
 

 

THIS SECOND SUPPLEMENT TO THE DISCLOSURE STATEMENT IS BEING 
SUBMITTED FOR APPROVAL BUT HAS NOT BEEN APPROVED BY THE COURT. 
 
 
 
UNITED STATES BANKRUPTCY COURT 
SOUTHERN DISTRICT OF NEW YORK 
-------------------------------------------------------x 
   : 
In re   : 
   :  Chapter 11 Case No. 
WORLDCOM, INC., et al.,  : 02-13533 (AJG) 
   : 
 Debtors.  :  
   : (Jointly Administered) 
-------------------------------------------------------x 
 
 
 

SECOND SUPPLEMENT  
TO DEBTORS’ DISCLOSURE STATEMENT PURSUANT TO  

SECTION 1125 OF THE BANKRUPTCY CODE, DATED MAY 23, 2003 
 
 
 
 
 
 

WEIL, GOTSHAL & MANGES LLP 
Attorneys for Debtors and 
Debtors in Possession 

767 Fifth Avenue 
New York, New York 10153 
(212) 310-8000 

 

 

Dated: New York, New York 
 August 4, 2003 
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Introduction 
 

On July 9, 2003, WorldCom, Inc. and certain of its direct and indirect 
subsidiaries, as debtors and debtors in possession (collectively, “WorldCom” or the “Debtors”), 
filed the Debtors’ Amended Joint Plan of Reorganization Under Chapter 11 of the Bankruptcy 
Code (the “Plan”). 1 

By orders entered on May 28, 2003 and July 10, 2003, the Bankruptcy Court 
approved the Debtors’ Disclosure Statement Pursuant to Section 1125 of the Bankruptcy Code, 
dated May 23, 2003, and the first Supplement thereto, dated July 9, 2003 (the “First 
Supplement”), as containing adequate information of a kind and in sufficient detail to enable 
hypothetical, reasonable investors typical of the Debtors’ creditors to make an informed 
judgment whether to accept or reject the Plan.   

On July 31, 2003, the Bankruptcy Court entered the Order (I) Directing Debtors 
to File a Second Supplement to Debtors’ Disclosure Statement; (II) Setting Objection Deadline 
Related Thereto; and (III) Extending Voting Deadlines and Adjourning Date for Commencement 
of Confirmation Hearing (the “July 31st Order).  In accordance with the July 31st Order, the 
Debtors filed a proposed second supplement to the Disclosure Statement.  On August [__], 2003, 
the Bankruptcy Court entered the Order Approving the Second Supplement to the Disclosure 
Statement (the “Second Supplemental Disclosure Statement Order”).  A copy of the Second 
Supplemental Disclosure Statement Order is annexed hereto as Exhibit “A.”  This Second 
Supplement provides disclosure in respect of recent investigations and actions by certain 
governmental agencies and departments and sets forth the Debtors’ position with respect to the 
allegations raised thereby, the potential impact, if any, on the Debtors’ estates, and other related 
information. 

Pursuant to the July 31st Order, the Confirmation Hearing has been adjourned and 
is now scheduled to commence on September 8, 2003 at 9:00 a.m. Eastern Time, before the 
Honorable Arthur J. Gonzalez, United States Bankruptcy Judge, at the United States District 
Court for the Southern District of New York, Room 523, Alexander Hamilton Custom House, 
One Bowling Green, New York, New York 10004.  The Bankruptcy Court has directed that 
objections, if any, to confirmation of the Plan related solely to issues raised in this Supplement 
must be filed with the Bankruptcy Court and served so that they are actually received on or 
before August 19, 2003 at 4:00 p.m. (Eastern Time).  The deadline to file objections to the 
confirmation of the Plan related to all other issues has expired, unless such deadline for a 
particular party was extended by the Debtors prior to July 28, 2003.  The Confirmation Hearing 
may be adjourned from time to time by the Bankruptcy Court without further notice except for 
the announcement of the adjournment date made at the Confirmation Hearing or at any 
subsequent adjourned Confirmation Hearing. 

PURSUANT TO THE JULY 31ST ORDER, THE DEADLINE FOR 
CASTING VOTES ON THE PLAN HAS BEEN EXTENDED TO 4:00 P.M. (EASTERN 

                                                 
1 Unless otherwise defined herein, all capitalized terms shall have the meanings ascribed to such 
terms in the Plan. 
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TIME) ON AUGUST 26, 2003 (THE “VOTING DEADLINE”).   Accordingly, the Second 
Supplemental Disclosure Statement Order provides that all Ballots and Master Ballots must be 
properly executed, completed, and the original thereof, mus t be delivered to the Debtors’ 
solicitation and tabulation agent so as to be actually received by the Debtors’ solicitation and 
tabulation agent on or before the Voting Deadline.  Holders of Claims entitled to vote may 
change their votes by submitting, on or before the Voting Deadline, a Ballot or Master Ballot that 
complies with the voting procedures set forth in the Disclosure Statement Order, the First 
Supplemental Disclosure Statement Order, and the Second Supplemental Disclosure Statement 
Order, as applicable.  If you need a Ballot or additional copies of the Disclosure Statement, the 
supplements thereto, or solicitation materials, please call the Debtors’ voting agent, Innisfree 
M&A Incorporated, at (877) 825-8621 (banks and brokers call (212) 750-5833). 

The statements contained in this Second Supplement are made as of the date 
hereof unless another time is specified herein, and the delivery of this Second Supplement shall 
not create an implication that there has been no change in the information stated since the date 
hereof.  Holders of Claims should carefully read this Second Supplement, the First Supplement, 
and the Disclosure Statement in their entirety, including the Plan, prior to voting on the Plan.  
This Second Supplement, the First Supplement, and the Disclosure Statement have not been filed 
with, reviewed, or approved or disapproved by the SEC and the SEC has neither passed upon the 
accuracy or adequacy of the information contained herein.   

The Official Committee of Unsecured Creditors urges creditors to vote to accept 
the Plan. 

Debarment Proceedings of the United  
States General Services Administration 
 

On July 31, 2003, the United States General Services Administration (the “GSA”) 
announced the proposed debarment of WorldCom from participation in federal procurement and 
nonprocurement programs.  The GSA cited weaknesses in the Company’s accounting controls 
and the need to improve and enhance their newly established ethics office as the grounds for its 
decision to initiate debarment proceedings.  As a result, until WorldCom remedies these 
concerns, WorldCom will be ineligible to be awarded new contracts with the federal government  
or new subcontracts with government contractors, and existing contracts will not be renewed or 
otherwise extended.  Under the proposed debarment, a government agency may, however, 
conduct new business with WorldCom for a compelling reason or if the head of an agency grants 
an exception in writing.  The proposed debarment will not affect WorldCom’s existing contracts 
with state and federal government customers. 

Since WorldCom disclosed its discovery of accounting irregularities in June 2002, 
the Debtors have diligently worked to implement new internal accounting controls and to create 
and strengthen its ethics office.  In furtherance thereof, the Debtors have created internal controls 
task teams designed to address material weaknesses which their external auditors observed, hired 
more than 400 accounting professionals, thereby overhauling their accounting department, and 
have retained Deloite & Touche to assist with the internal controls project.  Additionally, the 
Debtors’ ethics office continues to expand its size, scope and impact within the Debtors’ 
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organization.  As such, the Debtors are working toward remedying the concerns of the GSA as 
quickly as practicable. 

The Debtors have examined the Revised Projected Financ ial Information annexed 
to the First Supplement in light of the GSA action and a discussion of the financial impact is set 
forth on Exhibit “B” hereto.  Based upon this review, the Company believes that the proposed 
debarment of the Company from government contracts does not have an impact on the feasibility 
of the Plan. 

Investigation of the Department of Justice Into  
Allegations of Improper Routing of Network Traffic 
 

The United States Attorney for the Southern District of New York (the “U.S. 
Attorney”) has issued a subpoena and opened an investigation relating to alleged projects of MCI 
Communications Corporation and its subsidiaries that would have resulted in the routing of 
network traffic or alteration of transmission data in a manner intended to unlawfully avoid or 
reduce access charges payable to the local exchange companies serving the called party.  The 
Company is cooperating fully with the U.S. Attorney’s office in this matter.  Based on a 
preliminary internal review, the Company believes that its current practices in terminating calls 
comply with all legal and regulatory requirements.  The Debtors believe that this investigation 
will not have a material impact on the feasibility of the Plan.  

Alleging injury based on these practices, AT&T has filed a “second” objection to 
confirmation of the Plan in the Bankruptcy Court seeking to amend certain provisions of the Plan 
to protect its rights to file a claim that it asserts arose during the post-petition, pre-confirmation 
period.  The substance of AT&T’s allegations is that the Debtors collaborated with one or more 
other carriers to defraud AT&T through an arrangement whereby the Company was relieved of 
its obligation to pay certain “access” charges to rural telephone companies for terminating the 
Company’s long-distance traffic, while those charges were fraudulently imposed instead on 
AT&T. 

It is the Debtors’ belief that the filing of this objection, and AT&T’s threat to take 
legal action against the Company, will not have a material impact on the feasib ility of the Plan.  
After a preliminary review of the factual and legal claims that form the basis of the substantive 
allegations, the Company believes the claims to be without merit.  It appears instead that the 
claims were intended to generate negative publicity against the Company, and that the Company 
will be able to avoid the harm intended to be imposed on the Company by describing the true 
factual circumstances that are involved in AT&T’s charges and explaining why AT&T’s legal 
claims are frivolous.  In fact, AT&T does not need any relief from the Bankruptcy Court to assert 
claims that it contends arose during the postpetition, pre-confirmation period, since it could 
easily file an Administrative Claim for any damages allegedly suffered during this period.  Based 
upon the Debtors’ review of the AT&T objection, it appears that the damages claimed (even if 
sustained) are insignificant to either AT&T or the Debtors.  Accordingly, on August 4, 2003, the 
Debtors filed the “Debtors’ Response to Allegations Set Forth in Second Objection of AT&T 
Corp. to Confirmation of the Debtors’ Joint Plan of Reorganization Under Chapter 11 of the 
Bankruptcy Code” (the “Response”) (Docket No. 8037).  The Response was filed at this time, 
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rather than in the normal course, to prevent further harm arising out of the negative publicity 
associated with AT&T’s false allegations. 

The Response shows that the Company has had an entirely lawful and legitimate 
contractual relationship with another telephone company named Onvoy, Inc. (“Onvoy”) to 
terminate some of the Company’s long-distance traffic, and that the Company’s practices with 
Onvoy were in every respect lawful and legitimate.  As long as efforts were not made to 
unlawfully conceal or otherwise disguise calls terminated under the Onvoy agreement, the 
practices described above are lawful and the Company’s review leads it to the conclusion that its 
arrangements with Onvoy were lawful in all respects.  The Debtors have requested AT&T to 
provide documentation substantiating its allegations, but AT&T has declined to do so.  
Accordingly, the Company believes that it will establish that the claims alleged in the AT&T 
objection are frivolous.  Finally, the savings associated with the Company’s “least-cost routing” 
practices are de minimis in comparison to the total access charges paid by the Company annually.  
Under any analysis, the allegations will have no material impact on the feasibility of the Plan. 

Investigation of the FCC Into Allegations 
of Improper Routing of Network Traffic 
 

The Enforcement Bureau of the FCC has also initiated a review of the allegations 
that WorldCom may have violated certain FCC rules by withholding, substituting, or modifying 
information associated with interstate interexchange traffic.  In furtherance of this investigation, 
the FCC has requested that WorldCom provide certain information relating to its interstate 
interconnection practices.  WorldCom is promptly acting to provide the FCC the information 
requested.  The Debtors believe that upon a review of the  information relating to these practices, 
the FCC will similarly conclude that the allegations are baseless. 

Dated:   New York, New York 
 August 4, 2003 
 

WORLDCOM, INC., et al.  
(for itself and on behalf of each of the Debtors) 

By:     /s/ Anastasia Kelley  
 Name: Anastasia Kelley, Esq. 
 Title: Executive Vice President  
     & General Counsel 

 
 
 
 



 

C:\DOCUMENTS AND SETTINGS\DLSANTOS\LOCAL SETTINGS\TEMP\C.DATA.NOTES\~9593660.DOC   

 
 

EXHIBIT A 
 
 

SECOND SUPPLEMENTAL DISCLOSURE STATEMENT ORDER 
 
 
 

[TO BE INSERTED UPON ENTRY]
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EXHIBIT B 
 
 

FINANCIAL ANALYSIS OF PROPOSED DEBARMENT 
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Financial Impact of Proposed Debarment on the Debtors’ Estates 
 
The proposed debarment of the Company by the GSA results in an immediate suspension 
of the Company’s ability to compete for new federal government contracts and to renew 
existing contracts when they expire.  In order to determine the impact of the proposed 
debarment, management conducted a preliminary review of its existing federal and state 
contracts and identified contracts with renewals scheduled over the next 18 months.  In 
addition, the Debtors reviewed the assumptions for new federal and state contracts 
included in their Business Plan.  For purposes of this analysis, the Debtors have assumed 
that state governmental authorities follow the GSA action and restrict new contracts with 
the Debtors.  Although the Company is restricted from new contracts, the Company is 
allowed to write new orders on existing contracts.  The Company is also restricted from 
new awards to act as a subcontractor to a government contractor. 
 
The financial impact on the Debtors’ estates of the proposed debarment will be dependent 
to a large extent on the length of time the Company remains on the GSA’s Excluded 
Parties Listing System.  Accordingly, management has estimated the financial impact on 
the Debtor’s Business Plan under the assumption that the Company is re-certified as of 
either November 1, 2003 or July 1, 2004.  Assuming re-certification as of November 1, 
2003, the likely change to the Debtors’ Business Plan would be de minimis during the 
projection period while re-certification as of July 1, 2004 would result in a 1.7% 
reduction in revenue and a 2.9% reduction in EBITDA (earnings before interest, taxes, 
depreciation and amortization) for fiscal 2004.   
 
In the event the Debtors are not re-certified until July 1, 2004, the Company estimates 
that the impact on the Business Plan would be as follows: (a) a decrease in projected 
revenue of $218 million in 2004 and $170 million in 2005 related to the inability to 
obtain new contracts, and (b) a decrease in projected revenue of $209 million in 2004 and 
$400 million in 2005 related to existing contracts not renewed.  
 
The following tables detail the estimated impact on revenue and EBITDA over the 
projection period.  For further financial information, please refer to “Exhibit D – Revised 
Projected Financial Information” included in the Supplement to the Disclosure Statement, 
dated July 9, 2003.   
 
 

Assumed Re-Certification November 1, 2003 
($ in millions)  2003 2004 2005 
Revenue $24,475 $24,557 $24,997 
    Est. Impact of Proposed Debarment        (20)       (45)       (30) 
Adjusted Revenue $24,455 $24,512 $24,907 
    
EBITDA  $2,675 $3,690 4,071 
    Est. Impact of Proposed Debarment         (8)       (18)       (12) 
Adjusted EBITDA $2,667 $3,672 $4,059 
    Less: Depreciation & Amortization  (1,462)  (1,656)  (1,841) 
    Est. Impact of Proposed Debarment           0          0         0 
Adjusted EBIT $1,205 $2,016 $2,218 
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Assumed Re-Certification July 1, 2004 
($ in millions) 2003 2004 2005 
Revenue $24,475 $24,557 $24,997 
    Est. Impact of Proposed Debarment         (20)     (427)       (570) 
Adjusted Revenue $24,455 $24,130 $24,427 
    
EBITDA  $2,675 $3,690 4,071 
    Est. Impact of Proposed Debarment          (8)       (107)       (143) 
Adjusted EBITDA $2,667 $3,583 $3,928 
    Less: Depreciation & Amortization   (1,462)   (1,656)   (1,841) 
    Est. Impact of Proposed Debarment           0           2           6 
Adjusted EBIT $1,205 $1,929 $2,093 

 
Impact on Reorganization Value of Proposed Debarment 
 
As discussed more fully in “Exhibit E – Revised Valuation” included in the Supplement 
to the Disclosure Statement, dated July 9, 2003, the estimated range of reorganization 
value of the Reorganized Debtors was assumed to be approximately $10.0 billion to 
$12.9 billion (with a mid-point estimate of $11.4 billion).  This estimate was determined 
by the Debtors’ financial advisor based upon a review of various valuation methodologies 
utilizing the Debtors’ revised financial projections prepared as of July 3, 2003.   
 
To the extent that the proposed debarment results in a decline in financial performance, 
the reorganization value will be adversely impacted.  Based upon a preliminary review of 
information analyzing the financial impact of the proposed debarment, the Debtors’ 
financial advisors have estimated the likely impact on reorganization value:  
 

(a) Assuming that the Debtors are re-certified as of November 1, 2003, the likely 
impact on reorganization value would be de minimis.  

 
(b) Assuming that the Debtors are re-certified as of July 1, 2004, the likely impact 

would be a reduction of reorganization value of between $300 million and 
$550 million, with a mid-point estimate of $425 million (or approximately  
3.7% of the $11.4 billion reorganization value).   

 
The determination of the likely impact on reorganization value is predicated on the 
following: (a) all of the assumptions utilized by the Debtors’ financial advisor in the 
valuation dated as of July 3, 2003 remain valid (i.e. discount rate, valuation multiples, 
etc.), (b) the impact on financial performance is as described above, and (c) the impact on 
valuation does not account for the potential risk that the Debtors might receive re-
certification after July 1, 2004.   
 
Impact on Creditor Recoveries   
 
The Plan is premised upon, inter alia, the distribution of approximately 326 million 
shares of Reorganized MCI Common Stock with an estimated value of $25.00 per share 
(please refer to “Exhibit E – Revised Valuation” included in the Supplement to the 
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Disclosure Statement, dated July 9, 2003, for more information).  To the extent that the 
proposed debarment results in a reduction in reorganization value, each $100 million 
reduction of reorganization value would result in a $0.31 decline in the $25.00 theoretical 
common stock price.  Thus, if re-certification does not occur until July 1, 2004, the 
$25.00 per share theoretical common stock price would be reduced to $23.70 (assuming a 
$425 million reduction of reorganization value). 
 
Consistent with the above analysis, the likely impact on creditor recoveries would be as 
follows:  
 

(a) Assuming that the Debtors are re-certified as of November 1, 2003, the likely 
impact on creditor recoveries would be de minimis.  

 
(b) Assuming that the Debtors are re-certified as of July 1, 2004, the reduction of 

the theoretical price of Reorganized MCI Common Stock would impact 
creditor recoveries as follows:1  

• Class 5 WorldCom Senior Debt Claims – a reduction in estimated 
recovery from 35.7% to 33.8%; 

• Class 6 WorldCom General Unsecured Claims – a reduction in 
estimated recovery from 35.7% to 34.8%;  

• Class 11 Intermedia Senior Debt Claims – a reduction in estimated 
recovery from 93.5% to 88.6%; 

• Class 12 Intermedia General Unsecured Claims – a reduction in 
estimated recovery from 83.2% to 81.0%; and  

• Class 13 Intermedia Subordinated Debt Claims – a reduction in 
estimated recovery from 46.4% to 44.0%. 

 
 
 
 
 

                                                 
1 The reduced estimated creditor recoveries for Classes 5, 11, and 13 calculated herein assume that the 
holders of Claims in such Classes elect and receive New Common Stock, instead of a combination of New 
Common Stock and New Notes.  However, it is likely that many creditors in Classes 5, 11, and 13 will 
receive a combination of New Common Stock and New Notes per their election rights set forth in the Plan, 
in which event such creditors’ estimated recoveries will be reduced in an amount less than as set forth 
herein. 


