an
interim financial reports issued to sharcholders SIAS No I3 .3 cifectasve for
tinsncial stateoments for 2atcal yedrs beginning after vecember |5, |YW7T I
sdoption of SFAS No 131 waill hive no 1mpsrt on the Company's contolidsied
1esults of operstions, fisencial position o1 casl flows

;. PREFERRED STOCX

In April 19%7. the Cospeay 1ssued $100 million of 7 |/4%y Junior CoBveriible
Preferrad Stock Dme 2007 + “Convertible Pretfersred Stock™) The net procesds of
sppronimacely 394.7 milliop from the offering wete nsed to fand capital
expenditures. ijovesimemts 1f sn uoconsolidated iobsadisry and geners]l corporate
Furposes. Resales of the Converiible Preferrad 5tock and the common stiock
133uable mpon conversion theieol were Jegistered under the Sccurylies Act of
1933, a3 ameaded (the “Securities 41 : 10 Aggust 199" 1n complisnce with Lhe
tcgastration raghts egrccmcnt cotcrcd into bv the Company with Lbe anilasl
parchasers of Lhe Comnvertible Preferred Stock On March 31, 2Q07, the
Convertihie Pesferred Sinck onct he redeened hy the Company at 4 price erqsal 1o
the liquidstion prefaremce plus sccined amd mnpaid divideads, thus it 18
"mandatoriiy reMemable” and 14 Dot reporied 1m stockholders equity Divicdesds
payible prior 1o or oa Josr 20, 1999 ase. a1 the oplion o! tér Compiny. payable
in cosh o1 Lthiough the ssrmsnce of sdditional 3dsiey o Converliblic Prefe: sed
Stock ¢qgoal to the davidead smoont divided bv the ligo:ds:i;on preference of soch
sddationsl shages. After Morch 31, 190%, to the extent and for ioc losg ey che
Cvmpysuy 2 uol permitted wr pay cash dividewds vn Lbe Conrertable Porelected
Stock by ba tetas ©f any then octstanding ipdebtedness or any nthey sgreemest
cr insiruaeni Lo which the Cempany i1: sobiect, Lbe Compen~ will ke seguared to
Fey davidends, wbick shall sccrwe st Lhe rave pey stnum of & ¥/ 39, (hioogh lhe
ssspanes of additaonel shares of Convertable Preferred Stock Piyment of cash
divideads on ihe Convertible Preferred Stock 13 not curtestly peimitied usdes
the imgentore fo: tbe Company’'s 12 1/2% 3enior Metes dee 1005 until ceitain
fenancial condirrons hove hagn mset Tmring “eptemhes 1997 the Craprny tcuned
18,431 additicmsl sheres of Convertaible Pecfcrrcd Stock 1o astastectaon of ain
Msprember 1997 dividend reguiresenis




Is Angust 1997, the Campeny issued $100 million o1 12 1: 24 Jnaior
Exchengeable Pretessred Stock Doe 2009 ithe "Eachangeobic Prefcoted Stoch™ The
Betl procesds Of sppioximstely $285. 5 m:ll:on irom Lhe otlering afe beiag msed Lo
fund capital expemditazes. isweilmeots in the Compsny 3 uaconsolideisd
subsadiagies



IXC COMMUNICATIONS, INC AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANC AL STATEMEN]S (TONTINUED}
{ UNALIDI TFD}

snd geeeral corperste purpases. The Eachsapesble Prefested Stccn has not bean
fagistefad sader the Jecurities Act and may ROt be offcted o: sold in ibe Lmpled
Stetes gbsant registretlion or en applicehic exemption 1708 reyi trata0n
squrrements Ou A-gust 15, 2009, the Erchengoabls Preiesied Vtoch must be
redeswed by the Compuny 8t a price eqail o the lijcidetaon prete.ence plet
accresd sad ampaad davidends: tbos 1t 13 ‘mandatcrily sedeemsble” and 13 sot
ineluded in stechholdors’ eguity. Divadends on the kachangcatlc Frcicrred Stoch
will sccrue st o rate of 12 i/2% pet asnus of the ligu:delion pretesence thereol
anfl will ha payable querterly +n arsgara nn Frhenaey Y5 May IS, Angnat 1% and
November 15 of eech yoasr cammencing Noveaber |5, 1797 Ihv:idends poyable priers
to of on Angest 15, 2000 sre, st the Option o! the Lompsn», psyatit in cash or
throagh issasmce of sddatiomal sharec of Exchangesble Prel-rred ANtock equel 10
the divadend amvent duvided by the liquidation prefetence ol sucrl additiomal
ahases. The regrstrition rights agreement entefec 10t by the Company with the
smatasl purchasers of the Exchangeeble Preferced Silock sequirer that the Company
fale an wachenge vifez segisliotivu siatewent (Lhe "Exchovge Clict Registtoiiun
Stetemeat”} with respect 1o an offer (the "Registered Eachange Offer”™) to
exchenge the Enchongeabls Preforcred Stoch for a nes swriet of Exchangeable
Prefesied Stock segastered osder the Securities Acl e ‘kiober 1997, the
Conpaay filed the Exchamage Offer Regsstireiion Statement w:th the Securities snd
Exshange Commisston. 11, en or befors Jenwary 19, 1998 the Hegictesed Exchanpe
Offer Rhos not boen conswmmated, ©f 1 shkel! registration statement has pot heen
declared effective wath gespect 10 the Exchsmgeatle Prefe:red Sicca. the
Enchengesblec Preferrcd Stock divadond setc 33 sabjcet 1o incrcesc porsesn: to
the wrims of the regastration fiphts agrcemeat Aftes Februa:y 5, 200%,
intarest an the Fachangashle Pretetved Stnck way he pod anlv in cath Pavamat
of sash dividemds on the Exchangesblc Preferred Stock i3 sot corrently permatted
uader Lhe indenilore 207 the Campany’'s 12 1/2% derior “wotes doc 2UUS yntil
reciuan fimencial comditione have been me:

§. PSINET INC.

In July 1997 tbe Compaur wuswubied agiceweats with PS3SINed P 0 (“PSINeL")
Under the Lerms of the PSINgt agieempents. after consummat:on of the Lrsnsection.
the Compasy will provide PSINet wath ss isdefessible r.fh* to use 10,300 miles
cf OC-48 troasBLSSLI08 capECAtyY OC Lis Metwork Oser o 20 veas period in exchaaye
for 200 (posi-issoance’ of PSINet common wtock In add.tian. 11 the value of the
F5INet commos atoek reesived by the Cospsay 18 less thin 5240 million at the
esrlaer of one year after the fimel deiivery cf the (fensmssiion capacity
{scheduled for lote-1999) or foor yeas: alte: dlesing. PSINet will pay the
Compeny cssh or, at P5INe1's option, deliver addrticna. PSINGT common atoch to
bring ibe valoe of ibe Company i anmiesiment 1o 3.4% mi.lion Llpor duliverv of
the fransmisninm capaciiy 1n PSTHer, the Crmpan, w1l sl tecerve 5 Sarnipnance
foc which. whom ol] the copacity has been deisvered, will be spprovumately 511 3
sillios per vesr. ibe COBpany eXpects Lo <ONtummale the Lruniaclions
rontemplated by the FPSINe' agreements upne the .stittaction of certsin
coaditions, amcludsgg the approvsl of FS5lhet atochiulders Theie can be ne
assurasce that soeb comditions will be sstistied or that the PSINet tzensictagn
will be copuammated.

§. SUDSEQUENT EVENTS

In Detober 1997, the Compeny formed o joini ventgre with Teleoor AS. the
Moreegian metioss)l telephoms comfan). to provade telecommunicslion services to
carsassrs ond sesellers 1 bawe Evropean countries The joint ventuse m, 0l be
owned 40 percent by the Company, 40 prrcep! by I¢lenor Global Seivices AS. and
20 patcant by Clarinm Rewnnreas Comunicatinne Crrporatinn, 3 11 S pased
tclicommmueiostions sompany im which Tolcnor owna & contsu.)ing intesest Undes
the tarms ol the agrespeal. Lhe Lompsny w.ll have (w0 scats on the jorat



la Dctobu: 1997, thw Compeny coassmmated its offer 10 cichange sheier ot
1ts Cosmos Stock 204 the 12,530 cotstamdisg iharer o! ;Ls 10Ut Juniol »efies §
Cosplative Redesnable Preferred Stock (the “Serier 3 Prederred Stock™, Each
bulder Lhal Lendciod abares wi Serixa 3 Frcleored Stk piow: (o the Eapiistiul

date of

ventore s bosrd.



IS COMMNICATIONS, M0 D SUBHSIDIARIES

NOTES TO CONDENSED COMSOLIDATED FIMAMCIAL STATFMENTS 1 OONT INUED)
{UNALD] T

the tender offer (Octobes 3. 19%7) received appiovimatels 4% ¥5 thazes of
Common Stock for esch share of 3deries ¥ Freferred Stock 1o numbter of shares of
Common Stock 1ssaed for each shire of Series 3 Prederged Stoch wes calcoloted by
dividing the agjregete pur shere liquidation prefetenca. including eccined asc
oppésd davidend of ome shaze of Series ) Prefesred Stock s of Ociober )],
1997 by $13.00, the last raporied sale price of the Compsey 1+ Common Stock os
tho Neadeg Netionel Mashket ot thet date I sggiceaty biquadavoen pivicrence,
including acciwed snd wapaid dividends o! the Seraes f Preferred Stoch at the
tender dste was appeonimstely 820 A millyon 31 dS per o share far the 17 550
shires outstapding). Jver 95% of the sharcs af Seraen J I'relerred Stock were
tendered psiof tc Lhe eXpirstion of Lhe cichange oller

10 FINANCIAL INFORMATION FOR 5SUBSIDIAKY (1 «aRANTORN &) 10 GUARANTOR
SUBS IDIAR LES

The Cumpany cvudetias 8 saguaficeint putlive o 51a business thivegh
subsidiaries The Sensor Notes sie unconditionally jusirenteed. jointly snd
wovarslly, by esiissn wholly owned disec) end indiract suhsidiaties {the
“Sabsidisry Goarsntofs”) The obligations of each Swbsidisry Guassnior ajye
limited to the minieOd eXient Decessaly Lo ptevert the guaranice from violaling
cr becomsng vorduble snder epplicoble e swlating 1o freudulent copbveyanss of
irecduient Lramiler or samplar laws aflec ing tne caghts of credilors genesally
Certasn subssdasraes oI the Company do not guariftee the Senicyr Motes ithe
“Non-Gesrenter Subsidiarics”). The claims of crcciturs of hos Goasranlos
Sobsidisries heve priDrity over the rights of tne ' vmpany o teceive dividends
re Avntrrhntiany from snch sshsidiacaps

Ihe equity Sathod hes been used by tbhe (Ompany with ‘espoed to investmEnty
1n subsadiaries The equity wrthod has bren nird hy Subusdiary Gosrantors with
igspect to aavestesats 40 Mon-Gosrsintor Subsadiaiaes  Scpaante fananciel
ttatenents for Subsadisey Guaraniors ere not presenled hascd an senageeent s
detssmznatios that they do not piovide sdditional iniuima 100 thet ie meterinl
o juvealers Pieacuied beluw 1 condensed consolidering Jahaocial suluies Livy
iot the Compspy. the Subsidisry Gusisniors anc the “on Guarsntor Sabsidissier i
cf snd for the nine mosth: esded Sepreabe: 30, 1497

9
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ITEM 2. MANAOEMENMT S DISCUSSION AND ANALYSIS CF FINAMCIAL COAITION AND RERLTS
U OFERATLUNS

i3

Bacwpl fui (e bisluiscal wulunsation wontsined beluw, Lhe watiety
discossed 1n this 1iem ere forwagd looking stalemenis tha anvolee 4 nomber of
s1sks snd oncerteantsies. The Comapeny 't actual liguidity needs, capiisl rescurce.
and rosmlis may differ meterially from the discuyssion act fo:th in Lbe
forvard-locking statemests. Foy o dascossion of 1mportant factors Lhet msr cavse
the setuwsl results, performsmce or achisvesmnis ¢! the Compaay tc be meterislly
different from Lhowr xptessed of implied by ihe forwsrd .ooking 3t41EmERTS, 3EC
“Bossmess -- Ritk Facters” an the Compeny 1 Annusl keport on Fore 10-K for the
aesal your cnded Decembe:r 31, 1996, Im light of soch risks end onccrtosntiacs,
thase cam be PO a33Erance thel the forward looking inloramstion ceniagned :n this
1tem wi 11 1a fact Jramapira,

DptEl ANU NlME MIIHS ENDED EEPILMEER JU, 1997 (UBPAKED W IH My (anklk AND NIRE
MONTHE BNDED SEPTRMBER 0. | 906

Nei operating revenoe for the thiid gua:tct and vesr to cate 1997 ipesensed
by 84.0% and 115.04 over the comparable 1996 periody, doe mainly to the
coutanning sepleseniation ul the Company s avstched ariviaes buaancss Resenue
for the switched services business sncreased 9% 48 and 200 1% for the 1997 thied
quaites sed vear-to-date ever 199G Billable sinutes 0! vee “WAL" | sRcresant
ovir 1996 by 120.1% to 8253.3 m1llior wiouies for the yuar.er snd 2343 &4 1o 2 |
tillion sinntes yesr-to-date Hevenoe Ior the Comperv 1 privsic lioe busipess
iperedsed 62 04 for the querier end 53 B8 yeutr tc date over (996 dos to
increased oemand 20 copacity end the ava:lability of sdd:tional cepEcity
1esulting from the Compsny's metworh capassion

Cost of cOmMBEAICILLON SELYICHS CORSsElL Primeftly of acces. cherges pard to
Incal Fachange Carrvare (TR ™) and tranwmiceinn lesse pavments tn, snd
exchaages with, cther cassrsars. These cos1s increased 91 6% fgr the qoarter and
14Y. 4% year-10-dete Over 1Y90 doe to additiomsl lesses suppoiling the Campanv i
pravate line amd svitched servires bosinrases. Wlls ohtasard irom other corrirrs
end sccess charges poid to LECs 4o counsction mith the sw.tched seirices
tusimets. The Company hes historically hed o telatively low cost ol
CORBUO:CALION ARIVILE®E 48 & percentafge of revenues because rubstontuisliy all 3t
cYEHUYs weie deiaved frum privaie line servives, wenclally plucaded 2t o
telatavely low cest over :ts own neiwork Expen.cs in the switched servaces
bmsshoss sre embatoprtaslly grestesr tham the private lise busineis due to the
additions] cost of LEC gccess cherges, leases Ior lony distance cjreosts and
MOUs obtsined from other carrawes  Tn July 195" the Frders) Communications
Comminsion ("FOC") mendeted rete redoclions for the connectson charges pesd by
long distence cairsess 40 LEC 3 The favossnle impait of these rote reductiose
doramg the third qoestes are reflected in the financis. s:atements The Company
CEpeEts 218 so8l Of COMMOBLCILIDE BCIVILLS &4 & fcrecnlape uf scscnuc Lo
IRcreate over BMistoricel retmlts as the switchel servjces revenur becomes @
Jargar ahare nf fthe Crmpasy s bncingns

Uperations snd 44man;straticn eapenses 1of Ihe quirler ¢nd year to dite for
199° Bave imcsessed B4 Le ond 72 70 over (9% pramarily ap ow yeault of rosts
assocrated with the Compesy' s swatched netwo/h  Alrhough the (ompany hiss been
sucsesafnl 18 sstablashimg sts netionwide switched services bosgness wilh
sigoasficant revenut:, the Compeny '« operating lovs, plus depreciation and
smorizistivn ("ERITDA®) s Lbe swatehed artsaet s bustaeay oy been pegetase and
the Comapany believes 2t 13 Liukel) to remsin negative fur the balence o the
yoal.

Deprecistion snd amortizetien for the gearier snd yeat lo Jste lor 1997
incresvad 141.7¢ and 105. 88 over the comparable 1994 periods dus to 1he secreasr
in @eprecieble assets releted to Lhe Lompeny « netxork espansion [Mprecistion
and smnrtiyatinn w1l cARIIRBE 10 sncrease A cargnnct om weth apending oa
capats]l eéectas te LRcrcene metwoirk capecity



Inverest 1ncome for LB qUAILEr Amd *car 1o dele for )997 Secressed over
1996 by 3 8 millios and 37 X million sv proceeds from the Company '+ 1996 and
1997 dubt apd equity p.scemEats weic osed tu constenct the Compspy’ s oeteork snd
ophiate i1s bosioess. jbe LOWMPpEnNnY 5 $s.c 0% 330U million of 18 12 1/ 2% 1amiol
Exchaageabls Prefersed Stock Due 2009 (Lhe “Frchengasb,e Preferred Stock™« which
cevutied 1 Awgurt 1997, dad ot hese s sogiiliven ampec: UM juilElesl Lncuse

for the quarte:r.
1)




Iatwwst espenss 2o0r the Quaite: snd yeoi (¢ date peiaods Jecivaned ove
1990 by J1.3 a1llion and M4 Y million  Jotsd inletest expense exprosed 1ot the
yeas-lo-dete 1997 pesied were 323 7 miilion, compaced 10 528 7 million for the
voupurable L1996 perawd. Capatulicalion ul thiercxt reduced awierest sapense by
34.9 milliom yess-to-dete 10 1997 compared 10 31 3 ailii0m 10 1990

14

“Othes, meL” repressnts the nel book valoe of o wigte off of oh Dperslisy
softvate podale retited dering L9U7

Eqaity 16 aet loss of aeconsolidated subsidasries 1icreased by 37 3 millaon
tor the third quascer and $13.6 million tor the yesr to dete 1997 orver 1990 doe
1o both t. ihcrcescd cquity portion stir:bulcd to ths Compemy snd the wpercascd
lossas in the Menicen iclecomBunicition’ ;nveitldent deicr:bed belor The losies
are grpacted tn contampe fnvr thit anvediment anring the toreweeable foinee

ibe rncomr tal beswlit tor Llhe guarter and yes: to date jor 1997 gecreased
by $3 |} walliom and 35 7 mallion over 1996 Thi. decseasr orcngeed berames
slthough the fex bepefit of tte Compsar’s losses ase Leang tully seserved gn
both 1997 and 1996, 18 1990 the Cospsny recopnired tan bearfits telated (0 the
davorable resclntion of federal income 161 Fremingt yi3nn

The set lois applicable to common and comson equivalent sheteholders for
the quarter and aine mesths ended Septlember IC, 199" were larpar then the
comparsble 1996 pariods dug to the factors desciibed above snd Lhe InCiease 1
prefesrod stock divideads 1n 1997 The increase an pretesred sioch dividends of
$6.5 milliom for the quester. and $% J miilion lcr the niar wonth psricd :s the
fesult of psseing Lhe Comvertible Preferied Stock tr &pr1. 1997 snd the
Exchangeebls Preferred Stock in August 1997

LIQUIDITY AND CAPITAL RESOURCES

Asioal Besults

The Company’ s privete lipe cperat:ons heve baviorica.ly provided positive
cash flow frem opstalions. which hoy piovaided sdequete Juguadity 1o seet 1w
Company's operaliocns] meeds However., the Compansy's capitsl expendituses and.
since the iscmance of the Company s 12 |/ 2% Senior “utes dur 200° (the “Semior
Mutes™) am the feur il qusiter wl 1995, 10 avlerest vapenst bave Lo puauesd
with Lhe proceed: of debt end eqoat) secutities

Cash provided by operatiog activilicy wey 317 4 @, 7l.0on tor the a1t mORthe
ended Seprember 30, 1997 comparec to 37 O millior 16 the compardble period of
1996. The umprovemwst is dos to the saie of liber capacitvy partially otfser by
dGecressed YRaI-OvET-YRET OPETALIAE reésulls s3toC1a0ed vith The implementation of
the switched servacss bopiners

Cashb UBed i 1Avesting sciivities for the nine months ended Seplembe s 30,
1997 was SIAK K mrv)line compared tn 85 ) mitiion fnr She nine manthe eaded
September 30, 195%€¢. The apcrease was due in part to hiphe: capitsl speedang sné
investawnl L8 the Marca-del joint ventufe {apitsl sprodiag, telsted Lo Lhe
eapansion of the Coppany':t meltwoik capersry. jocieared 3179 2 aullion to 5207 5
midlion fO: tby sise months ended Seplesbes IC. 1997 Funding of the Company s
investment i the Marca-Tel jornt ventere wes $1° " willion during the first
nans montlhs of L¥97, sn sssrease of 315 7 mullior oves the compaisble 1994
petave). Escive [umdimg scoaviiy Lrow ihe Compan. a scuiul kbt e suppusl i
neiegrk expansson ended derimy the farst oine montdy o7 1997 with a
yssr-over -year teductien of $18.7 million

Cosh provided by fimencing sctivities sacredsed to 34741 % aillioo lor the
faret nane momths of [997 wersus 381 1 million ler the cuompersble paised 1n
1996. Incressed tmadang dusang 1997 wao (he result of i13saing the Company
T Hias Inmvar Coanvartrhle Prafariad Stack dne 2007 tthe Tonverrahle Preterred

Stock”™ ) 1m April 1797 sed isepang the Enchengcable Progcricd Stock 1n Aoguat
1997, et procesads of 393 7 mallion were received [or the Lonvettinie Preteried




Stock whale set prosesds of $28%.3 million were 2eceived for the Exchasgeable
Prederied Stock Dosing the camparsble prriod 1o 1996, pe1 prorreds of $94 O
@1llson were seceived Iz0m i3smance 0f common 3icch an comuection wilh the
Company i mitisl public OXiering sod concurrent privale placemert 10 Geoefal
Electric Ponsson Trest which occurred un Jul 19%6
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L5
Sonsces of Cash

Ar of September MM, 1997, the Company had spprotimetely 3243 0 mrllion um
aosh. Thw Cuompuu) sapmels thgi Lls plimair souives of terb weer e Leal vwlve
moBibs will be cesh on hamd, cesbh penessied by opcrations the proceeds 1! any.
trom oiterings of debt and/or equit)y securilies. ths Proposed Credit Facalaty
(a3 haieis deiined), the NIPC Equipment Pacility (a3 herear detined), sdditionmal
vendor and werkiag cepital fimancing the Compans mey seeh and the antacapated
proceeds of fiber salss.

The Company as eagaged i1p Jascussions with potent;al lenders regardung o
gevolvaag osedit facility (the “Proposcd Crcdat Tecility™r umder which 1t sccha
to bOIIOw WP 0 8 Certaln percentage of eligible accousts fecersabie  Althoogh
the tnial svsilability moder the Propoied Credit Facorl oty wonld vary from 1ree
to time sccordieg Lo the sgpregete amownt of eligivie accounts recervable the
Company asticipates that the lender would wmpose 1 limit on barrewings under the
facility There zen be mo sesursnce that the Company will ohtaan such o
facilery. In July 1997, the Company enicsed into s afcuied cquipseatl f.oascing
tscilitly with NIFC Capital Corporation. sm atfiliate o: Northern Telecom [nc |
to provide up to 323 million an finsncing Proviord the Mompany meeis certuin
liusucin) Lesis, tbe Cumpauy wapeeils v butive approaimaiely 324 millivn wndes
this agreemmat in Lbe fogrth quaitesr ia connecticn with the purchase ol certain
equipsent for mst 1n ate metwork.

In Februagy 1997, the Coapany and s carrier eatesed 1nto o contzact +~IRL
Agreemsnt®) pursmeat to whiob the cerrier will purchane a4 ndeieenible right 10
ger ("IRU7) fibers from Chicego to Los Angeles [1he "Chicago Lot Angeles Fiber
Ssle”) which. following periormance by the Compary of ity obligations thereunder
to the setaisfection of sweb cerricr, will rcemlt 1n procccds to the Compasy of
approzisately $97.9 mullion. The Company des elready recerved 340 3 million from
this contect, with the hsjance eapected 1o he pard 'n the tvrsl quarter nt 195K
lo Tebruary 1997, the Company entered 1oto a contesct with anather carrier
FUrsudft 1o whach the cafraer will purchaze an indelecasible ri1gnl (o ose libers
from Los Angeles 1c New York (the “Mew York-Los Angelenr Fibe: Sale”) whaich
eatitles ihe Company to zwes.ive, folloving pesfoimance by the Company of its
Obligaticns thereonder to the satisfactios of soch carrier, approzimstely 3121 0
wrilion. Assmmisg thet the metwork expension proceeds sccording to schedule,
thly swoust will by dus 2p Javuwary 1998 In Ouiober 1997, the weilies clecied on
cption 1o pay Lhis amoant over ¢ period of up to eighteen months The Companv
baz coatisced to enter wnto [RU sgreemsnts with carraese ior veryiaf escoats
with smbsiantially samiler provisions a3 the fwo ident:fied abose Bntepiag into
these IRL agreementis allows Lbe Company to bajyld pis network at o redoced coat
por male.

In July 1997, the Company innounced sgreemcnts with P5INel Inc ("PSINe1”)
Undcr the tcrms ef the PSIMct agieccmcnta, eftcr <onsummetion of the tramsaction,
the Compasy will provide PSIMel wath aa 1adefeaadble righ: to vie 10.000 miles
rf OF.-48 rrasamiat10n capscity an s18 Nefwntl nser o 10 yrar perind sn g1chanpe
tor 208 (posi-issasmce} of PSINa1 common stuckh In sddition, 11 the veloe of the
FSlhet commox steck fockived by (be Compaoy 1s Aess Lhan 524U miliwon st the
earlier of ose year ofter the final delavery of the trensmission copacity
(schedunlod for lete-1999) o1 foa: yesrs sfte: tlcsing, PS5IMet will pey the
Company cash or. st PSINet's option, deliver adfational PSINet common 110k lo
bring the valwe of the Compasy’ i 1a0vegimest tc 53230 mallion Lpor deliverr ol
the Lzsusmissiun vepasitiy v PSINeL, Lhe Cuwpeiy will alsv revcive s melnienanee
lee which, when sll the capaciiy bas been deisvered, will be epproximatel» $il 3
willaon pesr vyear. The Compiny eipecis 1o tonsummstie ths transsctions
contempleted by the PSINet sgresments upos Lhe iatisfattion of certiln
coadations, iocloding receapt of approval of PSlhet stockbolder: There can be
no sesurance thit such cosdaiizons will be satistied or that the F§1Met
trenssction will be comsummsied

The preccding forverd-leckang stalcmenty rcparding the Coampeny’ s sourccs of
tath are based Op CELTaLD ASsLEMPLIONE a5 0 Tutore cvents @sny ol which ere ROL



within the Compamy s comtrol Imporiant lictors thal could sdversely atfect the
Compeny's abilaty to gemerete cavh a3 discussed sbore include (1) delays or
tost pverruns with ssspect to the aetwosk e€xpantion, {.1) delays by the
Company s cOBtractors wpd partners in cO3: s4ving sframgesents in fuifilling
thear obligetsons; {(ia1) delays or bagher then-exprcted costi in Obtaiming
paglits-vfl-way; (iv) deleys 18 Lhe vempletaon of the rvutes vl st seievih
sxpinsion schedaled for compietion 3n 1797 -v) an 1nabilily by the Company Lo
continee O Lpcrassé traffic om 1tx ewilched nelvork, in partacular, bigher
margin treffic; (vi) am iwability by Lhe Company 10 sucer fully provide tegrice
for its switched setvices
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tosineas on & cost-effective hesis {ausluding the provision of billing
intoTmation 1P 4D sccosdte amd Limr )y Banac/} ol volomes tBD4t i1 bas mol
previossly bendled, (vii) the lots of one or more large coslomers, (¥11i} en
uabalily o dsciossy sapumnes, {(ix) druiessrs an Lhe Compans s sates soused Ly
cOoRpelilive pIressures, among other uohmows fectors and () an apabilaty o
succossfally complete the Chicege-los Angeled Fiker Sale or the Newx York Loa
Angeles Fiber 3ale. The ability o2 the Company Lo supple =nt cash Lhroagh
finsocing sctivaties 1s swbject to the sb:lity of the Companv to find williog
btoy¢rs af debt 01 eqoitly instrumenls oh lerms s<<epiasble 1o Lhe Compeny, sarket
conditions gerecelly, eond. with tespect 1o debt snsirnments, the Company i
ability to ob...p any requised consents fram the (ompany s e¢11sting boadhelders
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Uses of Cath

The Company enticipates the fojloving uvies fur 13 svaileble cash (1) the
petvork 1ibwr 89d optromic sipansion end olher capalu] expendjlules (includiay
thowe telated 1o the PSINet traavarvanm), 111) debt te-vice, (112} lepre
Fayeents, (av) fondiag i1ts jount ventuie .o Mexico and () waihing capitsl.

The Campany anticipetes L1997 capitsl evpendatores will be sppronamstely
3400 mylliom, ui whach 3202 5 wallaivn bas been apent thivugh Scpiesber M. 1997
The 1997 projectad spesdamg level encompasses the sddation of additionsl fiber
jotts msles, 65 wel) as setwork uplredes and capacity sxpansioh c¢f the ex.istiog
1iber youte. The preceding forwird-looking stslzoent rega;diny capitgl
expenditures 1or 1997 sre based cn certaio assumplions o5 1o {ntnre events, many
cf which sse sot anger the Company’' s contiol Important factors which ccald
incresss Or docrease the smouUnt ©f 1he copitel eapendriures inclode cossiroction
delays or comstroction cott overguny, delays or hagher then expected costs 1
cbtarning raghti-of -wey, or changcs i1n the acopc of Lhe nctwork capams.os snd
iocicased demsnds for capacity by the Lompanv s cuslomets The Compeny eapeets
to confinee 1o sake anhetantial capital erprncitnies fAnring the remsinder nf
1997 and theresfter. The Company corrcmtls aaticipates Lhst 1998 capatal
expenditores will D4 1p fhe mad 3400 miilion range lhe Company ireqoemily
Jevazes Ats eatimstes of capital expenditures bresnse of 1be sapid growth of the
Company's businers and becsuse the Jarge, wu poing setworl cxpanitosn 43 ssbject
to chasges 1n timing. design, route and cspatity, and variances from eipected
COElS.

The Company 13 required 1o make interes! pasyment: in the smcont ot 3356
sillion os the Seoror Notes wach yeas The Compeny’'s ERITDA 15 currenmtly
sasuificient to cOver these debt service regquifementy Al November |, 1997, the
egpregite ligoidation preference of the Compsny 3 |08 Junjor Series 3 Comslative
Redesmabrle Professad Stock (the "Series 3 Preferind Stock™) wen spprot mataly
3.7 mullion, incloding sccrued and onpasd d1vidends, sire! giving effect to the
consumantion of the Compeny' s ofier 1o exchanpe shares of its common stock ter
1l]l ef ave outslending shercs o©f Scracs 3 Preterrcd Stock  Sech divedends sccramc
oL 2n anousl rete of LO% +based on Lhe liquiderticn preference) plus anierest
The Cnepany sa alan reqnired {except 1n certain limited corrcametanced) In pay
quartesly cash divigends on the Comiertible TMseferred Stock - 4t 40 amaval rate
Cl 7 1/4%) bepaamingt witd the dividend pavers! fequiled to be BiGe On Jone 30,
1999 (prior 1o such tame 1hese Jividerndt mey 2t thr Compasy 1 oplios be paid 1n
cash of saddatsonel shsses of Convertible Picterred Stoch) Fayment of cash
dividends oo the Sespes 3 Preferied Stock the Convest,ble Pretersed Stock and
the Exchasprable Preferred Stock iv opt cussently pitaitied unde: Lhe terms of
the andenwuse (Lbhe “ludwuowie™) fur the Senavs Moitcs wnvil cestadu Jlusncinl
conditions have been st Addaticnally cash diridends cssno’ be paid oo Lhe
Conssrtible Proaferred Jwock nntil] 4l curren! anc sccrwed dividends bove baua
pord im cesh en the Jeries 3 Prefersed Stock During Sepleabes 1597, the Company
issued 18.45] additaosal sheres ci Convertable Freferred Stock 10 satisfaction
cf 3ty divadend jeguiresents Dusang Siptember 1597, the Company sccroed 54 2
millaon of 18-kynd dividesds relating 10 the Fxchangrable Preferied Stock

In October 1997, the Company formcd s joint ventarce with Telonor AS, the
Norwegian pationsl telephons company. 1o provide telecomdunicalleon sefvices Lo




carricss o0d resellesrs 1n pine Boropesw coontriey The jouint ventoss will be
ownsd 4D peresnt by the Compeny, 40 prires! by Teleoor Global Seavices AS  aad
20 peicwnt by Clarion Rescusces Comsun.csiavas Corpointion, « U 5 based
telecommenications cOompanY A8 Which Je;encl osn; & coniro.Ling intesest Under
the tesms of the agreenent, the Company w.ll bese two restt on Lhe josBL
veulure s buasd. Altkowgh e Company cansut sccuiglels predict ihe capacal Lhat
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will be segmised to implement the Telemo: goimt venfuic. .1 crtidstes Lhat Lbe
tudding of 3 malliom will be Biiliciemt lor ilbe remsinde: ol [Yy ! and I998
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The Cuspumy 1» smdaswslly pettacipai,ug iu the devchupmacnt (f o Jung
distance aetwork to eagage 13 the telecommvnicatlion: bosigess in Mrajco by
Marce-Tel $.A. da C.V. (“Merca-Tel™) The Compsny 1ndirec: Iy nwns 14 58 of
Marsa-Tol whroagh i1ts eweership ©f 300 of Proyress Inteinstionaj LIC (“Proxress
International”). which owns 494 cf Marce Tel The rems:mang %)° cf Marca Tel oy
cwned by o Megices individeal end Fowento Radio besp. 8 A de ( % The other 300
of Progress Intesm. omal 15 owned by Wesiel Internsiions.. [ne (“Wentel™)

Progzcss letoreatsons] has provided all the copital teymirce from Merce TIcl
shetoboldets in ordar to 2insmce Masca Te. The vompany amd Wesicl have agreed
ter jareily conteibnie femda 1o Progrest Taternatinnel benm (nceptinn ta
Septembesr J0. 1997, tha Campany hss provided appiotimsicir $2° U million of the
33G.9 erlion comtzibated or losned to Frogress Intcrnstional  sthstwolisily all
of the fusding of Progress Internstionsl bas been rontributed 1o Marcs Te! The
Company is recOgnifang its shase of the Progicss lTaterast.omsl Fosses un lane
with 2t3 pro rste shaze of the contrabytions To Frogresy Internstional

Although tbe Compamy commrl svenrsicly predivt the capiool et w1l b
teguired 10 1mplement the Merca Tel business plac. 1t estimates that sa
sddstinanl $30.0 mi)lren 1and posaibly signifscant]ly more: will be sequired by
Marca-Tel from L13 stDekbolders during the temadnder o! (997 and 1998 The
Company eud Weste]l have pusesed and are contingeng (o puriue velling equity
saterests in Progress Imterastionsl 1o one or more third pasties who conid
assast Progress Inlerastionsl wath the fuediany of Marce Icl However, there can
ke Bo assursnce that say 1och fasdang wil. be ssa1lable on sstilaciory termi of
ot sll. The Campony ss currestly, ond say rcmain, the prissr. sourcc oz twnds
avaslable 1o Progress Iatezmationsl for jovestment in Marce Il Since Lhe
rendtalip 1ntarents of the Fsapany snd Srviet 1a Progrecss Tniprnational are ta
be proportaonal to their respective capalal contsibutions Lhe Company's
FeIcEntafe OWRrIALP DI Frofress Internalional. and Lhereiore 1ty indifect
cwhe rehip snterest am Marcs-Tel, rould sncrrase 3¢ 4t ron ainwrs 10 make
additional cepital comtzabeticos which 41¢ not mstched Uy Yestel The ludentmse
contaans sageaticent limitation: on the smouat the Company B 1pvest in
Frogress Intermationsl smd other pon-mejoritv owned entat:es Mitcs Te! has
drpluyed chiee swaichang souteds and 13 cuss.quciiiy o Libed uptse Juouie linkguy
Mexico's chres major crtaes ‘Mexaco Citv. Montertey snd Dssdalajare), wilh
smilsrconsection to the Company’ + U S aetworh ar sts hordet croueing at
Reyrosa/bcAllen. Masce-Tel Mas eptered Jnio o 19rn hes comteact with a a0
matermational sapplies of telecommanications egaipaent in: 8 portior ol this
burld thet provides for iate:im vendor limsncing for the eyuipment and fabeg
Potthases &b woll 93 4 portion of Lhke constsactach »ork  he Company saLIcIpate,
thet Marca-Tei msy b able 1o obtair additions! funding throsgh soat cosbinsiion
ef the followimg: (1} offesangy ¢f debl o5 cquits 3ccuiil.c3. (13) oLbey
ibcorsences ©f Jebi; (i11) Josol ventule srfenpenents wilh Lhird pearties, and
(1v) addirinas] vendnr femancing nf erprapmen’ pnrchates "nocaelly . snch wonrce s
cf capital lukely will mot be adequele 10 mcet the necds of Marcs Tel, snd the
Compsny astacipates thet. ontil such scuices are sdeyaste to enable Mares el to
confiner 10 pwrene 31 busanrss plar 1t mav Br nereviarr fu: Picgress
Intesnetions] to fand the sbortlall [he Cumpen. 4t net obligeted Lo sout.nee to
iund Progress Ioternatiomsl bowever, :f the (ompans does no! fond Progress
Internstionsl, or 1S Progress Inietnat.onsl dre. nov fund Me:co Tel s aweds, the
Compruy s sulwtwsl 20 Prugicss Intcrnatiunel  sue thus oty amwcifeel mdwIesl A
Msrca-Tal, may bw dilsted or losl entarely he assorance ¢an be grven ibst
sdequate fanding snurces will be avsilable from Frogress internstionsl or from
thisd pertiss o implepent Mircq-Tel s business pler o1, 11 (mplemecied. that
soch basiewss plem will be smccessfol

The forward-lookisg sletements sci forlb abeve with respect *5 the fanding
rf Marca.Ta) snd the awccesafnl crmpletinn ane nperstinn nf Marcs Tel's fobwe
Optic synwem sn Moxaeo arc bascd on citein asvomplgons w1 to folute cocnts
Impoitant faci10rs Lbetl comld adresstd. affec: Maaca Te. v #balidy Lo schieve 1he




gasults discessec above isclede thet (1) there will be no significent Geley: ar
tost overrwhs with regpec: to the neiwosk rxpaniion, (i1) the Compary’s
csontinctors sad patimess an cosl-3evung arrangesenty w,ll peitoim theus
oblagetaoan; {113) rights.of-say can be obtainel in o timely. cost-etieci:ve
basis, (1v) the jomtes of the network expansion sre subitantsially completed on
stbeduley, (v) Masca-Tul con succoasfully vprreic 11y awitihed acivives business
on s cost effectave besas (ancloding the provisicn of bil,ing information n an
sccorate end tumely memme:) for volomes that 1t hat not previourly handled. ond

(v1) Mascai-Tel cen

1"




obtesa sufficient fends from the debvt o1 tguity ctiiesaings  joant ventoic
srrangemudts, sccounis, sdditionsl sendor financing, 01 Otheiwlie

LB

Yeuy 2000 Cumplisuce

Tis Company has seviewnd ate software for Year 2000 eox lisnce In
conjunstion with that revaew, the Company ha:s deterdined thal it1 current
softwmse 13 either Year 2000 cospliant. o: there ate projects plagned 10 either
upgrade or replace ths skistang vofilware prior tc 2000 The projecied costs
assocrated with 1 Yesr 2000 compliance portion of such wpgrades have mot yel
beat sdeniified. becanis they are part of s grncisl syilem upgrade In
sctosrdence with ithc Bmcrging Insncs Tash Force of the Finsncial Accountang
Srendasrds Boszd, the costs associated with UpRr4dIng oOrF seviiing the LCompany §
anfiware 10 ha Year 2000 compliant w1l he recnracd ax an expenie of the perind
rather them zapitalazed. The Company currently estimstes that the costs
4ssocigted with gmch apgreoe projecis willi not be material to 1ts operiting
esulty

TTEN 3. QUANTITATIVE AND QUALITATIVE DISCLOSLRES ABOLT MARKET RISKS
Nut Applivelic.
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PART I1. OTHER INFCRMATION
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ITEM 1. LBGAL PROCEEDINGS

On Apzil 4, 1997 Tel-Central Communication,. Inc 177Tel teatral™) filed o
complaint sgeamit IXC Lomg Distsnce, Iac . one of the Compenv 't subuidistied, 2o
the United States Distract Court in the Westeen [Dustirict of MaLicursy, sfter the
Company termibated servica to Tel-Centsal for taslure to pay for sesvices Om
May 23, 1997, Tol Coatssl f2le a voluntary Chaples |1 pstition 10 bankraprey
The Tel-Central ecté o wei slayed a5 4 reiolt of the Tel Central 3 Chaprer 1!
banktuptey proceeding uwatil Acgast 1997, vhen Tel Cential diiorised the sctaion
sgasmat IXC Lowg Distancc. Imec.

From tyme Ln tyme the Campeny ¢ iavalvee o vartone legel proceedings
srasing in the osdimary conrse of busimess. jome of which are covered by
msorance la the opioion of the Company { Benajement, nose ol Lhe clsums
teletang 10 sach proceedamgs will hsve ¢ meterisl ettect om he finsncial
condit,on oI resmits of operstions: of ibe Compaa)

ITEM 2. CHANGES IN SECIRTIIES

On Angust 20. 1997, the Company 2ssued ond sold 300 000 shires of the
Excbengosble Prejersed Stock in ¢ private plicement at o purchaie price of
31.000 pe; share to three 1Bitia] porchasers sho sabsequeelly sold the shares to
"qualified institotional] boyers” (as defiged 1n the Secur:tres Act of 1933, s
mended (the “Ast”). Dividends on the Enchengeeble ¥Frvteried Stoch accroe ifres
the dete ©f 13308Rce and oI® paysble guarierly sn #rreers on Febrossy 15, Mav
15, Angust 15 snd Novesber 15 of coch yeor (each a "Davaidend Pesment Date”), ut
s tatc por sonum of 12 1/26 of the laguidetion pictercnec of $1,000 por sherc.
Dividends parvebls or or prior to Febroary 15, 2001 may e pead, st the Company
eptiom, % csnh or hy the 1ninance nf sdditvonal chares nf Frchangeahle
Predesred Stock (iacloding frectionsl sharest having aw aggregate liguidation
preiesence equsl to the smoust a1 such dividend: Un any scheduied Lhvidend
Fayarat Date, the Company may, 11 111 option ecchange all, bot eot leys tham
all, of the sbares of Exchangesble Preicyied Sioch then ontstandaug for the
Company's 12 L/ 2% Subordiasted Eichange Dewtenturcs Due 2009 .« the “Eschbinge
Debentesres™) The Exchonge Dwbeatures will bear snterest ot 2 raie of 12 L/
pei aunum. payuble semisuswelly un Felbauwsy 1] and August L5 wl eoch year

The reogistrotion saghts sgceement enisred into beiwwen the Compeny azsd w
anitial purchatesrs of tbe Bxchanyeatle Prefe:rcd Hloch frquifes Lhal the Company
file sn eichinge ofier regastration 1tetement {Lhe "Exchaoge Cifer Regiitlration
Statement”) wath the Securilses end Excheage Commisiion (the "Commissson”™; for
the benefit 0f the bolders of the Eichapgesble Preferred Siock, with respect to
a regrotered olfer {ihe “Registesed Exchasge Cifer™) 1o exchange the
Exchengoable Prefcrrcd Stock, ot 1f the Eichangcable Preterred 5Stock has beca
exchanged for Exchange Iebentorea, 1he Exchaape lebenvuses, [or & oew 1erien of
Frchangeabhle Preferred Stack nr new Frxchange Nenentnrey, s the cate may be, af
the Compasy. Lnder certain comditions, the Compeny 313 required Lo file o shel!
IeRistsetion stiiement coverin® ressitil O! LAe kxchangeabje Frelerred Stock or
Exchaage Debentoses. s the cose may be  The Company f.led the Excoange Ofter
Regaateation Stelsment with tbe Codmazsion on (etover 1, 1997 1t by Janoary 19,
1995. the Registersd Eichsoge Offes has nol been cousnmmsied. end/ o1 o shelt
tegistiation statement het @ot breon decleised eftective wirth respect Lo the
Eachisuguable Prvlotsed Stuch, sddiiizvual divadeuds oo niclest, as the woss By
be. will accroe ot Ltha sate of 0.504 per annem pursoant to the terms ot the
1egictsetion raghts egreement. Peysant of cath dividends on the Excbangesble
Preterred 3tock 33 oot carrently permaitted vhder the Compsny 5 12 1/ 2% Sevaor
Noles dos 2005 antlil cestean financial cosditsony have beepn mel  The
Exshsngesble Protetted Stock rsmhs junior 1o the Seriws ) Preteried Stock,
fen10f to the Common Jtock awd, sobjeci Lo ceftiin conditiond, @0 & Pparily with
the Crapeey’ « 7 1 38 Jeminr Converiahle Preferred Stock Due 2007, w»ith respect
to peyacnt of divideads and raghts wpos liguidetion, winduing up sad dissclotion




In October 1997, the Compeny consummated 10f offer to eichsage sbares of
1ts Common Stock for the 12,8550 the onistinding thases of ite Seqaes I Preferred
S5tock. Each hglde: thal teadssed sbases of Sesicas ) Pyeferied Steck praol to the
eXp1re1108 Gates o1 L Waoer Otter {(Jctober 1), 1997} recesved spprokimately -
49.55 shores of Commtn Stock for wuch share of Serizs 3 Preterred Stock The
uusbe: vi sherss vl Camsus
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Stock isseed foi sach shace of Serars ) Picderrcd Stock was calculated by
dividaiag the efpiexele pm! share ligoidati:on preterence, 1nclodioR acciued wag
oope sd dividesds. of ose share of Secies 3 Preferred Sitock o1 of Octobes 31,
1997 Ly $33.00, ihe lest swpwiicd sale price vl the Company’ s Common Jlucl un
the Masdaqg Netiomal Market at that date The sgyiegate liquidaticn prelerénce.
inc)oding scerned und waperd davidends. of the Seriss ) Predersed Stock st the
tender date was approaimetely 320 .6 mullion 31,064% per share for the 12,550
shares ogtstendang). Jver 954 of the shares of Sepies 3 Pretfesred Stock were
tendersd prior to the sxpiration of the sachinge offer

ITEN 3. DEFA 'TS UMON SENIOR SEQLRITILES

=0

Mot applicable
ITEN &, SUDMISSION OF MATTERS TO & VJIT OF SICARITY [OLDIRS

The Compsmy fosmished as Jofarmation Ststement (the “FPS Informntion
Statessnt* ) to stockboldeis of the Compsnr putsuant to Rule (4o I ooder tbe
Securities Bxchange Act of 1934 (ihe “Exchange Act”}, in conneciLion with an
sswndesnt (the “Amsedment”) to the Resteted Certificets of lacorporstion, s
smouded (ubw “Critiliceis ol Juccrpurutive™) ui the Compeny w peimit poywent vl
dividesds om the Exchasgeable Preferred Stocl with sdditionsl shager ot
Eachangoshle Preferred Steck The Amsadamet vee spproved by the Bosrd A«
1equired by the Delawnse Gmacrsl Cosporation |ew (the “1X¥1 ") and the
Cartiiicate of Incosporstion. Lhe Amcndmmal wai apptoved by ithe holders ot s
majority o the owtstsndseg shares of Cosmon Stock end Series 3 Preferred Stock,
YOLing 43 a closn, end throe -qoasters (M 4thi) o! the outstanaing sheres of
Series 3 Preferred Stoek, woting a3 2 ¢less. by ®ritten consent in liew of
mcctiang pusrsuant 1o Scetiom 278{4) of 1thc DGCI  The Amcndecnt becamc ctfcetive
opor i1be filisg ©f ¢ Cartifacate of Amendment of the vert.licate of
Tacorpnratina with Lty Secretsry nf St . te nt Nelaware which, pnrenanr 1o Bnje
l4c-2 under ibe Lachange Act, did sot take place until a date at least 20 dava
ioliowiopg the dile oo which Lbe LPS lnlormetion Btatement wer metled Lo Lhe
stockbolders ol the Cospesy The EPS Iniormation Statemen' slto sesved o8 notice
to stockbolders of am action taken by less than uvnsnisvos wiitlie¢k coDsenl &
14quired by Section 223(dy of the DGO The EPS Information Statement was msiled
on or showt October 1, A997 to peryons whe were 1tockholders ol jecord on
Seplembea 19, 1997

The Campeay sleo fnraished sn Informetion Statamant i the “1%97 Plan
Information Stacement’; Lo stockholders of (he Ccmpanv pu:suant ‘o Rgle ldéc :
under the Exchange Act in commeciion with the adcption and approvsl of the
Company's 1997 Specasl Enecotive Stock Plan the “199” Plan™) The 199" Plan =a:
approved by the Bosrd and wes approved by the holders of ¢ myjoiity of Lhe
cotstandsng shares of Common Stock and Seraes 3 Frefesred Stock, voliag es @
closs, by writter conscnt 1m Jico of o mecling pursvani tu Scelicon 228(n) of ihe
DG, The adopticn 4nd spproval by the stockbollers w1l become cffe¢ctive
Nnvewmher 17, 1995, which, prenam) in Rale 1dc T under she Fechanpe Act, cansnd
take place ortal a date a1 Jeast 20 days following the date on which the 1997
Flan lstorsalion Statement wos @eiied 10 the Sinchhulders ol the | ompany ihe
1997 Plan Informetion Statement elso seeved a1 mefice 1o slorkholdess of an
sclion teken by less then onepimcus wiitten content 83 ieguiied by Sectsos
228id) ot the DGCL. The 1997 Plun Informsiion Sistleaent wa. meiled on o7 abont
Octobes 24, 1997 to pessons who wers niloctholdeit of recurd on Seplember 19,

1997,
ITEN 5. OTHER INFORMATION

In Septembes 1997, the Compeny enilerzd ipto sn sgreement with L]
Internatiensl, Inc. 10 sall derk fiber snstalled on the Tompany t 729 mile rowte
from Clevelsnd tc New York for spproximately 320 miliron

Is July 1997, the Compeny consummetcd 315 asyuivition of [olicom One  Imc
& swilchiess feiellel nerving commtrcial and reindential costomers am 3! slates
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(b} Reports oo Form 8-K

l. Form 1-K datad Jaly 3, 1997 40d f:led with the Comsissron on July 22,
1997 with gespecl Lu w press Iciesse fopusliug vn Lhe aleius ol Lhe Compeny’ »
private line boianess snd 11 svitched service bosiness

2. Pors 8-K daved July 23, 1997 aad f1led with the Comr ssicn on fuly 29,

1997 with respect Lo o press Felease apnodncing sgicements between the Company
snd P5INet.

3. Form 8-K '+iad Angust 5. 1997 and filed wi1th the Commisiion on Aagust 6,
1997 pursmant to Molc 13%:c)d of the Act with reypcet 10 the Compeny’'s potace of
ciferiag of uprepistered securities.

4. Fors 0-K dated Amgust 1§, 1997 and f1led mith the Commiviion om Asgust
18, 1YY7 pursvant Lo dule 135c(d) ot the Act a3tk respecl Lo Lhe Company »
notice of priciag of ate offrrang of anregasiered securila-g

5. Fors 8-K dsted Ampast 20, 1997 snd filed with the Commiision on Asgust
21, 1997 purswmant to Rule 135c(d) of the Act with respect to the Company’s
sutive ul viletsng vl suregasiuced sunuisiics with sooprie o the sele 0l Lhe
Exchsagesbls Preferred Stock. which occurred on Apgust 20 (997

6. Form 8-K datwd Amgust 20, 1997 end filed with 1he ComdiitiOR DN ABgUsL
28. 1997 describang the terms and conditsons of the Cospsoy 1 Fuchengeable
Frodesred Steck sold 16 o privete plecemmu! on \vgust 11, 1997

7. Form §-K dated Jeplasber 17, 1997 an? filed with the Comatisi10n OB
Scpiember 19, 1797 wath respcet to ¢ press roclcedc snnooncing &n egtcement wilh
LCI Intersstagmal, Jmc. (°LCI°) porsvsmt wo whach the Compsny will iel] dask
fihar tn II°T
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SIGNATURF

Parsasat 10 the sequizemsnts of the Securilies Fircnsnge Act of 1533, the
sepiatrance bas July cvasswd this sepuit Lo br saghed vn 1vs bedabd by Lke
tondersigned theresstlo dulv anthorized

INC Commuraications. lac
s Deluware corporation

November L3, 1997 Hy /. JAMY + GUTHRIE

lamcy F Gothrac

Executive Yyce Fresident sad
hief inancisl Otfacer
-Fuly Suthorvzed Cflicer and
Francaipal tinancuial Utticer)
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NETWORK LOMG DISTANCE. IR A MG IARIES

MOTES TC CONMSOLIDATED FINAM'IAl STATIMENTS

NOTE | - MERGERS

In May 1997, MNetwork loag Dittence loc {(1he” Company”™) merjed with
Eastern Teleoom Imterpstaonsl Corporstion (FT1l), o provider ot lunz dastasce
telecommynicatior ervices, im 2 Lrapsaclion gczcunied for o8 & purchase The
serger was copsmmmsted with the 1ssuence of 3,637 172 sheres cf the Company’ s
commoo stock sod ceah peyscnte of §1,500, 000  Of the 3. 633,272 shaercs 23sucd,
63,492 shares sre heald 1m escrov pendiag rcaolution of putchase price
contyngencias The tramsactinn recnited n an rnteoprhle asvel et spprovimartely
$24,795,000 of whach 53,815,000 and $20,980,000 have been allucated (o customer
test and goodmill, respeciively. lhe Company 1. amogi:;1p3 the cuslomer base
oves 4 usefal lafe of 6 yeasrs and the gondwsll nery o warini lite of 20 YPAIL
The folloviaog sepressnts 1be piofoiwa sesniti vl wpristivns of the Cuspen= and
ETI fos5 the 31X months snded Scptember 30 [%97 snd 1996 43 1! the scquisition
had occurred as of the esrlaiest date presented

For the si1v months ende | Septembe:r 30.

1997 1996
Revennss 5%4.97 ., 590 $531,944 68!
Met (loss) incoms (2 9806,094) 497 2719
Met iscome per share 5 O $ 0 04

NULE 2 - BASIS UF PRESENIALIUR

The finsncial statemepts ancluded besesa air unsud.1ed snd have beecn
prepared 1n sccosdance with genetally sccepled drvonnti:ing praneiples for interim
finsncisl reporting end Secarities and Etchonge (ommiviion regulstions  Certaan
infvimation apd fuvviuvie dasclusutes noswalls snsboded an Jinens 14l sistvoety
p. pared 10 sccordamce with geoerslly scceplfes acionnt.ng prancijples have heen
tondensed or cmitied purswent iv sach rules and trvculaiivar bt ihe opinieon ot
sansgesent, ihe Iinancial stelemenis reflect all afjusctments (uf & normal and
recarring nature) which are pecestary 0 present tanelby the tinincral position.
resulte 0! operstions end eash flows for the interim periods




MOTE 3 - NET INCOME (LOSS» PER SHARE

Net i1ncome (Josi) per share was calculated bascd om the tollowing eumber of
comot aud cummon vysivelenl sbeivs vuisvamding 1Y, G0 A5 el Y, T 2 o
the three month:s ecded Sepiember 3. 1997 and 1990, tespectavely, 12,188,526 and
§,158,594 gnd fox the wia mosthi eaded Sepresber 31, [967 5 1 19%6,
iespeciively.

NOTE 4  SUPPLEMENTAL DISCIOSLRE OF CASH FIOW TINTOHMALI(N

For the tix moaths ended September 30 1997 and 1%96, inictest paird
mmounted to $324 000 emd S255,000, rcapeciavely Income 1g::3 pasd by the
Company duyisg the 31z soaths ended bdepilesher, %%’ and 199 were 302 KX and
228,000, reipectivaly

MANMGEMEN | D DIMLisNI0N B ANALY 1M
OF FINAMCIAL ((ORDITION
& RESULTS OF OFERATIONS

The follosing 15 & dascussion of (be consolsdated iinsncisl condition and
1esulls vl vpmrelavus vi e Compuny fur v thave aod sii wunlhs cuded
September 30, ID57 snd 1996. The informalion sheuld be tesd in conjunction with
the Compasy‘'s Coosoladsted Financial Ststements snd the Noter therslo

Cestain statements set forth tn Mansgement’ s Discossion snd Analysis of
Faibancial Comdition and Results cf Operations, whicth are sot histarical faces,
are forward-looking statements ondes the Frivale Secur:ties [1tigatson Retorm
Act ol 1995 that are swbyecl to 1isks and uncertaraties that coald cause actaoal
gesults to daffer matcrially from thosc 3ct forth an the forvard loekinmg
stitemsnts. Amofif LBe fectori: that could cawse actusl futuwre results 1o difler
anterislly are crmpetitive presinres, the faminy and 1echniqee need op marketang
by third-party dastribwtors sod the marke!. acceptance ol ceftain scrvices

RESILTS OF OPERATIONS

The Company hes expanded rapidly a3 so ongoiny tesult of il doal 10cas on
interasl rales gsowth complemented by 1he eddition of cal.ing volume generoted
thivegh wergers sud soyuisitiuns.  As & tenseyuctes, leveuues, whicl s
p. ncipally derived from tbe pumbe:r of migutes of use bil.ed by the Compsay.
have amscranmsed.

For the second fiscal cuerte: of 1998, revenues, anclusivc ot ercise taacs
snd fees, ware $27,390 554, compered to 321,713,201 tor the second fi3cal
quartesr of 1997, s increase of 26.4n  For the i1t month periods ended
September 30. 1997 snd 1996. revcnoes. anclutive of etcise 1exe. and fees were
$52.378 . 444 and 342,524,138, rcapectavely  This reptoacnta o 27 24 astrcasc
The anciesse in sevenoes 14 pramarily the resclil of 1he . ompiny & dcquisitaon of
FTT sn May nf 1967




The acquisition of ETI was sccoonted for ss & poichase aud theiefuie 113 reselts
are Bot iscluged ap the three and s1x soAlh pericd: cnded Sepleater U, Ly9o

Cosl [ul ixlecummmupivelivies fur the thiee wonihs coded Scplesbes 30, 1997
and 1996 waste 306,839,507 end 313,830,000, respectinely  Thas represeated
spproximsiely 61.5¢ of rovemues fof the Lhres @anth period enae ! Septesber 30,
1997 and 63. Ty for the sems paricd 1n 1996, hoi the si2 sonths ¢r ‘¢d Seplember
30. 1997 and 1996, cost of telecosmunicetiions was $32.748 481 aad 527,983 750.
respeciivaly Thie re ssented sppron:msielv 62 St of revenoes for the s1a
m0slhs ¢nded September 30, 1997 sod 63 .84 for t(he same period in 1990 The
1eduction in telecommmmication costy &3 a pezcent ol reveoues 1, sssocialed with
th: Company's consolidetion of sty facilitics snd [rom the incrcascd celling
volose related to iis acquisitions of NTI and ET] during the sit months esded
Septesher W, 1957,

Selling. pgeneral amd Sdminisirative ezpepscs were 37 214 200 and 33,523,225
for the three months endrd September 30, 1997 gad 1996 respeciavely  Thix
iepiesanted spprosimstely 26 3% of jevennes tor the thice moathy ended Seprembe:
30, 1997 and 25.4% of r1evenmes for the seme pericod an (99 For the 511 months
ended September 30, 1997 and 1996, SGEA exprmie. were 313000 69¢ 4nd 10 084 981
ol wpproamately 26.76 oud 23 0% of fevenues. 1eapretivelr The aucicaars aM
S5GEA sre primarily doe to incresses in persoanel costs commissions. Caxes, apd
professional fevs sssocisted sith the Company'e continued gErowth snd sapsaded

sergers esd 4cqUisiiiORs PIOgIEe.

Depreciation and emortitetion erpsass for the thres months ended September
20, 1997 was $1.:9%5.237 or 4 4w ¢! revenues This compared 'o $%85.905 07 2 Th
cf revepoes for the same period 1n 1996 For the s1x ponth pericd ended
September 30, 1997, doprecietion end amoriazenion wes 33,.29 435 or 4 In of
reveBbue s camparnd to $1,096,93) ¢r I.0% 0! revenoes for the tame period im 1996
These 1mcresses are primarily ssanciaied with the aanri17atinn nf the cnainmer
tase and goodnill resulting from the Company s scquisition of IT] 16 Way of
1997,

The provision for losses on sccounts jeceuvalle for the thiee month period
ended Seprember 3D, 1997 was 3992 897 of 3 0% of reiennes Thiv copperted to
$° 1,891 or {.3% of xevenset fos the same period 1n 1996 Far the 11t mosth
perivd cuded Seplenbeg 0. 1997, Lhe piovisivn dvs lusies on acceunds teveivalle
was 31 .63%.009 or 3.1% of revenues compaied to 3B .794 o: ) Gy cf revenues for
the same poriod 1o 1996. These incresss: sre sisociated with the Company ' s
conlianed grosth in revemmes and sccounts receisable

Merge: expendes sod other related chorges for the 11x month period snded
Seplember 30, 1997 were 32,223,067 o1 ¢ 2% Of revenucs for (hat same pegiod
These ezpenses consasted of $505.000 related 10 severance pavacnts to lafmer
cificcss and verjoos other caployccs a1 (bt UCompany, $3H 000 (clated to
integration. relocetlion swd Lacalitics related charfes S4%: COU jejated to
certmin legnl



snd regalatoiy mattess end coutingencics, 31, 040,000 jelated to facancisl
sdvasosy, legel, accoomlimg #nd clper proiessional services incarred 1s
connecison with consammatiog the ET1 sed NT1 scquisrtions

Nos-recarzamf stock comprasstion cipease selsted 1o the ST1 metger way
$1,100,000 or 2.14 of revenwes fo: the s1: wonih prriod snded Septembesr 30,
1997. This was & non-cash charge related to the ciefcise of stock options hy &n

cffices of NII.

Met income for the three monihs ended Scptember Mb 1997 was $911,526.
compared 10 36 .62¢ for sume period 12 1990  Fer the 51z month period epded
Scpicaber 30, 1997, the Compeny bad s nct loas of §i1.727 6be) comparcd to net
income of $530.183 for the same period in 1990 1he 1mcrease 1n pel iacome faof
the three wvaths andad Septesher U1, 1997 ax compared (0 the came perind 1n 1996
13 pramarily attzibutghle to the decreose 1n telecommusication costs as 4
percent o1 revennos. |he odecrease In aet inceme o1 tee t2x month period ended
Septeaber 30, 1947 sn compared to the rame proiod an (98 1t dne 10 the Berger
axpenses snd other ielswad chasges and the stock tomptass:on vnasge Loth of
which weise taken duriag Lhe first fiscal quarter of 1998

LIUIDITY AND CAFITAL RESOLRCES

Fo: the s12 monthe ended Septesbe; 30. 1997, the Ucmpeny & cash Llow
provided by opersting activitges way 34 363 (78 compared to cash flow provigded
by operating actavities of $1.6%9,.5354 for the i1x sonths ended September 30,
1996, For the 1ix moaths ended Septembe: 30, 1947, the (ompany s cash used 1n
ARVESLING sclivities was 32,017,911, compared to 33 445,012 of cash used 1n
investing sctavities for the 1:1 months ended Segptcober 30, 1994  The primary
vec of carh 1o iBvosting ectivitics daring both the a1x months cnded Scptember
30, 1997 snd 1996 was felated to the Company s acquisitiop program Durisg the
viz mnnthc esded Septenhar 3, 1597, the Company serged with FTT and NTT and
doriag the six months eoded September 30, 1996, the Compsay acquared & coslomcs
buse 2rom Losversel Melwork Servaces. Met cash used am tinencing activilies
during the ssx menths ended September M0, 1997 wrre 32 420 471 rcmpated 10 net
tasb prov.ided by fiospcing activaties doi.ug the ssar gor.od of 1996 a1
$2.601.807. Dmeaing the s1x monilhs ended Seplemper 30, 1997, the Compasy pa:d
off the remasning belence owed onder s term losn rateved ;nto dutsng sy of

1996.

In May 1996, the Company eniesed iato # 314,250,000 credit tacility with &
tank which 1aclooes o tevolveny credat fsciloly and 1ot .oam facility
Borsowing: omder the revolviag ciedit portion ol the laciliity @iy not excesd Lhe
ieaser of 311,000,000 minus sny teseives the lender amus deem elipible or "5 of

eligible receavibles, Borzosiogs amder the resclvar wil. bear interest at the
prime rate plus 0.752. Borrosiags end onpaid interest on the revolving fsesfaty
are repeyablec in fo)l et matarity of the lecility on June L. 177 The Company

wis allowed 1o borgow 33,250,000 under the term losr faciiitv  The cerm loan
was repayshie yn ¥ ennal



soaihly iastellsencs of 390.278 plos sccivcd snterest  The tesm losn bosr
anterest ol Lhe prume Jale plous M. nripg the thite mRonths cnded Mepleaber U,
1997, the Compeny repeid the remeining belance fue upder the term losn

Subatantiekly sll ud the a3acis of ibe Company s pledped a0 collatciel wudes
the credit facility.
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OTHER INFORMAT ION
Ites 1: LEGAL PROCEEDINGS

Nooe

1

ltem CHANGES INM  “OLRITIES

None

Ttem 3: DEFALLT UPON SENICE SEORITIEY
Nooe

Tiem & SUBISEION OF MATTERS TO & VOTE (3 SETTITS rilDERY

Tiem 3. OTHER INFORMATION

Item &  EXHIBITS AND CLRRENT REPORTS ON FCRM & K

(8) ExhibiLs - Noae.




SIGNATURES
Pursmant to the requisomsnts of the Securities Euchange act cf 934, 1bw
Acgistasut hiaa duly cawsed this awpustl (v v aagned vu 102 bohall by the
onte reigned, thersunto doly suviherized

NETWORK 700G DESIAN | INC

Dated fNovember 13, 1997 Hy /3'Thomss i Keele

thie! Fimancial QOflacer



EXHIBIT C
Copy of the Proposed Agreement
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