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IN THE UNI TED STATES BANKRUPTCY COURT
FOR THE NORTHERN DI STRI CT OF TEXAS
DALLAS DI VI SI ON

IN RE: )
) BK. NO 04-81694- SAF- 11

VARTEC TELECOM | NC. )

DEBTOR )

BE | T REMEMBERED, that on the 15th day of August,
2005, before the HONORABLE HARLIN D. HALE, United States
Bankruptcy Judge at Dallas, Texas, the above styled and
nunber ed cause cane on for hearing, and the foll ow ng
constitutes the transcript of such proceedi ngs as hereinafter
set forth:
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APPEARANCES

VINSON & ELKINS, L.L.P.
2001 Ross Avenue, Suite 3700
Dal | as, Texas 75201
BY: M. Dan Stewart
M. WIIliam Wl | ander
M. Richard London

ON BEHALF OF THE DEBTORS

FULBRI GHT & JAWORSKI
2200 Ross Avenue, Suite 2800
Dal | as, Texas 75201

BY: M. John Schwart z

APPEARI NG ON BEHALF OF RURAL TELEPHONE
FI NANCE COOPERATI VE

THOWPSON & KNI GHT
1700 Pacific Avenue, Suite 3300
Dal | as, Texas 75201
BY: M. John Brannon
M. David Bennett
Ms. Suzanne Lesl ey

APPEARI NG ON BEHALF OF SBC COMMUNI CATI ONS,
I NC.

KANE, RUSSELL, COLEMAN & LOGAN
1601 Elm Street, Suite 3700
Dal | as, Texas 75201

BY: M. Joseph Col eman

APPEARI NG ON BEHALF OF VARTEC TELECOM
I NC.

ARNALL, GOLDEN, GREGORY, LLP
171 17th Street, Suite 2100
Atlanta, Georgia 30363

BY: M. Darryl Laddin

APPEARI NG ON BEHALF OF VERI ZON OPERATI NG
TELEPHONE COVPANI ES
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LATHAM & WATKI NS

633 West Fifth Street, Suite 4000

Los Angeles, California 90071
BY: M. Peter Glhuly

APPEARI NG ON BEHALF OF COMIEL TELECOM
ASSETS L. P.

BROWN McCARROLL
111 Congress Avenue, Suite 1400
Austin, Texas 78701

BY: M. Patricia Tomasco

APPEARI NG ON BEHALF OF PO NTONE
TELECOVMUNI CATI ONS, | NC.

VWH TE & CASE, LLP
200 S. Biscayne, Suite 4900
Mam, Florida 33132

BY: M. John Cunni ngham

APPEARI NG ON BEHALF OF OFFI CI AL COW TTEE

OF EXCEL | NDEPENDENT REPRESENTATI VES

WEI L, GOTSHAL & MANGES
200 Crescent Court, Suite 300
Dal as, Texas 75201

BY: M. Janes Menker

APPEARI NG ON BEHALF OF BELLSOUTH
Kl LPATRI CK STOCKTON
1100 Peachtree Street, Suite 2800
Atl anta, Georgia 30309
BY: M. Allison R chards

APPEARI NG ON BEHALF OF BELLSOUTH
TELECOVMUNI CATI ONS, | NC.
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PROCEEDI NGS
THE COURT: VarTec. M. \Wallander, | think
we’ ve got a handful of phone people. W'’Il just get them al
on at once.
Calling the VarTec case. 1’|l just go ahead and take
appear ances of folks that are appearing by tel ephone.
MR. LADDI N: Good afternoon, Your Honor. This
is Darryl Laddin on behalf of Verizon.
THE COURT: Hell o.
M5. RICHARDS: Hello. This is Allison Richards
on behal f of Bell Sout h.
THE COURT: Wl cone.
MS. RI CHARDS: Thank you.
MR. CUNNI NGHAM  Good afternoon, Your Honor
John Cunni ngham of Wiite & Case on behalf of the IR
Commi ttee.
THE COURT: Wl cone.
Anyone el se on the phone?
"Il take appearances of folks participating in the
courtroom now.
MR. VWALLANDER:  Your Honor, Bill Wallander, Dan
Stewart, and Richard London on behal f of the VarTec debtors.
MR. G LHULY: Good afternoon, Your Honor.
Peter Gl huly of Latham & Watkins on behalf of the successful
bi dder, Cont el
NATI ONAL COURT REPORTERS (214) 651-8393
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THE COURT: | didn’t know you were going to be
here. | got a nessage you were appearing by phone.
MR. G LHULY: | switched from phone to being

here. And as M. Wallander predicted, it probably wasn't
necessary. Besides, | had other business to do.

M5. TOVASCO  Your Honor, Patty Tonmasco on
behal f of Uni poi nt Hol di ngs, Inc.

THE COURT: Wl cone.

MR. COLEMAN: Good afternoon, Your Honor.
Joseph Col enan on behalf of the debtors as it relates to the
SBC matters.

MR. ELLERBE: Good afternoon, Your Honor.
David Ell erbe on behalf of the Comnmttee with respect to the
Verizon matter. M. Sutherland is here, also, for the
Comm ttee nore --

THE COURT: Good. Wl cone.

MR, GREENDYKE: Good afternoon. Bill G eendyke
and John Schwartz on behalf of the RTFC

THE COURT: Hi.

MR. BRANNON: Good afternoon, Your Honor. John
Brannon, David Bennett, Suzanne Lesley on behalf of the SBC
Tel cos.

THE COURT: Wl cone.

MR. CREEN: Good afternoon, Your Honor.
Regi nal d Green on behal f of Bell Sout h.

NATI ONAL COURT REPORTERS (214) 651- 8393
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MR. MENKER  Good afternoon, Your Honor. Janes
Menker of Weil Gotshal on behalf of M

THE COURT: Wl cone.

Let’s see, M. \Wallander, or, M. Coleman, |’mnot sure
how you want to handle this one.

MR. WALLANDER: Your Honor, Bill Wallander on
behal f of the VarTec debtors. As regards to the expedited
notion for approval of stipulations, |I’ve handled the
Bel | South and the Verizon stipul ation.

THE COURT: Ckay.

MR. WALLANDER. And M. Col eman, who is
conflicts counsel as regards to SBC will handle that.

Your Honor, the good news is that we have been able to
achi eve consensus anong the parties. W’ve resolved the
single objection that was actually filed as to SBC.

M. Coleman wll deal with that in nore detail.

We did have discussions with other parties, as well, to
resolve a couple of what | believe were md issues, but
i nportant issues to their constituencies.

And if | may, Your Honor, 1’'d like to approach with a
not ebook that contains the exhibits for today’ s hearing.

THE COURT: Gkay. Thank you.

MR. WALLANDER: Judge, for the Court’s
conveni ence we have under Tabs 3 and 4, in each of those
slots there are two stipulations. On the front is the clean

NATI ONAL COURT REPORTERS (214) 651- 8393
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version. And behind the clean version is the revised
ver si on.

And | would state for the Court, as to Verizon and
Bel | South there is only one change to those stipulations in
the | ast paragraph which is an integration clause which says
that, This stipulation will be the final agreenent as to the
matters addressed herein and no parole or extrinsic evidence
wll be adm ssible to vary the terns of the agreenent. And
t he purpose of that is to make certain that the parties
understand that there was concern that there m ght be side
deals. W never shared that concern, but we were happy to
put the |language in. And all parties understand that these
were -- these agreenments work in coordination with the
exi sting adequate assurance, adequate protection carrier
stipulation, as well as the APA

From an evidentiary perspective, Your Honor, |I'd like to
do two things. One would be, if there are no objections, to
go ahead and submt the exhibits for adm ssion, which consi st
of the asset purchase agreenent and the order approving that,
both of which the Court can take judicial notice of, the
forms of stipulation of Verizon, Bell South, and the SBC
Telcos. And | think that’s what needed from a docunent
perspective today.

THE COURT: WIIl it be 1 through 5; is that
right?
NATI ONAL COURT REPORTERS (214) 651-8393
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MR. WALLANDER:  Yes, Your Honor.

THE COURT: Any objections to 1 through 5?

1 through 5 wll be admtted.

MR. WALLANDER. The second part of the
evidentiary presentation, if no party will object to, would
be the | ast two, the Verizon and the Bell South sti pul ati ons.
|’d like to proffer the testinony of M. Mchael G Hoffman
to the Court.

THE COURT: GOkay. We'Ill swear himin. And if
fol ks have cross-exam nation of him they can do it at the
end of your proffer.

MR. WALLANDER: Thank you, Your Honor.

M. Hoffrman, if called to the stand, would testify as
fol | ows.

Hs full name is Mchael G Hoffman. He graduated from
Jacobson Col l ege in Pennsylvania with a Bachelor of Arts. He
received his JD from Anerican University in Washi ngton, D.C
After about two years with the law firmof Arden & Hadden, he
becanme corporate counsel and director of regulatory affairs
with VarTec. He has spent 15 years in the tel ecom busi ness.

His current position wwth VarTec is that of CEQ
presi dent, and sole board nmenber. He also is continuing as
the chief legal officer. He oversees the business generally
and he coordinates the restructuring process of the VarTec
debtors both in ternms of overseeing froma broad view of the

NATI ONAL COURT REPORTERS (214) 651- 8393
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operations of the business, as well|l as estate matters.

As regards to information in connection with VarTec’s
relationship and litigation wth Bell South and Verizon he
woul d testify as foll ows.

Var Tec has contracts for access, which includes
i nterconnect agreenents and tariffs with both Bell South and
Verizon. VarTec also has a billing and coll ection agreenent
wi th Bel | South under which Bell South collects on behal f of
Var Tec -- receivables from VarTec' s custoners. VarTec
previously had a billing and col |l ection agreenent with
Verizon which termnated by its own terns on or about the end
of 2004.

M. Hoffrman would also testify regarding litigation.
That VarTec is currently in setoff litigation with both
Bel | South and Verizon which is pending before the United
St ates Bankruptcy Court for the Northern District of Texas.
In this litigation VarTec is seeking affirmative recovery
from both Bell South and Veri zon.

In addition to that litigation, both Bell South and
Veri zon have filed notions to conpel VarTec to affirmor
reject their executory contracts with VarTec. That notion
remai ns pendi ng before the United States Bankruptcy Court for
the Northern District of Texas.

In addition to that, Bell South and Verizon have filed
objection to VarTec’'s notion to sell substantially all of its

NATI ONAL COURT REPORTERS (214) 651- 8393
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assets, which notion has been put into evidence and which
this Court approved. The objection to the sale of
substantially all of the assets was withdrawn in anticipation
of the stipulations that are being brought to Your Honor

t oday.

M. Hoffrman would testify that VarTec continues to
operate under the carrier stipulation with both Bell South and
Verizon. He would testify that it’s his understanding that
VarTec has conplied in all respects with the carrier
stipul ation throughout these cases.

When asked to describe the stipulations, M. Hoffman
woul d testify as foll ows.

The stipul ations provide for assunption and assi gnnent
of executory contracts with both Verizon and Bel |l South. Upon
the consumation of the final closing date, the assunption
and assignnent of the contracts to Verizon and Bell South
woul d each have occurred and all cures in connection with
such executory contracts will deened to have been fulfill ed.
The stipulations will also resolve the notions to conpel.

The notions to conpel will be withdrawn upon the stipul ations
bei ng entered and effective by the United States Bankruptcy
Court. The stipulations will also resolve the setoff
[itigation.

Upon the consummation of the final closing, the setoff
litigation will be dism ssed with prejudice as between

NATI ONAL COURT REPORTERS (214) 651- 8393
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Verizon, Bell South, and the debtors. The stipulations wll

al so provide potential for better credit terns with these
bankruptcy estates. Upon the neeting of certain conditions,
including the entry into new billing and coll ection
agreenents and/or letters of credit satisfactory to the

i ncunbent | ocal exchange carriers, the VarTec estates wll be
given credit terns that either approach or neet industry

st andar ds.

The stipulations will also resolve pre-petition clains.
Upon the consummation of the final closing date, al
pre-petition clainms of Verizon and Bel | South agai nst the
debtors will be deened satisfied. The stipulations wll
provi de for rel eases to be exchanged. Upon the final closing
date, releases wll be exchanged to release all pre-petition
clainms running between VarTec, Verizon, and Bell South. There
wll be certain post-petition amunts which will renmain, but
those will be assunmed by the Contel buyer as part of the
contract and assunption process contenpl ated under the
stipul ations.

The stipulations will also provide for what was
described in the sale hearing as the optim zing and groom ng
of the network. It will provide for circuit disconnections
on an ongoing basis. And it will deal wth the clains
arising fromthose circuit disconnections as per the estate
to the unsecured clains. VarTec wll be required in

NATI ONAL COURT REPORTERS (214) 651- 8393
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connection with those circuit disconnections to follow
certain processes under the contracts so that it coordinates
wi th the (indeci pherable two words) | ocal exchange carriers
in those circuit disconnections.

M. Hoffrman would testify that if there is no final
closing, that the assunption and assignnment process w |l not
occur as contenplated in the stipulations. The setoff
l[itigation will not be dismssed. The notion to conpel
litigation will |ikely be recommenced. The releases wll not
be exchanged. And the benefits of the stipulations wll
| argely be | ost.

In terns of materiality of the litigation between the
parties, VarTec and Bell South (unknown anount of words
m ssing due to change of tape by ECRO what they owe each
ot her, anywhere from8 to $10 mllion. There's a dispute as
to whether these anmounts woul d be offset. This is litigation
pending in the United States Bankruptcy Court.

Simlar fact patterns exist as per Verizon and Var Tec,
where they both assert that they owe each other in the
nei ghborhood of 8 to $10 mllion. Again, there is a dispute
as to whether those anobunts would be offsetable. That
litigation is rational to be settled through these
stipul ati ons because even if those anobunts are not
of fsetabl e, those anbunts will be asserted as necessary cure
obl i gations by Bell South and Verizon. And because the cure

NATI ONAL COURT REPORTERS (214) 651- 8393
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obligation is net as part of the overall stipulation upon the
final closing, it nmerits the settlenent of that litigation in
conjunction with them Again, that only occurs if there's a
final closing. And I'Il get to that in nore detail |ater.

In addition to the general setoff litigation, there is a
specific issue that will be resol ved between VarTec and
Bel | South. Bell South nmade post-petition paynents to VarTec
of approximately $3.6 mllion which currently sits in an
escrow account -- let ne restate that, in an account agreed
to by the parties at United Mssouri Bank. There's a dispute
as to the nature of those paynents and as to the entitl enent
of those funds. Those funds upon this stipulation becom ng
effective will be divvied up with $1.875 million of those
funds going to the RTFC, and the bal ance of those funds going
to Bell South. That will not occur at the final closing, but
wi || occur upon effectiveness of the stipul ation.

Upon the final closing there are sone other issues
resol ved in connection with VarTec, the buyer, and the
estates with Bell South keeping approximately one-half a
mllion dollars froma collection reserve account that’s
established for true up on custoner collections, as well as
the buyer will get a credit fromBell South I think in the
amount of $300, 000.

In terns of better credit ternms for the estates.
Bel | South under its stipulation will permt the buyer to

NATI ONAL COURT REPORTERS (214) 651- 8393
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obtain better credit ternms upon entry into the managenent
services agreenent which is contenplated to be entered into
upon obtaining FCC approval. The initial credit terns would

be 15 days. And then upon the buyer entering into a billing

and col l ection agreenment -- excuse nme. Upon the debtors
entering into a billing and coll ection agreenent, a new
billing and coll ection agreenent acceptable to the debtors

and Bel | South, those credit terns would be increased 30 days.

Recal |, Your Honor, under the carrier stipulation
currently, the debtors pay twice a nonth, once on the first
Wednesday and once on the third Wednesday of every nonth.

And the way those nunbers work, the carriers were always even
full pay, or ahead by a week or two just dependi ng on how
those dates fell relative to the normal billing cycle. So
the better credit ternms would be sonething that woul d have to
create additional liquidity for the operation of the

busi ness.

The stipulations are also clear that upon the
consunmati on of the final closing date, all of the
pre-petition clains of the ILECs, Verizon, and Bell South
agai nst the estate would be deened to be satisfied. And
there woul d be rel eases exchanged to mrror that. There are
al so rel eases between the RTFC and Bel | South and the RTFC and
Verizon. The RTFC has asserted superior clainms to both what
are called the PARs, and those are account receivable ow ng

NATI ONAL COURT REPORTERS (214) 651- 8393
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to the estate, as well as to the funds at UNB. So it was
inportant to both the RTFC and to the ILECs that that
particul ar piece of this be resolved, as well. Again, upon
the final closing is when that resol ution occurs.

| think it is inportant to keep in mnd, also, that
| ooking at this stipulation froma broad view, that if the
final closing does not occur, then sone things wll have
changed at that tinme. That is to say, there may be the
better credit terns that have occurred getting to the final
closing. There may have been network optim zation that wl|l
have occurred. But a nunmber of the other things that are al
tied at the final closing will not take place. The
assunptions won't take place. The releases won't take pl ace.
The pre-petition clainms won't take place. | don’'t want to
say they' Il be returned to exactly the status quo today, but
al nost all of the issues that exist today will be there at
that time, because the litigation will be abated waiting for
that final closing to occur. So this will keep everybody
focused on trying to get to the final closing and trying to
get the deal consunmated.

In terns of the approval standards per the stipul ation.
M. Hoffman would testify that he believes the stipulation
are key to support the approved sale which in his judgnent is
the nost rational way to maxi m ze val ue for the bankruptcy
estates under the circunstances of these cases.

NATI ONAL COURT REPORTERS (214) 651- 8393
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He woul d testify that the benefits to the estates run in
terms of providing certainty going forward as to these |LECs
to reduce cost of litigation, including pending litigation
and other clains that could be brought by the |ILECs agai nst
the estates. To provide an opportunity for better credit
terms and better liquidity to the estates for operating
purposes. And to facilitate keeping everybody focused on
getting to the final closing, which is a very inportant
factor in this.

M. Hoffrman would testify that the litigation between
Bel | South and Verizon is not only material, but that the
l[itigation is quite conplex. That the discovery that would
need to be conducted would be tinme consum ng, volum nous, and
qui t e expensi ve.

M. Hoffrman would testify that the expense of the
l[itigation in his view wuld be quite material, perhaps in
excess of a mllion dollars.

M. Hoffman would testify that as to such litigation
there is no certainty as to outcone as we sit here today.

That while the debtors believe in the theories that have been
pled, it can’t be predicted wth certainty today what the
outcone of that litigation would be.

M. Hoffrman would testify that no objections have been
made to the stipulations with Bell South and Verizon. He
woul d further testify that he cannot see that the

NATI ONAL COURT REPORTERS (214) 651- 8393
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stipul ations put any burdens on other parties in interest in
the case. That it provides benefit to the estate that should
inure to the benefit of all parties in interest in the
case. And it will be a big help to reduci ng ongoi ng
litigation costs and expenses to the estates.
He would testify finally that he supports the approval

of the stipulation. And that will end the testinony of
M. Hof fman and woul d end the evidentiary presentation of the
debtors for approval of the stipulations as to Verizon and
Bel | Sout h.

THE COURT: M. Hoffrman, would you just stand
where you are and rai se your right hand?

(The witness was sworn by the Court.)
M CHAEL HOFFNMAN

the witness, having been duly sworn to tell the truth,
testified on his oath as foll ows:

THE COURT: Did you hear the proffer of your
testinony by M. Wall ander?

THE WTNESS: | did.

THE COURT: And do you adopt it as if you would
have testified by question and answer?

THE WTNESS: Yes, | do.

THE COURT: |Is there anything else that you'd
like to tell the Court?

THE W TNESS: There was one clarification, |

NATI ONAL COURT REPORTERS (214) 651- 8393
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t hi nk, on that 300,000. 1It’'s Contel as opposed to Bell Sout h.
| think when you testified you nentioned it was Bel | Sout h.
t hought it was Contel, though.

MR. WALLANDER: | may have had one piece -- |et
me correct that very quickly, Your Honor.

| will turn to Exhibit 4. 1In Exhibit 4 on page 7,
paragraph 3 it does state that Bell South will credit the
debtors’ Conmtel account in the amount of $300, 000 of the
post-petition reserve anmount. And that Bell South will retain
the 500,000. |If | stated that differently in the testinony,
| - -

THE WTNESS: You've clarified it consistent
wi th ny under st andi ng.

THE COURT: Does any party in interest have any
gquestions of M. Hoffman?

You may be seated, sir. Thank you.

MR. VALLANDER:  Your Honor, that woul d concl ude
our evidence.
THE COURT: Thank you, M. Wall ander.
M. Col eman.
MR. COLEMAN: Good afternoon, Your Honor.

Your Honor, if you could turn to Tab 5. There is a red
line and a clean copy of the final stipulation. The notion,
Your Honor, anticipated there may be sonme non-nmateri al
changes. 1'd like to walk the Court through those, if | may.

NATI ONAL COURT REPORTERS (214) 651- 8393
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THE COURT: Ckay.

Is the red line in the back?

MR. COLEMAN. |I'msorry, the red |ine,
believe, is the second one.

THE COURT: Ckay. Thanks.

MR, COLEMAN. And I’'Il start on page 10, which
i s paragraph nunber 9, beginning with the bold word pendi ng.

THE COURT: Ckay.

MR. COLEMAN. Paragraph 9 was just changed to
conformit to the APA renoval and necessity of an order if
there’s not a final closing.

Par agraph 9(e) was sinply added to nmake clear that the
carrier stipulation, which is nodified in this stipulation
because open account ternms are provided, it was just included
to -- so there wouldn’t be any anbiguity about that.

Page 11, paragraph nunber 10, 10(a) from and after the
final closing date, it just makes clear notw thstandi ng
anything to the contrary herein and it continues, as was
filed, the Conmtel buyer shall be solely responsible for
conpliance with all of the ternms of the SBC Tel cos network
agreenents and B&C agreenents, billing and coll ection
agreenents, Your Honor, and shall be solely responsible for
paynment of all outstanding bill charges arising after the
petition date. | don’'t think that changes the neani ng,
certainly not materially. But it gave confort to sone of the

NATI ONAL COURT REPORTERS (214) 651- 8393
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parties.

The next one is page 12 -- paragraph 12, Your Honor.
This concerns the nutual rel ease between SBC and the Cont el
buyers. It was extended fromthe date entered in -- in which
t he managenent services agreenent was entered into to a date
certain, March 31, 2006

And finally, Your Honor, page 20, paragraphs 35 and 36.
These are two changes, Your Honor, that were made directly in
resolution of Unipoint’s objection. They have been approved
by Ms. Tomasco, Unipoint’s counsel.

Par agraph 35 states a statenent by the SBC Tel cos that
t hey have no agreenents, oral or witten, with any of the
other parties -- parties are defined as the four parties to
the stipulation -- hereto relating to the debtors’ or Contel
buyer’s choi ce and use of vendors.

And paragraph 36, Your Honor, is a statenent stating
what is the case any way, and that’s very clearly that
nothing in this stipulation order, or by virtue of Unipoint’s
consent hereto shall affect or inpair any clains, causes of
action rates that Unipoint, or the debtors, or the debtors’
successors or assigns have agai nst each other with respect to
the Mssour litigation, or arising in, arising under, or
related to these debtors’ bankruptcy cases incl uding
specifically Unipoint or the debtors’ respective rights as to
Unipoint’s (i) asserted clainms for indemification
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rei nbursenent for contribution against the debtors, and (ii)
defenses in the Mssouri litigation. W don’'t consider any
of those to be material. They're nore in the way of
clarification, and to give sone confort to Unipoint.

And with that, Your Honor, | will via proffer, also, if
no parties object Mchael Hoffrman, the debtors’ CEO

| first of all would incorporate sone of the -- or
i ncorporate the testinony already proffered by M. Wll ander
and state that if called to testify in support of the SBC
stipulation, M. Hoffmn would explain to the Court that the
agreenents between SBC and the debtors include tariff
agreenents, interconnection agreenents, circuit agreenents,
billing and coll ection agreenents. The pre-petition clains
by and between the debtor and SBC i ncl ude PARs payabl e by SBC
to the debtor. These are accounts collected by custoners by
SBC and forwarded to the debtor. The debtor owes ampunts
under the tariffs and interconnection agreenents. There is a
di spute as to how nuch is owed by SBC to VarTec and VarTec to
SBC. The dispute is in excess of $5 mllion.

M. Hoffman would testify that there are a nunber of
matters at the time of the sale hearing when the stipulation
was announced into the record, Your Honor, that were pending
bet ween SBC and the debtors. Nunber one was a notion to
shorten the tine by which the debtors had to assune or reject
contracts. Nunber two was SBC s objection to the Contel
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sale. Nunmber three was setoff litigation. Nunber four is
the Mssouri litigation that was pending pre-petition.
Nunmber five is a FCC action which concerns the sane issues
fromthe Mssouri litigation, but it was pending at the FCC
And further, SBC s proof of clains and VarTec' s expected

obj ection thereto.

M. Hof fman woul d summari ze the stipulation, the key
terms of the stipulation, Your Honor, by first saying that
ef fective upon closing there are essentially three main
categories of agreenents. Nunmber one, the first category
includes SBC s pre-petition clainms and the resolution of the
PARs payabl e. The next category concerns assunption and
assignnment of certain contracts. The third category is
resolution of pending litigation and rel eases.

Wth regards to the SBC pre-petition clainms and PARs
payabl e, under the stipulation, Your Honor, SBC would keep
the PARs payable in full satisfaction of their pre-petition
clains. The stipulation would resolve all billing disputes
that were pre-petition and the setoff litigation. Again,
this is all upon final closing, Your Honor. The setoff
litigation would be dism ssed with prejudice.

Wth regard to the assunption and assi gnnment of
executory contracts, VarTec would assune and assign to Cont el
t he SBC network agreenents as defined in the stipulation and
the B&C agreenent. SBC will retain the PARs payabl e which
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shall constitute the total cure for the assunption. And then
the stipulation provides, Your Honor, for the continued

di sconnection of circuit agreenents. And those

di sconnections would constitute rejection clains. And those
rejection clains wll not be released. Those rejection
clainms would exist. They' d be pre-petition clainms that SBC
hangs on to, so it would be a carve out fromthe rel ease.

But SBC is assigning those rejection clains to the RTFC in
exchange for the RTFC s rel ease of SBC.

Wth regard to the third category, resolution of pending
litigation and rel eases. And, again, this is pending final
closing. The Mssouri litigation will be dism ssed with
prejudi ce. The FCC action would be withdrawn. The setoff
litigation would be dismssed with prejudice. SBC s
objection to Contel’s sale is wthdrawn. The notion to
conpel assunption and assignnent is withdrawn. There's a
nmut ual rel ease of pre-petition clains between the debtor and
SBC. SBC and Contel have rel eased clains nmutually through
March 31, 2006. And there's a nmutual release between SBC and
RTFC.

Now, Your Honor, pending final closing, there are sone
interimitens. Nunber one, the litigation is abated pending
final closing. Nunber two, there was a previously noticed
SBC price increase that remains effective. Nunber three, the
carrier stipulation would remain in effect. However, open
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account credit ternms would be provided to the debtor pending
final closing. And the debtor would continue the circuit

di sconnection process which would result in those rejection
cl ai ns.

After final closing, Your Honor, M. Hoffman woul d
testify that Comtel becones responsible for all conpliance
and all obligations under the SBC contracts. M. Hoffman
woul d further testify, Your Honor, with regard to the
standards under the 5th G rcuit approving a 9019 notion with
regard to the conparison of terns for settlenent and |likely
result of litigation, M. Hoffrman would testify that the
M ssouri litigation is very conplex litigation, even though
it is stayed. It would be applicable in the formof a claim
and a claimobjection. The litigation seeks between 19 and
$35 mllion in damages. This would enabl e significant
savings and legal fees, significant conplex litigation, and
the potential for significant unsecured cl ains.

The next itemresolved is the setoff litigation. And
while the debtor feels confident about about its setoff
litigation, SBC does have a contractual setoff provision in
its agreenent that would have to be overcone.

One of the benefits of the settlement with regard to
setoff litigation is, Your Honor, the APA was set up in
par agraph 5.16 to provide the successful bidder with use of
the PARs for purposes of reaching resolution with the various
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carriers. That was one of the assets purchased by Contel and
they did exactly what the APA enabled themto do and really
called for themto do which, again, enabled a deal to be
struck, enabled a withdraw of SBC s objection to sale.

And M. Hoffrman would further testify that his
deposition was taken. SBC along with other carriers filed an
objection to the sale. And by reaching this agreenent, a
significant potential roadblock was alleviated. And that the
sale to Contel results in the estate receiving 82.1 mllion
m nus working capital, plus assunption and liabilities, plus
cures.

Wth regard to the notion to conpel assunption or
rejection of contracts. M. Hoffman would testify, Your
Honor, that if forced to assune or reject contracts prior to
the date set forth in the stipulation, the debtor would not
have the funds to pay for the assunption because the PARs are
t he subject of setoff litigation. And if the debtor had to
choose to reject the contracts, it couldn’t run its business.

Finally, Your Honor, this would avoid the objection to
SBC clains. Vol unes and nunerous proofs of claimwere filed,
including Mssouri litigation attached. They would be
expensi ve and conplex and that would all be avoi ded.

And M. Hoffrman would further testify that he believes
the SBC stipulation is fair and equitable and is in the best
interest of the estate for the follow ng reasons.

NATI ONAL COURT REPORTERS (214) 651- 8393



© 00 N o o -~ w N Pk

N NN N NN P P PR R R R R R
a A W N P O © 00 N O O pd~ W N -, O

26

Agai n, reaching the stipulation enabled the sale to go
through. And M. Hoffrman believes that the sale is extrenely
beneficial to the debtors’ estate. It resolves very
significant litigation. As nentioned, the M ssour
l[itigation, the setoff litigation, the objection to sell,
nmotion to conpel assunption or rejection, objection to
claims, M. Hoffman testified that the estate would save
mllions of dollars in |egal fees, countless hours of VarTec
personnel in attenpting to deal with the discovery,
strategi zing, the testinony the depositions concerning all of
this litigation.

Furthernmore, M. Hoffnman would testify that the
stipul ation enables the debtor to receive open account
creditors, which it has not had fromthe carriers during this
bankruptcy. And that’'s a very material benefit. |If the
final closing does not occur, M. Hoffman would testify that
Var Tec has reserved its litigation rights and retains $40
mllion. And believes it will be -- it would be in a very
positive state as previously testified during the sale
heari ng.

M. Hoffrman woul d al so testify he believes this
stipulation is in a paranmount -- or takes into account the
paranmount interest of creditors. Virtually hundreds of
creditors receive notice of the stipulation and only one very
narrow objection was | odged. That narrow objection from
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Uni poi nt has been resolved. Significantly, the Commttee
does not oppose a stipulation. And hundreds of other
creditors do not oppose it.

Wth regard to M. Hoffman’s testinony concerning the
arms length, full disclosure, and noninclusive nature of the
stipul ati on negotiation, Your Honor. M. Hoffrman would
testify that the four parties to the stipulation are al
sophi sticated, are all represented by counsel, all spent
count | ess hours.

Furt hernore, paragraph 34 of the SBC stipul ati on, Your
Honor, as originally filed before any changes include an
i ntegration clause.

Furthernore, with regard to full disclosure and arm s
| ength negotiation. That was in part, Your Honor, Unipoint’s
objection. And that has been resol ved.

Finally, Your Honor, M. Hoffmn would say as CEO t hat
he was personally involved in the negotiation of the SBC
stipulation. And he believes the stipulationis, in fact, in
the best interest of the estate.

And that would conclude M. Hoffrman’s proffer

THE COURT: Thank you, M. Col eman.

M . Hof f man, woul d you just stand where you are?

Do you affirmthe proffered testinony that M. Col eman
made of you?

THE W TNESS: | do.
NATI ONAL COURT REPORTERS (214) 651-8393
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THE COURT: Do you have anything that you'd
like to add?

THE W TNESS: No.

THE COURT: Any other party in interest have
any questions of this w tness?

You may be seated, M. Hoffman. Thank you.

MR. COLEMAN. That concl udes ny presentation,
Your Honor.

THE COURT: Gkay. Ms. Tomasco, did you see the
proposed changes to the stipulation? And do they address
your objection? | think they do, but I want to nake sure.

M5. TOVASCO.  Yes, Your Honor. They resolve
our objections.

THE COURT: kay. Thank you very much.

Does anyone el se wish to be heard on these two notions?

Ni ce job, M. Wallander, M. Coleman, and parties for
the various carriers. It will be approved. Just upload an
order approving both -- three stipulations, excuse ne, and
"1l sign them upon receipt.

Thank you.

MR. WALLANDER: Thank you, Your Honor. W’ |I|
round up all of the signatures and get themto you

THE COURT: Anything further in VarTec?

MR. STEWART: Your Honor, just one thing.

We do have a hearing schedul ed Thursday afternoon.
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There are about 15 itens on the docket.
Do you know where we’re supposed to be?

THE COURT: Good question. | think I know
where you’ re not supposed to be, M. Stewart. You're back in
front of Judge Fel senthal, we think. So you'll be over way
si de.

MR. STEWART: Thank you, Your Honor.

THE COURT: Soneone fromour office will let
you-all know if there’'s sonething different on that.

Ckay?

MR. STEWART: Thank you.

THE COURT: You're a case w thout a hone,
M. Stewart. W just pass you around.

Thank you.
(End of Proceedings.)
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