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ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidia

PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Condensed Consolidated Balance Sheets

June 3
2002
(Unaudi
Assets
Current assets:
Cash and cash equivalents S 20,3
Accounts receivable-trade, less allowance for doubtful
accounts of $8,245,000 (2002) and $9,759,000 (2001) 36,5
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Due from CoreComm Limited
Due from NTL Incorporated
Other

Total current assets

Fixed assets, net

Investment in CoreComm Limited

Goodwill

Intangible assets, net

Other, net of accumulated amortization of $1,552,000 (2002) and $1,045,000
(2001)

Liabilities and shareholders' equity (deficiency)
Current liabilities:
Accounts payable
Accrued expenses
Due to NTL Incorporated
Due to CoreComm Limited
Current portion of long-term debt and capital lease obligations
Deferred revenue

Total current liabilities

Long-term debt
Notes payable to NTL Incorporated
Capital lease obligations

Commitments and contingent liabilities

Shareholders' equity (deficiency):
preferred stock-- $.01 par value, authorized
10,000,000 shares; issued and outstanding none
Common stock-- $.01 par value, authorized 250,000,000
shares; issued and outstanding 30,000,000 shares
Additional paid-in capital
Deficit

Note: The balance sheet at December 31, 2001 has been derived from the audited

See accompanying notes.

ATX Communications, Inc. (formerly CoreComm Holdco, Inc.

3
1,022,6
(1,036,3

balance sheet at t

and Subsidiaries)

Condensed Consolidated Statements of Operations
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Revenues $

Costs and expenses

Operating

Selling, general and administrative
Corporate

Non-cash compensation
Recapitalization costs

Other charges

Asset impairments

Depreciation

Amortization

(Unaudited)

Three Months Ended June 30,

2002

75,209,000

48,758,000
20,224,000
1,616,000
4,270,000

9,140,000
83,000

2001

$ 73,126,000

57,662,000
23,319,000
812,000
3,234,000

33,366,000

11,567,000
23,097,000

Operating loss

Other income (expense)
Interest income and other, net
Interest expense

(8,882,000)

100,000
(3,737,000)

(79,931,000)

656,000
(7,383,000)

Loss before income tax benefit
Income tax benefit

(86,658,000)
33,000

Net loss $

Six Months End
2002

$ 149,520,000

96,796,000
42,537,000
3,314,000

5,452,000

18,021,000
167,000

(16,767,000)

234,000
(7,640,000)

Basic and diluted net loss per share S

Weighted average number of shares

See accompanying notes.

ATX Communications, Inc.

(formerly CoreComm Holdco,
Condensed Consolidated Statement of Shareholders'

(Unaudited)

Common Stock

Inc.
Equity

and Subsidiaries)

(Deficiency)

Additional

Paid-In Capital

Balance, December 31, 2001

30,000,000

$ 300,000

$ 1,022,634,000

4
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Net loss for the six months ended
June 30, 2002 - —— __

Balance, June 30, 2002 30,000,000 $ 300,000 $ 1,022,634,000

See accompanying notes.

ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Condensed Consolidated Statements of Cash Flows

(Unaudited)
Six Months Ended June 30,
2002 2001

Net cash provided by (used in) operating activities $ 1,126,000 $(25,382,000)
Investing activities
Purchase of fixed assets (5,448,000) (6,192,000)
Proceeds from sales of marketable securities —— 2,737,000
Net cash (used in) investing activities (5,448,000) (3,455,000)
Financing activities
Proceeds from borrowing, net of financing costs - 63,679,000
Principal payments —= (831,000)
Principal payments of capital lease obligations (292,000) (5,512,000)
Net cash provided by (used in) financing activities (292,000) 57,336,000
(Decrease) increase in cash and cash equivalents (4,614,000) 28,499,000
Cash and cash equivalents at beginning of period 24,966,000 22,773,000
Cash and cash equivalents at end of period $ 20,352,000 $ 51,272,000
Supplemental disclosure of cash flow information

Cash paid for interest $ 5,463,000 $ 6,410,163
Supplemental schedule of non-cash investing activities

Liabilities incurred to acquire fixed assets S 293,000 $ 6,786,000

See accompanying notes.
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ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements
(Unaudited)

Note 1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been
prepared in accordance with generally accepted accounting principles for interim
financial information pursuant to the rules and regulations of the SEC.
Accordingly, they do not include all of the information and footnotes required
by generally accepted accounting principles for complete financial statements.
In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included.
Operating results for the three and six months ended June 30, 2002 are not
necessarily indicative of the results that may be expected for the year ending
December 31, 2002. For further information, refer to the consolidated financial
statements and footnotes thereto included in Item 14 (d) of CoreComm Limited's
annual report on Form 10-K/A for the year ended December 31, 2001.

Note 2. ATX Communications Recapitalization

In April 2001, ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and
Subsidiaries), referred to as the Company, and CoreComm Limited completed a
reevaluation of their Dbusiness plans in light of market conditions and made
significant modifications to the plans. The Company streamlined its strategy and
operations to focus on its two most successful and promising lines of business.
The first is integrated communications products and other high
bandwidth/data/web-oriented services for the business market. The second is
bundled local telephony and Internet products for the residential market, with a
focus on using Internet interfaces, as well as our call centers, to efficiently
sell, to install our products and service our customers.

Also in April 2001, the Company and CoreComm Limited commenced a process to
potentially sell selected assets and businesses (now owned by the Company) that
are not directly related to their competitive local exchange carrier, referred
to as CLEC, business, and retained advisors for the purpose of conducting this
sale. The Company's CLEC assets and businesses include its 1local and
toll-related telephone services that compete with the incumbent local exchange
carrier, referred to as ILEC, and other carriers.

In October 2001, the Company and CoreComm Limited commenced the ATX
Communications recapitalization. In the first phase of the ATX Communications
recapitalization, which was completed in December 2001, the Company and CoreComm
Limited entered into agreements with holders of approximately $600 million of
outstanding indebtedness and preferred stock whereby the holders agreed, among
other things, to exchange their debt and preferred stock for approximately 87%
of the Company's common stock. In addition, the holders of CoreComm Limited's 6%
Convertible Subordinate Notes due 2006 received the amount of an October 1, 2001
interest payment of $4.8 million in the aggregate.

ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)



Note 2.
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ATX Communications Recapitalization

(continued)

The following summarizes the indebtedness and preferred stock that was exchanged
for shares of the Company's common stock in December 2001:

Description
10.75% Unsecured Convertible PIK Notes due 2011
10.75% Senior Unsecured Convertible PIK
Notes Due 2010
Senior Unsecured Notes Due September
29, 2003
6% Convertible Subordinated Notes Due
2006
Series A and Series A-1 Preferred
Stock
Series B Preferred Stock

The Company

interest of
approximately
Unsecured Convertible

and accrued

exchanged the approximately $10.8
10.75% Unsecured Convertible
$18.0 million principal

Date Issued
April 2001
December 2000
September 2000
October 1999

September 2000
September 2000

million
PIK Notes
interest of 10.75%
PIK Notes Due 2010 for shares of its common

Issuer

CoreComm Limited and
the Company
CoreComm Limited and
the Company

CoreComm Limited
CoreComm Limited

CoreComm Limited
CoreComm Limited

principal and accrued

2011 and the
Senior

The

Due

stock.

Company recorded an extraordinary gain of $25.7 million from the extinguishment

of these notes,
the ATX Communications recapitalization.
$0.9797 per share on December

and incurred

31,

2001 for the shares

costs of $2.7 million in 2001 in connection
This gain is based on the fair value of
issued by the Company in

with

exchange for the notes. The Company incurred additional costs, which consist
primarily of employee incentives, legal fees, accounting fees and printing fees,
in connection with the ATX Communications recapitalization of $4,270,000 and

$5,452,000 during the three and six months ended June 30,

The

shareholders
respectively,

and noteholders who

received

CoreComm Limited.

Following the
recapitalization on December 28,
phase on July 1,

or 26,

preferred stock of the Company and CoreComm Limited,
the Company's outstanding shares,

the
2001

first
(but

completion of

2002), approximately 87%
056,806 shares, were owned by the former

Limited.

ATX

Notes to the Condensed Consolidated Financial Statements

Note 2.

Communications, Inc.

(Unaudited)

ATX Communications Recapitalization

phase
prior to the completion of the second
of the Company's

holders of
and

or 3,943,248 shares, were held by the CoreComm

(formerly CoreComm Holdco,

exchanged their
shares of the Company and no longer have

of the

(continued)

Inc.

2002.

shares and notes,

securities of

ATX Communications

outstanding shares,

indebtedness and
approximately 13% of

and Subsidiaries)

(continued)
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As a result of the completion of the first phase of the ATX Communications
recapitalization, the Company held $160 million principal amount of CoreComm
Limited's 6% Convertible Subordinated Notes Due 2006, approximately $105.7
million principal amount of CoreComm Limited's Senior Unsecured Notes due
September 29, 2003, approximately 51,000 shares of CoreComm Limited's Series A
preferred stock and 250,000 shares of CoreComm Limited's Series B preferred
stock. As of June 30, 2002, the Company's investment in CoreComm Limited notes
and preferred stock was $3,863,000.

In the second phase of the ATX Communications recapitalization, the Company
offered to all holders of CoreComm Limited common stock and all remaining
holders of 6% Convertible Subordinated ©Notes due 2006 of CoreComm Limited to
exchange shares of the Company's common stock for their CoreComm Limited common
stock and their notes, respectively. The Company completed the exchange offer on
July 1, 2002, and issued 3,610,624 shares of common stock to former holders of
CoreComm Limited common stock and holders of 6% Convertible Subordinated Notes
due 2006 of CoreComm Limited. Following the exchange offer, the Company
transferred the shares of CoreComm Limited common stock that it received in the
exchange offer to a wholly-owned subsidiary. The Company then merged this
subsidiary into CoreComm Limited, with CoreComm Limited surviving the merger as
a wholly-owned subsidiary of the Company. CoreComm Limited has surrendered to
the Company all of the shares of the Company's common stock that CoreComm
Limited held at the completion of the exchange offers, excluding 39,168 shares,
which are being held for holders of the 6% Convertible Subordinated Notes who
did not participate in the exchange offer. In exchange for CoreComm Limited
surrendering such shares of the Company's common stock, CoreComm Limited and the
Company have agreed to waivers and amendments to delay CoreComm Limited from
having to make any payments with respect to the CoreComm Limited securities held
by the Company through April 2003. Also, as part of the exchange agreement
between the Company and CoreComm Limited, the due date of CoreComm Limited's
Senior Unsecured Notes was extended until September 29, 2023.

In connection with the second phase of the ATX Communications recapitalization,
on July 1, 2002 the Company converted all of the 6% Convertible Subordinated
Notes Due 2006 of CoreComm Limited and all of the shares of Series A and B
preferred stock of CoreComm Limited that it owned into shares of CoreComm
Limited common stock. All of these shares of CoreComm Limited were tendered in
the exchange offer, and subsequently, all of the shares received by the Company
in the exchange offer were cancelled. The Company continues to hold
approximately $105.7 million principal amount of CoreComm Limited's Senior
Unsecured Notes.

ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 2. ATX Communications Recapitalization (continued)

In connection with the ATX Communications recapitalization, on July 2, 2002,
Nasdag transferred CoreComm Limited's listing on the Nasdag National Market to
the Company. On May 16, 2002, Nasdag provided CoreComm Limited with notice of a
Nasdag Staff Determination indicating that CoreComm Limited common stock was
subject to delisting from the Nasdag National Market because CoreComm Limited
did not comply with the minimum bid price and the minimum market value of
publicly held shares requirements for continued 1listing. On June 28, 2002, a
hearing was held before a Nasdag Listing Qualifications Panel to review the
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Nasdag Staff Determination. The Panel has not yet issued its opinion. Under
Nasdag rules, pending a decision by the Panel, the Company's common stock will
continue to trade on the Nasdag National Market. We cannot assure you that we
will be able to maintain the Nasdag National Market 1listing for shares of our
common stock. If our common stock is delisted from the Nasdag National Market,
it could, among other things, have a negative impact on the trading activity and
price of the common stock and could make it more difficult for us to raise
equity capital in the future. If our common stock is delisted from the Nasdag
National Market, the shares will likely begin trading on the OTC Bulletin Board.

Note 3. Recent Accounting Pronouncements

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or
Disposal of Long-Lived Assets," effective for the Company on January 1, 2002.
This Statement supercedes SFAS No. 121, "Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of" and other related
accounting guidance. The adoption of this new standard had no significant effect
on the results of operations, financial condition or cash flows of the company.

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement
Obligations," effective for the Company on January 1, 2003. This Statement
addresses financial accounting and reporting for obligations associated with the
retirement of tangible fixed assets and the associated asset retirement costs.
The Company 1is in the process of evaluating the financial statement impact of
the adoption of SFAS No. 143.

In June 2001, the FASB issued SFAS No. 141, "Business Combinations," and No.
142, "Goodwill and Other Intangible Assets." SFAS No. 141 requires that the
purchase method of accounting be used for all business combinations initiated
after June 30, 2001. Use of the pooling-of-interests method is no longer
permitted. SFAS No. 141 also includes guidance on the initial recognition and
measurement of goodwill and other intangible assets acquired in a business
combination that is completed after June 30, 2001. SFAS ©No. 142 ends the
amortization of goodwill and indefinite-lived intangible assets. Instead, these
assets must be reviewed annually (or more frequently under certain conditions)
for impairment in accordance with this statement. This impairment test uses a
fair value approach rather than the undiscounted cash flow

ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)

(Unaudited)
Note 3. Recent Accounting Pronouncements (continued)
approach previously required by SFAS No. 121, "Accounting for the Impairment of

Long-Lived Assets and for Long-Lived Assets to Be Disposed Of." The Company
adopted SFAS No. 142 on January 1, 2002. The adoption of this new standard had
no significant effect on the results of operations, financial condition or cash
flows of the Company, other than amortization of goodwill ceased as of January
1, 2002.

Upon the adoption of SFAS No. 142, the Company performed an analysis of its
intangible assets acquired before July 1, 2001 to determine whether they should
be <classified and accounted for as part of or separate from goodwill. As a
result of the analysis, the Company determined that its identifiable intangible
assets such as customer lists and LMDS licenses do not meet the indefinite 1life
criteria of SFAS No. 142. Additionally, the Company determined that, with
respect to these assets, no changes in the remaining useful lives of these
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assets were required.

The Company also performed an evaluation for impairment of its goodwill as of
January 1, 2002, and determined that no impairment charge was required. Absent
any new indicators of impairment, the Company's next evaluation of impairment
will be the annual test on October 1, 2002.

The following table shows the Company's net loss and our basic and diluted loss

per share, had SFAS No. 142 been in effect for the six months ended June 30,
2001.

Three Months Ended June 30,

Six Months Ende

2002 2001 2002

Net loss-- as reported $ (12,519,000) $ (86,625,000) S (24,173,000)
Goodwill amortization —— 22,989,000 ——
Workforce amortization —— 21,000 ——
Net loss-- as adjusted $  (12,519,000) $ (63,615,000) $  (24,173,000)
Basic and diluted loss per share:

Net loss per share-- as reported S (0.42) S (3.04) $ (0.81)
Goodwill amortization - 0.81 -
Workforce amortization - - -
Net loss per share-- as adjusted $ (0.42) S (2.23) $ (0.81)

10
ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)

(Unaudited)
Note 4. Revenues
Revenue consists of:
Three Months Ended June 30, Six Months Ended
2002 2001 2002

Local exchange services $ 25,783,000 $ 23,712,000 $ 52,055,000 S
Toll-related telephony services 18,221,000 20,423,000 35,910,000
Internet, data and web-related services 22,931,000 22,927,000 46,375,000
Other (a) 8,274,000 6,064,000 15,180,000

$ 75,209,000 $ 73,126,000 $149,520,000 $1

Note 5. Asset Impairments

10
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At March 31, 2001 the Company reduced the carrying amount of goodwill related to
two of its acquisitions by $167,599,000. In connection with the reevaluation of
its business plan and the decision to sell its non-CLEC assets and business
announced 1in April 2001, the Company was required to report all long-lived
assets and identifiable intangibles to be disposed of at the lower of carrying

amount or estimated fair value less cost to sell. The carrying amount of
goodwill related to these acquisitions was eliminated before reducing the
carrying amounts of other assets. The estimated fair value of these businesses

was determined based on information provided by the investment bank retained for
the purpose of conducting this sale.

Note 6. Intangible Assets

Intangible assets consist of:

June 30, December 31,

2002 2001

(unaudited)
LMDS license costs $4,230,000 $4,230,000
Customer lists, net of accumulated amortization of
$1,031,000 (2002) and $864,000 (2001) 1,309,000 1,476,000
$5,539,000 $5,706,000
11
ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)

(Unaudited)
Note 7. Fixed Assets
Fixed assets consist of:
June 30, December 31,
2002 2001
(unaudited)
Operating equipment $ 105,064,000 $ 102,529,000
Computer hardware and software 54,108,000 53,313,000
Other equipment 13,091,000 12,956,000
Construction-in-progress 2,280,000 -
174,543,000 168,798,000
Accumulated depreciation (100,097,000) (82,076,000)
$ 74,446,000 $ 86,722,000
Note 8. Accrued Expenses
Accrued expenses consist of:
June 30, December 31,
2002 2001

11
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(unaudited)
Payroll and related $ 4,838,000 $ 7,517,000
Professional fees 1,244,000 935,000
Taxes, including income taxes 14,502,000 16,534,000
Accrued equipment purchases 176,000 385,000
Toll and interconnect 27,350,000 28,668,000
Reorganization costs 5,929,000 7,273,000
Other 7,426,000 6,454,000
$61,465,000 $67,766,000
12
ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 9. Long-Term Debt

Long-term debt consists of:

June 30,
2002
(unaudited)
Senior secured credit facility, less unamortized discount of
$11,016,000 (2002) and $11,687,000 (2001) $145,084,000

Other __

Less current portion -

December 31,
2001

33,000

33,000

The interest rate on the senior secured credit facility was initially, at the
Company's option, either 3.25% per annum plus the base rate, which is the higher
of the prime rate or the federal funds effective rate plus 0.5% per annum; or
the reserve-adjusted London Interbank Offered Rate plus 4.25% per annum. In
April 2001 the interest rate was amended to, at the Company's option, either
3.5% per annum plus the base rate, which is the higher of the prime rate or the
federal funds effective rate plus 0.5% per annum, or the reserve-adjusted London
Interbank Offered Rate plus 4.5% per annum. Interest is payable monthly on the
facility. The unused portion of the facility is subject to a commitment fee
equal to 1.25% per annum payable quarterly, subject to reduction to 1.00% per
annum based upon the amount borrowed under the facility. At June 30, 2002 and
December 31, 2001, the effective 1interest rate on the amounts outstanding was
6.75% and 6.86%, respectively. Effective April 13, 2002, the interest rate on
the facility is 6.75%, which will remain in effect until October 12, 2002.

Note 10. Related Party Transactions

Some of the officers and directors of the Company are also officers or directors
of NTL Incorporated, referred to as NTL. In April 2001, CoreComm Limited and the

12
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Company as co-obligors issued to NTL $15 million aggregate principal amount of
10.75% Unsecured Convertible PIK Notes Due April 2011. At June 30, 2002, and
December 31, 2001 the total amount of the notes outstanding, less the
unamortized discount of $347,000, and $367,000, was $16,696,000 and $15,807,000,
respectively.

NTL provided the Company with management, financial, legal and technical
services, and continues to provide access to office space and equipment and use
of supplies. Amounts charged to the Company by NTL consisted of salaries and
direct costs allocated to the Company where identifiable, and a percentage of

the portion of NTL's corporate overhead, which cannot be specifically allocated
to NTL. It is not practicable to determine the amounts of these expenses

13
ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 10. Related Party Transactions (continued)

that would have been incurred had the Company operated as an unaffiliated
entity. 1In the opinion of management, this allocation method is reasonable.
These methods are currently being reviewed and it is expected that the charges
for these services provided by NTL will be reduced following such review. NTL
charged the Company $88,000 and $136,000 for the three months ended June 30,
2002 and 2001, respectively, and $172,000 and $240,000 for the six months ended
June 30, 2002 and 2001, respectively, which are included in corporate expenses.

Until the third quarter of 2001, the Company provided NTL with access to office
space and equipment and the use of supplies for which it charged NTL a

percentage of the Company's total rent and supplies expense. It is not
practicable to determine the amounts of these expenses that would have been
incurred had the Company operated as an unaffiliated entity. In the opinion of
management, this allocation method was reasonable. The Company charged NTL

$40,000 and $107,000 for the three and six months ended June 30, 2001,
respectively, which reduced corporate expenses.

A subsidiary of the Company provides billing and software development services
to subsidiaries of NTL. The Company charges an amount in excess of its costs to
provide these services. General and administrative expenses were reduced
$254,000 and $332,000 for the three months ended June 30, 2002 and 2001,
respectively, and $566,000 and $799,000 for the six months ended June 30, 2002
and 2001, respectively, as a result of these charges.

In 2001, the Company and NTL entered into a license agreement whereby NTL was
granted an exclusive, irrevocable, perpetual license to certain billing software
developed by the Company for telephony rating, digital television events rating,
fraud management and other tasks. The sales price was cash of $12.8 million. The
billing software was being used by NTL at the time of this agreement, and was
being maintained and modified by the Company under an ongoing software
maintenance and development outsourcing arrangement between the companies. The
Company recorded the aggregate $12.8 million as deferred revenue, to be
recognized over three years, of which $1,069,000 and $2,137,000 was recognized
during the three and six months ended June 30, 2002, respectively.

The Company leases office space from entities controlled by an individual who
beneficially owns 34% of the outstanding shares of the Company's common stock.
Rent expense for these leases was approximately $450,000 and $400,000 for the
three months ended June 30, 2002 and 2001, respectively and approximately
$900,000 and $800,000 for the six months ended June 30, 2002 and 2001,

13
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respectively.

14
ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 11. Shareholders' Equity

Stock Split

On April 12, 2002, the Company declared a 3-for-1 stock split by way of a stock
dividend, which was paid on the declaration date. The condensed consolidated
financial statements and the notes thereto give retroactive effect to the stock
split.

Non-Cash Compensation

In April 2000, the Compensation and Option Committee of the CoreComm Limited

Board of Directors approved the issuance of options to purchase approximately
2,747,000 shares of CoreComm Limited common stock to various employees at an

exercise price of $14.55, which was less than the fair market value of the
CoreComm Limited's common stock on the date of the grant. In accordance with APB
Opinion No. 25, "Accounting for Stock Issued to Employees," in April 2000, the

Company recorded a non-cash compensation expense of approximately $29.0 million
and a non-cash deferred expense of approximately $31.3 million. From April 2000
to June 30, 2001, $16.2 million of the deferred non-cash compensation was
charged to expense, including $3.3 and $6.5 million during the three and six
months ended June 30, 2001, respectively.

Stockholder Rights Plan

The Company adopted a stockholder rights plan in December 2001. In connection
with the stockholder rights plan, the Board of Directors declared and paid a
dividend of one preferred share purchase right for each share of common stock
outstanding on December 17, 2001. Each right entitles the holder, under certain
potential takeover events, to purchase from the Company one one-thousandth of a
share of Series A Junior Participating Preferred Stock, referred to as Series A
Preferred Stock, at an initial exercise price of $8.82 as determined on July 10,
2002. The exercise price is subject to future adjustment. The rights expire on
December 17, 2011 unless an exchange or redemption or a completion of a merger
occurs first. There are 1,000,000 shares of Series A Preferred Stock authorized
for issuance under the plan. No shares of Series A Preferred Stock are issued or
outstanding.

If any Shares of Series A Preferred Stock are issued they will be entitled to a
minimum preferential quarterly dividend payment of an amount equal to the
greater of $.01 per share or 1,000 times the aggregate per share amount of all
dividends declared on the Company's common stock since the immediately preceding
dividend payment date. In the event of 1liquidation, the holders of Series A
Preferred Stock will be entitled to a liquidation payment of $1 per share plus
accrued and unpaid dividends. Each share of Series A Preferred Stock will have
1,000 votes on all matters and will vote as a single class with the holders of
the Company's common stock.

15

ATX Communications, Inc. (formerly CoreComm Holdco, Inc. and Subsidiaries)

14



Edgar Filing: ATX COMMUNICATIONS NC - Form 10-Q

Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 11. Shareholders' Equity (continued)
CoreComm Limited Stock Options

As of June 30, 2002, there were approximately 22.2 million options outstanding
to purchase shares of CoreComm Limited common stock, with an average weighted
exercise price of $4.80. If such options are exercised, the holder will receive
common stock of CoreComm Limited, which is currently a wholly-owned subsidiary
of the Company.

Note 12. Other Charges

Other charges of $33,366,000 and $33,485,000 during the three and six months
ended June 30, 2001, respectively, relate to the Company's announcements in May
and July 2001 that it was taking additional actions to reorganize, re-size and
reduce operating costs and create greater efficiency in various areas of the
Company. These costs 1n 2001 were for approximately 630 employees to be
terminated of which none were employed by the Company as of June 30, 2002.

The following table summarizes the reorganization charges utilized during the
six months ended June 30, 2002:

Employee
Severance Lease
And Related Exit Agreement
Costs Costs Terminations
(in thousands)

Balance, December 31, 2001 S 509 $ 3,106 $ 3,658
Adjustments 60 2 (64)
Utilized (420) (647) (275)
Balance, June 30, 2002 S 149 $ 2,461 $ 3,319
Note 13. Commitments and Contingent Liabilities
As of June 30, 2002, the Company had purchase commitments of approximately

$6,844,000 outstanding.

The Company purchases goods and services from a wide variety of vendors under
contractual and other arrangements that sometimes give rise to litigation in the

ordinary course of business. The Company also provides goods and services to a
wide range of customers under arrangements that sometimes lead to disputes over
payment, performance and other obligations. Some of these disputes, regardless

of their merit, could subject the Company to costly litigation and the diversion
of its technical and/or management personnel. Additionally, any liability from
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Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 13. Commitments and Contingent Liabilities (continued)

litigation that is not covered by the Company's insurance or exceeds 1its

coverage could have a material adverse effect on its business, financial
condition and/or operating results. Currently, the Company has the following
outstanding matters, which, if resolved unfavorably, could have a material
adverse effect on the Company's business, financial condition and/or results of
operations:

o The Company has received correspondence dated July 23, 2002, from

Verizon's operating subsidiary in Pennsylvania alleging that Verizon is
owed a total of approximately $12.6 million for products and services
allegedly purchased in that state and threatening to implement account
embargo and service suspension procedures if payment of the alleged amount
is not received by August 23, 2002. The July 23 letter also alleges that
Verizon has the right to request a security deposit under applicable
contracts and tariffs and demands payment of such a deposit in the amount
of $5,650,000 by July 30, 2002. The Company has also received
correspondence dated July 23, 2002 from Verizon's operating subsidiary in
New Jersey alleging the right to demand a security deposit for products
and services purchased in that state and demanding payment of a deposit of
$2,700,000 by July 30, 2002. On August 1, 2002, the Company sent Verizon
formal written notice of its intent to pursue the <collection of
approximately $5 million in credits associated with disputed charges that
the Company has withheld from payment as improperly billed. On or about
August 1, 2002, while the Company was investigating the claims set forth
in Verizon's letters of July 23, the Company received correspondence from
Verizon's operating subsidiaries in New Jersey and Pennsylvania alleging
that the Company had failed to pay undisputed amounts on a timely basis
and the security deposits as requested, and stating that Verizon intends
to terminate its agreements with the Company and discontinue the provision
of services and products in those states after August 31, 2002. The
Company is reviewing Verizon's claims concerning the amounts allegedly
owed in Pennsylvania and intends to pay all undisputed charges on or
before the August 23 embargo deadline. The Company is also reviewing
Verizon's demands for a security deposit and termination threats, but upon
preliminary investigation the Company believes that Verizon does not have
the right to make the deposit demands and termination threats set forth in
its letters. The Company intends to pursue all remedies available to it
and defend itself vigorously. However, it i1s not presently possible to
predict how these matters will be resolved.

On August 13, 2002, Verizon and several of its other subsidiaries filed a
complaint in the United States District Court for the District of Delaware
against the Company and several of its indirect wholly owned subsidiaries
seeking payment of approximately $37 million allegedly owed to Verizon
under various contracts between Verizon and the Company and its
subsidiaries and under state and federal law.
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Notes to the Condensed Consolidated Financial Statements (continued)

(Unaudited)

Note 13. Commitments and Contingent Liabilities (continued)
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While the Company has not yet fully assessed Verizon's complaint, the
Company believes that it has meritorious defenses to the complaint, and
further, that the amounts owed are substantially 1less than the amount
claimed by Verizon. For example, we believe the figure specified in the
complaint includes significant amounts of disputes for which Verizon owes
credits to the Company, as well as payments that were made by the Company
in the ordinary course of Dbusiness. The Company intends to pursue all
remedies available to it and defend itself vigorously. However, the
Company cannot be certain how or when the matter will be resolved or the
outcome of the litigation.

On March 7, 2002, CoreComm Massachusetts, Inc., an indirect wholly-owned
subsidiary of the Company initiated litigation against Verizon New England
d/b/a Verizon Massachusetts in the Suffolk Superior Court, Massachusetts,
alleging breach of contract and seeking a temporary restraining order to
prevent Verizon Massachusetts from suspending CoreComm Massachusetts'
ability to order new products and services for failure to pay various
amounts allegedly owed under the parties' interconnection agreement and
Verizon's tariffs in that state. On March 13, 2002, the court denied
CoreComm's request for a temporary restraining order and Verizon proceeded
to implement the threatened service embargo. On April 1, 2002, Verizon
filed its answer to CoreComm's complaint and filed counterclaims seeking
payment of approximately $1.2 million allegedly owed Dby CoreComm
Massachusetts under the agreement and tariffs. On April 10, 2002, CoreComm
Massachusetts filed an answer denying Verizon's claims. On or about May
20, 2002, Verizon served CoreComm Massachusetts with motion for summary
judgment in an effort to secure payment without further litigation. On or
about June 10, 2002, CoreComm Massachusetts submitted its opposition to
Verizon's motion for summary Jjudgment asserting various defenses including
that the amount being sought by Verizon includes hundreds of thousands of
dollars of charges that are not attributable to the Company. The parties
are currently waiting for the court to rule on the pending summary
judgment motion. CoreComm Massachusetts believes that it will prevail on
its opposition to Verizon's motion for summary Jjudgment, and the company
intends to pursue all available claims and defenses. However, 1t is not
presently possible to predict how these matters will be resolved. The
Company does not believe that the service embargo affecting its subsidiary
in Massachusetts will have a material adverse affect on the Company's
business, financial condition and/or results of operations.

CoreComm Newco, Inc., an indirect, wholly-owned subsidiary of the Company,
is currently in litigation with Ameritech Ohio, a supplier from whom it
purchases telecommunications products and services, over the adequacy of
Ameritech's performance wunder a 1998 contract between CoreComm Newco and
Ameritech, and related issues. This 1litigation began in June 2001 when
Ameritech threatened to stop processing new orders following CoreComm
Newco's exercise of its right under the contract to withhold payments for
Ameritech's performance failures. In response to this threat, CoreComm
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Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)
Note 13. Commitments and Contingent Liabilities (continued)

Newco sought and received an order from an official of the Public
Utilities Commission of Ohio barring Ameritech from refusing to process
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new CoreComm orders. Ameritech has appealed that order to the PUCO and the
appeal is still pending.

On July 5, 2001, Ameritech filed a claim with the PUCO seeking payment
from CoreComm Newco of approximately $8,600,000 allegedly owed under the
contract. On August 8, 2001, Ameritech filed a second claim against
CoreComm Newco in Ohio state court, seeking an additional approximately
$4,300,000 in allegedly improperly withheld amounts. On August 28, 2001,
CoreComm Newco exercised its right to remove the state court claim to the
United States District Court for the Northern District of Ohio, and the
parties then stipulated to a consolidation of both of Ameritech's claims
in the United States District Court. To consolidate the two claims, on
October 9, 2001, Ameritech filed an amended complaint in the United States
District Court, seeking a total of approximately $14,400,000.

On December 26, 2001, CoreComm Newco filed its answer to Ameritech's
amended complaint and simultaneously filed three counterclaims against
Ameritech and some of its affiliates, alleging breach of contract,
antitrust violations, and fraudulent or negligent misrepresentation. In
lieu of filing an answer to CoreComm Newco's counterclaims, Ameritech
filed a series of motions on March 25, 2002, asking the Court to dismiss
several of CoreComm Newco's counterclaims. On April 17, 2002, CoreComm
Newco filed its opposition to Ameritech's requests for dismissal. On July
25, 2002, the district court issued a decision denying Ameritech's motion
to dismiss and upholding CoreComm Newco's right to proceed with its
antitrust and misrepresentation claims against all counter-defendants.

The Company believes that CoreComm Newco has meritorious defenses to
Ameritech's amended complaint, and that the amount currently in dispute is
substantially less than the $14.4 million claimed in Ameritech's amended
complaint. For example, the figure specified in Ameritech's complaint does
not account for (a) more than $5.2 million in refunds that Ameritech
contends it has already credited to CoreComm Newco's accounts since the
filing its complaint, and (b) payments that were made by CoreComm Newco in
the ordinary course after the time of Ameritech's submission. However, the
Company cannot be certain how or when the matter will be resolved. The
Company also believes that, to the extent Ameritech prevails with respect
to any of its claims, Ameritech's award may be offset in whole or in part
by amounts that CoreComm Newco is seeking to obtain from Ameritech under
its counterclaims. However, it is impossible at this time to predict the
outcome of the litigation.
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Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 13. Commitments and Contingent Liabilities (continued)

o On December 3, 2001, General Electric Capital Corp. filed a lawsuit in the
Circuit Court of Cook County, Illinois against CoreComm Limited and
MegsINet, Inc., an indirect subsidiary of the Company, seeking
approximately $8 million in allegedly past due amounts and the return of
equipment under a capital equipment lease agreement between Ascend and
MegsINet. GECC is seeking all amounts allegedly owed under the lease as
well as repossession of the equipment. On February 19, 2002, the
defendants filed a motion to dismiss several of GECC's claims. 1In
response, GECC withdrew its original complaint and on May 1, 2002 filed an
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amended complaint naming the Company as an additional defendant. On June
5, 2002, defendants filed a motion to dismiss and/or stay plaintiff's
complaint, plaintiffs filed a reply and the court has established a
schedule for additional briefing on the matter to be followed by oral
argument in late September 2002. Concurrently, on April 12, 2002, GECC
filed a second complaint in the Circuit Court of Cook County, Illinois
against MegsINet, CoreComm Limited and the Company seeking a court order
allowing it to take repossession of its alleged equipment. After a hearing
on the matter following defendants' opposition, GECC withdrew its
complaint and filed a new action on May 3, 2002. Defendant's response to
dismiss the May 3, 2002 complaint was filed on May 29, 2002 asking the
court to dismiss plaintiff's complaint and that matter remains pending.
Concurrently, the parties have been directed to submit proposed findings
of fact and conclusions of law on the claims against MegsINet by August
23, 2002 with a decision to be rendered by the court by September 4, 2002.
Defendants intend to defend themselves vigorously against both complaints
and to pursue all available claims and defenses. However, it is impossible
at this time to predict the outcome of the litigation.

On May 25, 2001, KMC Telecom, Inc. and some of its operating subsidiaries
filed an action in the Supreme Court of New York for New York County
against CoreComm Limited, Cellular Communications of Puerto Rico, Inc.,
CoreComm New York, Inc. and MegsINet, Inc. On that same date, KMC filed
the same cause of action in the Circuit Court of Cook County, IL. Upon
defendant's Motion to Stay the New York action, KMC voluntarily dismissed
the 1Illinois 1litigation and the matter is currently proceeding in New
York. KMC contends that it is owed approximately $2 million, primarily in
respect of alleged early termination 1liabilities, wunder a services
agreement and a co-location agreement with MegsINet. The defendants have
denied KMC's claims and have asserted that the contracts at issue were
signed without proper authorization, that KMC failed to perform under the
alleged contracts, and that the termination penalties are not enforceable.
The defendants have served discovery and intend to defend themselves in
coordination with one of their insurance carriers. On March 27, 2002,
certain of the defendants initiated 1litigation against several former
principals of MegsINet seeking indemnification and contribution against
KMC's claims.
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Notes to the Condensed Consolidated Financial Statements (continued)
(Unaudited)

Note 13. Commitments and Contingent Liabilities (continued)

On March 1, 2002, Easton Telecom Services, LLC., referred to as Easton
LLC, initiated 1litigation in the Northern District of Ohio against
CoreComm Internet Group, Inc. asserting that Easton LLC is the assignee of
several rights of Easton Telecom Services, Inc., referred to as Easton
Inc., under an asset purchase agreement approved as part of the bankruptcy
disposition of Teligent, Inc., and demanding payment of approximately $4.9
million, ©primarily in respect of alleged early termination penalties, for
telecommunications services purportedly provided under alleged contracts
between Easton and MegsINet, Inc. Subsequently, on April 18, 2002, Easton
filed an amended complaint in the above-referenced matter naming Voyager
Information Networks, Inc. as an additional defendant and increasing the
amount in dispute to approximately $5.1 million. On May 7, 2002,
defendants' filed their answer denying Easton LLC's allegations and
asserting multiple defenses, including defenses challenging the validity
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of the alleged contracts and plaintiffs claim to alleged damages. On July
8, 2002, plaintiff filed a motion for partial summary Jjudgment on
defendants' claim that approximately $4 million of the amount at issue
constitutes an unenforceable penalty that must be dismissed by the court
as a matter of law, and defendants filed an opposition to that motion on
July 29, 2002. Defendants intend to file a <cross-motion for summary
judgment declaring that the $4 million penalty is void as a matter of law,
and will defend themselves vigorously and pursue all available claims and
defenses. However, it is impossible at this time to predict the outcome of
this litigation.

o On June 7, 2002, the Board of Revenue and Finance of the Commonwealth of
Pennsylvania issued an order granting in part and denying 1in part the
Company's petition for review of a decision by a lower administrative
authority relating to the Company's alleged 1liability for sales and use
tax for the period September 1, 1997 through July 31, 2000. Pursuant to
the June 7 order, the Company has been assessed sales and use tax for the
period at issue in the amount of $631,429. On July 8, 2002, the Company
filed a petition for review of the board's order in the Commonwealth Court
of Pennsylvania seeking a further reduction of the assessment. The Company
believes that it has meritorious defenses and that the assessment should
be reduced, however it is not possible to predict how this matter will be

resolved.
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ITEM 2. Management's Discussion and Analysis of Results of Operations and
Financial Condition
Results of Operations
Until December 2001, we were a direct, wholly-owned subsidiary of CoreComm

Limited. As a result of the recapitalization transactions completed as part of
the first phase of the ATX Communications recapitalization in December 2001,
CoreComm Limited owned approximately 13% of our outstanding common stock until
June 30, 2002. As of the completion of the second phase of the ATX
Communications recapitalization on July 1, 2002, CoreComm Limited has been
merged into a wholly-owned subsidiary of the Company. Prior to the ATX
Communications recapitalization, CoreComm Limited operated the same businesses
that we currently operate.

From 1998 to 2000, we were in the process of building infrastructure to support
a national roll-out according to our original business plan. This business plan
required significant capital to fund capital expenditures, operating expenses
and debt service. As a result, we historically experienced substantial operating
and net losses. In early 2001, we still required significant funds to complete
our business plan as originally intended. However, adverse changes in the
capital markets, particularly in the telecommunications sector, made it
extremely difficult to raise new capital, and we could no longer finance our
original business plan. As a result, in 2001, we significantly revised our
business plan to focus on our most profitable businesses and geographic areas,
and reduce our operational costs and need for capital.

In 2001, we streamlined our strategy and operations to focus on our two most
successful and promising lines of Dbusiness. The first is integrated
communications products and other high bandwidth/data/web-oriented services for
the business market. The second is bundled local telephony and Internet products
for the residential market, with a focus on using Internet interfaces, as well
as our call centers, to efficiently sell, to install our products and service
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our customers. As a result of these changes, we are now focused primarily in the
Mid-Atlantic and Mid-West regions of the U.S.

We have implemented cost savings through a variety of means, including facility
consolidation, efficiency improvements, vendor negotiations, network
optimization, and headcount reduction. We have reduced network costs and capital
expenditures Dby converting many of our local access lines to more profitable
Unbundled Network Element - Platform pricing from Total Service Resale pricing,
which provides higher margins. In addition, we were able to reduce the number of
facilities established without substantially affecting our service area by
leasing enhanced extended local 1loops from the incumbent local exchange
carriers. We have also improved our operating efficiency through improved
pricing terms and the elimination of duplicative or unneeded network facilities.
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These efficiencies are reflected in the decrease in our expenses of nearly $150
million on an annualized basis, as shown in the table below:

Three Months Ended
(in thousands)

% Reduction June 30, December 31,
04'00-Q2'02 2002 2000
Operating Expenses 25% S 48,758 $ 65,002
Selling, General and Administrative 47% 20,224 38,414
Corporate Expenses 57% 1,616 3,759
Total 34% $ 70,598 $107,175

While reducing expenses in all areas of our business, we 1implemented new low
cost revenue initiatives such as launching business communications service to
several markets in the Great Lakes region and residential service in the East
using existing facilities.

In addition, the recapitalization transactions completed in 2001 have reduced
interest expense and preferred stock dividends from an aggregate annual total of
approximately $53.2 million to approximately $13.7 million, $10.5 million of
which is in cash, based on interest rates as of June 30, 2002.

By the end of 2001, we had completed the implementation of our revised business
plan. Going forward, we will continue to monitor all areas of the business for
additional cost saving and revenue generating opportunities.

Although we continue to engage in efforts to increase our profitability, we are
also investigating other ways to generate cash for our business. In April 2001,
the Company and CoreComm Limited commenced a process to potentially sell
selected assets and businesses (now owned by the Company) that are not directly
related t