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SOMETHING ABOUT THE “SOCIOLOGY” OF THE BANKRUPTCY PROCESS

http://fhss.byu.edu/polsci/workpap/edwards3.pdf
Professionalization of Bankruptcy as Foucauldian Dispersal of Power

By Paul S. Edwards & Mark Wrathall
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Tel.: 801/378-2432

Fax: 801/378-5730

Internet: paul_edwards@byu.edu, mark_wrathall@byu.edu

Excerpt:

One of the criticisms I have of the bankruptcy bar is that they are not aggressive enough because most of them come from a transactional background, a deal-maker background, and they're not willing to fight for their clients. The art of negotiation is that you've got to have the ability to persuade the other side that you will go to war with them if they don't concede something. And I think all too often with a lot of bankruptcy lawyers that they're so oriented toward making deals that they don't put up much of a fight.

Other excerpts: [Bankruptcy-Sociology]

VALUATION - BY STOCK PRICE - AT TIME OF MERGER

http://www.idg.net/ic_213084_2333_1-1501.html
NorthPoint, Verizon form broadband company

George A. Chidi Jr., IDG News Service\Boston Bureau

August 08, 2000, 09:47


Outstanding shares:


If Verizon $1.97B profits were 0.72/share implies

there were 2.8B outstanding shares at that time

(yahoo profile currently lists it as 2.73B)


NPNT outstanding shares = 131-133M at that time


Stock prices at that time:


NPNT - $15.75


VZ - $42.44

NPNT value = $15.75 x 133M shares = $2.09B

Reference: [VZ-NPNT-stock-price]

VALUATION – VALUES MENTIONED IN THE MEDIA

It is difficult to say what the media mean when they say “Verizon bought a stake” for $2.15B – since that depends on how you are valuing the “Verizon DSL business” portion that Verizon was contributing to the merged company.

http://www.stockskill.net/NPNTQ/lawsuit-financing-2.html
or

http://quote.bloomberg.com/fgcgi.cgi?T=marketsquote99_news.ht&s=AO8trRxYhTm9ydGhQ
NorthPoint Auctions Off Verizon Litigation in Court (Update2)

October 15, 2001

By Pham-Duy Nguyen

excerpt:

NorthPoint sought Chapter 11 and sued after the largest U.S. mobile-phone company scrapped plans to acquire it for $2.15 billion.

Reference: [NPNT-media-$2.15B]

http://www.thestreet.com/tech/telecom/1032775.html
Verizon-NorthPoint Deal Points Toward DSL Consolidation

By Scott Moritz

Staff Reporter

8/8/00 5:49 PM ET

excerpt:

Under the deal, NorthPoint shareholders will get a share of the new NorthPoint and around $2.50 a share in cash for each NorthPoint share they now own. The new NorthPoint will include NorthPoint's DSL business as well as Verizon's broadband-network assets. Verizon will also contribute $450 million in cash for NorthPoint's buildout efforts.

The combined entity will be 55% owned by Verizon and will have 282,000 DSL customers in 163 cities. Bear Stearns values the new NorthPoint at $5 billion; the current NorthPoint is valued at $2 billion. Once the two territories are joined, NorthPoint and Verizon will have 600 overlapping facilities, accounting for roughly 17% of the combined footprint. Company officials called the overlap "minor."

If Bear Stearns was estimating:

NPNT = $2B

New NPNT = $5B
NPNT shareholders get: 0.45 x $5000M + $350M = $2.6B
Reference: [NPNT-media-$2B-$5B]

VALUATION – NORTHPOINT CEO LIZ FETTER’S ESTIMATES – GIVEN TO MEDIA

Liz Fetter quoted as saying “new Northpoint” valued at $6B to $8B by mid-2001 (the merger was announced on August 2000).

http://www.thedeal.com/NASApp/cs/ContentServer?pagename=TheDeal/TDDArticle/TDStandardArticle&c=TDDArticle&cid=1003930983573
Posted 03:56 PM EST, Aug-21-2000

The narrowing of broadband

by Leon Lazaroff

Updated 02:04 PM EST, Oct-10-2001

She said that joining with Verizon, which reported revenues of $16.79 billion for the second quarter, up 16% from $14.51 billion for the first quarter, allows NorthPoint to drop the "startup" label. By mid-2001, NorthPoint, Fetter said, will be valued at $6 to $8 billion. "DSL is a technology, not a stand-alone business," Fetter said in an interview last week. "I think the scarcity in the capital market will only help to accelerate that consolidation over the next 18 months. Telecom is a business of scale, and I have always believed there would be significant consolidation."

Reference: [NPNT-Liz-Fetter-$6-8B]

VALUATION – NORTHPOINT CEO LIZ FETTER’S ESTIMATES – SEC FILING

These are from an SEC form “425”.  Liz Fetter quotes a $2.7B figure.

http://secfilings.nasdaq.com/filingFrameset.asp?FileName=0000929624%2D00%2D001166%2Etxt&FilePath=%5C2000%5C08%5C14%5C14%5C&CoName=NORTHPOINT+COMMUNICATIONS+GROUP+INC&FormType=425&RcvdDate=8%2F14%2F2000&pdf=

THE FOLLOWING EMAIL WAS SENT TO EMPLOYEES OF NORTHPOINT COMMUNICATIONS GROUP, INC. ON AUGUST 10, 2000. ALSO ATTACHED ARE THE SLIDES REFERENCED IN THE EMAIL THAT WERE DISSEMINATED TO EMPLOYEES OF NORTHPOINT COMMUNICATIONS GROUP, INC. ON THE NORTHPOINT INTRANET BEGINNING ON AUGUST 10, 2000:

…

The fact is that Verizon is investing far more than $800 million in NorthPoint. They also are giving us operational control of their wholesale DSL business, a business that's substantially larger than NorthPoint's. When the deal closes, NorthPoint will issue new shares to Verizon that will represent 55 percent of our company. In exchange for issuing those shares, NorthPoint will get the following:

…

Before this deal, the two DSL companies were worth nearly $6B combined.* At the closing, assuming the new northPoint has a $6B market capitalization, NPNT shareowners' stake would be worth $2.7B. This equates to $19.35 per share. (This example is for illustrative purposes only. The actual market capitalization and stock price of the new NorthPoint at closing may be lower.)

NorthPoint retained a significantly larger share of the combined firm than its value contribution would have warranted.This is the "premium" often seen in stock-for-stock transactions.

Reference: [NPNT-SEC-$6B]

BENEFITS TO NORTHPOINT SHAREHOLDERS

http://secfilings.nasdaq.com/filingFrameset.asp?FileName=0000929624%2D00%2D001089%2Etxt&FilePath=%5C2000%5C08%5C08%5C17%5C&CoName=NORTHPOINT+COMMUNICATIONS+GROUP+INC&FormType=425&RcvdDate=8%2F8%2F2000&pdf=

Benefits to

NorthPoint Shareholders

Double our footprint

Leading

More than quadruple our customer base = Broadband

Provider

Double our employee size

VALUATION – RECOVERY EXPECTED FROM LAWSUIT – TRUSTEE’S QUOTES

Trustee mentions $4B – perhaps derived from the counts in the amended complaint by FLK ($1B each for breach of contract, fraud, misrepresentation and other expenses) – or based on the $4B valuation by the UCLA expert who is in FLK’s files (mentioned in value1.doc).

http://quote.bloomberg.com/fgcgi.cgi?T=marketsquote99_news.ht&s=AO8trRxYhTm9ydGhQ
NorthPoint Auctions Off Verizon Litigation in Court (Update2)

By Pham-Duy Nguyen

Excerpt:

``We're charting new territory,'' Schoenmann said, adding the damages in the Verizon case could amount to as much as $4 billion.

This refers to an earlier lawsuit financing arrangement with Angelo Gordon (prior to the current one with Monarch Capital):

http://quote.bloomberg.com/fgcgi.cgi?T=marketsquote99_news.ht&s=AO1iYgBSZTm9ydGhQ
NorthPoint Lawsuit Against Verizon Gets Backing (Update1)

By Jeff St.Onge

excerpts:

``I think the new funding is quite a sufficient war chest,'' said Schoenmann. ``The lawsuit will be pursued very aggressively and I think we have a very strong case.''

The allegations against Verizon ``potentially represent a $4 billion outcome,'' Schoenmann said.

VALUATION – RECOVERY EXPECTED FROM LAWSUIT – TRUSTEE’S QUOTES (Continued ..)

This refers to Verizon’s motion for summary adjudication of the “fraud” and “misrepresentation” charges – which was dismissed by Judge McBride just days before the settlement for $175M was approved by the Trustee.

http://quote.bloomberg.com/fgcgi.cgi?T=marketsquote99_news.ht&s=APTHa8hU3VmVyaXpv
Verizon Loses Bid to Throw Out Most of $4 Bln NorthPoint Suit

By Jeff St.Onge

excerpts:

``We are aggressively going to pursue the fraud claims,'' said Lynn Schoenmann, a Chapter 7 trustee managing NorthPoint's business on behalf of creditors. ``I think $4 billion is not out of the realm of possibility.''

VALUATION – EXISTENCE OF BIDDERS OTHER THAN VERIZON

FLK mentioned another bidder who had bid $1.4B.  Outbid by Verizon’s $1.6B.  Not clear how they come up with these numbers.

Note: callmeSnake on ragingbull reported that AT&T was ready to pay approx. $10/share to buy Northpoint – without providing proof – also that that might have been a buyout in contrast to Verizon’s merger offer.

The following is a shareholders' report of what happened at the motion for summary adjudication - where Verizon sought to have the fraud and misrepresentation charges summarily dismissed.  Judge McBride rejected Verizon's motion, citing Fact Nos. 43-47 in NorthPoint's (FLK) amended complaint.

http://www.stockskill.net/NPNTQ/what-transpired-at-the-Summary-Adjudication-Hearing-in-the-NorthPoint-v-Verizon-lawsuit.html
This is what Transpired at the Summary Judgement Hearing in the NorthPoint v Verizon Lawsuit

July 12, 2002 

excerpt:

Also brought up was that NorthPoint had had an offer by another company for 1.4 billion ahead of Verizon's offer of 1.6 billion in acquiring a stake in NorthPoint, and that Verizon sweetened their offer so that NorthPoint would sign-up with them. The mention of the 1.4 biilion was in the context of the harm NorthPoint had suffered by going ahead with Verizon's 1.6 billion inducement, (whereas as it turned out NorthPoint was intentionally mislead by Verizon; they never had any intention of closing the deal. This last matter, if factual, was something I was not aware of).

This account of the hearing was reported on dslreports:

http://www.dslreports.com/shownews/20443
Northpoint Shareholders Robbed

Attorneys, trustee, walk away grinning

Written by Karl Bode

After all, according to this account  of Verizon's summary adjudication hearing, Northpoint had a suitor lined up to pay 1.4 billion, a deal that went sour when Verizon sweetened the pot and presented a 1.6 million dollar deal. 

According to Frank Harding, Northpoint investor and operator of the stockskill.net  website, Schoenmann pocketed 5 � million dollars from the settlement. The rest of the 175 million dollar settlement will go to high priority creditors. When Broadband Reports asked him what chance investors had of seeing one red cent, he simply responded "It will be appalling and devastating to hundreds of small NorthPoint investors, including employees, if their hard earned dollars are allowed to go up in smoke without their day in court."
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Most justified the practice pragmatically. By trying to steer the committee toward certain attorneys, debtor counsel claimed that they could avoid confrontation and litigation and achieve a better result for everyone involved. Note in the comments that follow that some of the attorneys inadvertently use the language of principal and agent (denoted by [sic]) when speaking about recommending another firm.


In all cases where I try to [influence the committee] there is no counsel that I've ever used [sic] that would just throw the case, just give you everything you want. But what you're hoping for is a counsel that has a business hat on, not a litigator's hat on, who basically


thinks as a business person, "Hey, if we work together, maybe we can accomplish something that works for everyone. If we're at each other's throats guess what, the person who gets killed is the company." In a legal-fees war, you may never get your legal fees paid, because there may not be money in it. [1175] We're not trying to stack the deck, we're simply giving them competent counsel who happens to be near us, and we can get together quickly for meetings. And they've done so


many of these anyway, and so we're down to really one or two firms that we represent
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[sic], that we recommend in a case like that. [2060] It's not that that person's going to do me a favor. It's that probably that person and I


have a working relationship in the sense that we can talk and  communicate and deal with each other. [8673] And when they recommend an attorney, who do they recommend?


Lawyer A3: "In Palo Alto, [Lawyer B1] is a very well known and well thought of Chapter 11 debtors' counsel."


From Lawyer B1: We limit the recommendations we make to one or two or three firms, and they usually pick one of those and everyone hits the ground running at the meeting of creditors.


Q: So these are people that you have dealt with time and time again?


A: Oh, yeah. Law firm A, Law firm U (my old firm). . . . We don't want any irritations in a case. These are troublesome enough, we want to eliminate all of the negatives as early as we can.  Debtors' attorneys that we spoke with were very concerned about having confrontational


creditors' committee counsel. Debtors' attorneys frequently spoke of transgressors of the norms that they hoped to avoid:


I would think that if you talked to a bunch of bankruptcy attorneys, if you had them write certain names down of who are the most difficult people to deal with, there are two or three people that would be on everyone's list. Everyone says so. Those people drag the case out, will have you court, will have you destroy the company because of their own


ego. [1175]  One creditors' attorney (who may have been on "everyone's list" of spoilers) took a rather contrary view of the situation.


One of the criticisms I have of the bankruptcy bar is that they are not aggressive enough because most of them come from a transactional background, a deal-maker background, and they're not willing to fight for their clients. The art of negotiation is that you've got to have the ability to persuade the other side that you will go to war with them if they don't concede something. And I think all too often with a lot of bankruptcy lawyers that they're so oriented toward making deals that they don't put up much of a fight. They give you pretty much everything that you want. The things that you can get are surprising.


[5748]
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This attorney told the story of getting about 15% for a group of unsecured creditors that "had no position whatsoever." A time-sensitive deal had been brokered to purchase the assets of the company for a price lower than the amount of secured debt. Unsecured debt had no real claim on any of the proceeds. How did he end up with a return to his creditors?  I told them, "Either you give me x dollars or I'll throw this into Chapter 7 tomorrow."  And you know, they would have been in fighting their way out of it, and my legal position was, eh, you know [rocks hand back and forth]. But the bottom line was, it was going to screw up [the deal]. And by the time they got through wrestling with all that stuff, and wasting valuable time fighting it, the deal was going to go away. And the approach I tookwas, "If I don't get something, I'm going to make sure that everybody gets nothing." . . . That's a hard position to take, and some people don't like to take positions like that. It's such an unreasonable position to take, but, you know, it's the dog in the manger; if I can't get some--if it's a lose for me, it's a lose for you. And they're saying, "Why should you do that?" And I say, "Because I can." [5748]
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[sic], that we recommend in a case like that. [2060] It's not that that person's going to do me a favor. It's that probably that person and I


have a working relationship in the sense that we can talk and  communicate and deal with each other. [8673] And when they recommend an attorney, who do they recommend?


Lawyer A3: "In Palo Alto, [Lawyer B1] is a very well known and well thought of Chapter 11 debtors' counsel."


From Lawyer B1: We limit the recommendations we make to one or two or three firms, and they usually pick one of those and everyone hits the ground running at the meeting of creditors.


Q: So these are people that you have dealt with time and time again?


A: Oh, yeah. Law firm A, Law firm U (my old firm). . . . We don't want any irritations in a case. These are troublesome enough, we want to eliminate all of the negatives as early as we can.  Debtors' attorneys that we spoke with were very concerned about having confrontational


creditors' committee counsel. Debtors' attorneys frequently spoke of transgressors of the norms that they hoped to avoid:
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NorthPoint, Verizon form broadband company


George A. Chidi Jr., IDG News Service\Boston Bureau


August 08, 2000, 09:47





Verizon's $800 million purchase of a controlling interest in broadband company NorthPoint, announced Tuesday, will merge the two companies' digital subscriber line (DSL) businesses.





Verizon paid cash for the 55 percent stake in NorthPoint. Of the total, $450 million will go toward capital expenditures for the new company, while NorthPoint shareholders will receive $350 million, or $2.50 per share, Verizon said in a statement. Regulatory and shareholder approval is pending.





The "new" NorthPoint formed by the merger will continue to operate as a separate company. NorthPoint and Verizon are expected to serve more than 600,000 DSL subscribers when combined operations begin in mid-2001, according to the company's statement.





NorthPoint stock was $15.75 in morning Nasdaq trading, up from Monday's $15 close, but still near an all-time low since the company's $40 debut in May 1999. NorthPoint posted its second quarter earnings report Tuesday as well, taking a $112 million, 85 cent per share loss in line with analyst expectations, but increasing revenue almost 10 times over the comparable period a year before, growing to $24.4 million from $2.5 million.





Verizon, on the other hand, disappointed analysts with their second quarter report. Second-quarter profits rose to $1.97 billion -- 72 cents a share -- an increase over the $1.87 billion, 67 cent a share posting a year earlier. Analysts polled by First Call/Thomson Financial had expected an 83 cent a share profit.





Verizon was down Tuesday morning by $5.44 to $42.44 from Monday's close of $47.88, an 11.36 percent drop.





Verizon Communications can be contacted on the Web at http://www.verizon.com
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NorthPoint Auctions Off Verizon Litigation in Court (Update2)


By Pham-Duy Nguyen





San Francisco, Oct. 15 (Bloomberg) -- NorthPoint Communications Group Inc. sold Monarch Global Capital Associates LLC the chance to finance the bankrupt telecommunications company's multibillion-dollar suit against Verizon Communications Inc.





Monarch won the chance to lend NorthPoint $7.5 million at zero interest to finance the San Francisco-based company's fraud and breach of contract suit against Verizon. NorthPoint sought Chapter 11 and sued after the largest U.S. mobile-phone company scrapped plans to acquire it for $2.15 billion.





In return for the loan, Monarch will receive 5.5 percent of any settlement with Verizon or 6 percent of the judgment if the case goes to trial. The auction, which experts said may be the first of its kind, attracted five potential buyers who bandied about 30 bids.





``The aggressiveness and interest in the bidding is a reflection on how strong the litigation against Verizon is,'' said Lynn Schoenmann, the U.S. Trustee the court appointed to run NorthPoint on behalf of creditors.





NorthPoint's auction for the opportunity to finance litigation and potentially reap damages is unusual for a bankrupt company and potentially a first, lawyers at the hearing said.





``We're charting new territory,'' Schoenmann said, adding the damages in the Verizon case could amount to as much as $4 billion.





Bidders





Among the five bidders at the U.S. Bankruptcy Court auction in San Francisco was New York-based Angelo Gordon & Co. LP, a top NorthPoint bondholder that in July had offered the bankrupt company a $7.5 million loan to finance the legal battle. U.S. Bankruptcy Judge Thomas Carlson didn't approve that offer.





Angelo Gordon's offer in July charged 16 percent interest, and proposed to take a 15 percent chunk of any settlement or 20 percent of a judgment against Verizon. Today, the bondholder's lowest bid was zero interest on the loan and 7 percent of the settlement or 9.5 percent of the judgment.





Monarch, a NorthPoint bondholder, will also pay up to $200,000 Angelo Gordon spent negotiating the original loan. The company's attorney, Edward Cowen, refused to comment on why the company had an interest in financing the Verizon litigation.





The bankruptcy court in San Francisco converted NorthPoint's case to a Chapter 7 liquidation in June.
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Verizon-NorthPoint Deal Points Toward DSL Consolidation


By Scott Moritz


Staff Reporter


8/8/00 5:49 PM ET








In a marriage that values convenience over compatibility, Verizon (VZ:NYSE - news) Tuesday agreed to bail out digital subscriber-line provider NorthPoint (NPNT:Nasdaq - news), cobbling together an initiative-challenged phone company and a do-or-die-trying, cash-burning start-up.





The $800 million deal marks the clearest sign yet that Verizon wants to get its national DSL business on the fast track. It may also mark the beginning of a long-anticipated consolidation in the high-speed Net-access market, as bigger phone companies seek to avoid the heavy lifting necessary to provide broadband services. (TheStreet.com explored those issues in two recent stories.)





Still, investors weren't exactly wowed by the DSL players' takeout prospects Tuesday: Of the top-three providers, shares in one rose, shares in another dropped and NorthPoint was flat. Verizon, meanwhile, saw its shares get pounded as the company reported an earnings shortfall amid a crippling strike in its core long-distance phone business.


Head-Scratching





"The financials of this deal have us scratching our heads, but the one thing you can take away is that Verizon is buying a time-to-market advantage," says Sanders Morris Harris analyst Dan Ross, who has a strong buy on NorthPoint. Sanders Morris Harris has no banking ties to NorthPoint or Verizon.





Under the deal, NorthPoint shareholders will get a share of the new NorthPoint and around $2.50 a share in cash for each NorthPoint share they now own. The new NorthPoint will include NorthPoint's DSL business as well as Verizon's broadband-network assets. Verizon will also contribute $450 million in cash for NorthPoint's buildout efforts.





The combined entity will be 55% owned by Verizon and will have 282,000 DSL customers in 163 cities. Bear Stearns values the new NorthPoint at $5 billion; the current NorthPoint is valued at $2 billion. Once the two territories are joined, NorthPoint and Verizon will have 600 overlapping facilities, accounting for roughly 17% of the combined footprint. Company officials called the overlap "minor."





Also causing some head-scratching was the stock reaction. NorthPoint shares, after an early rally, were unchanged at 15, just above their 52-week low of 10. Odder still, DSL leader Covad (COVD:Nasdaq - news), seen as an attractive takeout prospect for Verizon rivals such as BellSouth (BLS:NYSE - news), saw its shares slide 1 3/32, or 6%, to 17 3/32, while another DSL player, Rhythms Netconnections (RTHM:Nasdaq - news), rallied 1 5/8, or 13%, to 13 7/8. Verizon shares slid 5 5/8, or 12%, to 42 1/4, setting a 52-week low.


Delivery Problems





DSL and cable modems have so far proven to be the only two viable mass-market technologies capable of delivering the words, sounds and images promised by the expansion of the Internet. But that delivery has proven difficult due to technology snags, industry grievances and, in many cases, sheer lethargy, say analysts.





Both Verizon and NorthPoint were quick to characterize Tuesday's deal as a new beginning. And in light of their past pitfalls, that kind of image boost can't hurt.





To many observers, NorthPoint's wholesale-DSL model was unsustainable over the long haul, pushing the company headlong into a potentially fatal cash crunch. And with its shares more than 60% off their high, NorthPoint was in no position to negotiate. Now, the deal gives NorthPoint a necessary infusion of cash to continue its plan, analysts say.





For Verizon, NorthPoint provides a presence outside its combined GTE and Bell Atlantic region and a renewed chance at providing customers high-speed connections in a field of equally inept Baby Bells.


The Challenge





For many observers both inside the company and the industry, the main challenge will be organizational. NorthPoint may be exposed to some of the cultural traits that plague the telcos in their feeble attempts to address this growing DSL market. But company officials tried to squash that notion.





"There are many elements within the traditional [phone company] that, if we organized them properly and focused them properly, they are as entrepreneurial and as competitive as anyone else," says Verizon President Lawrence Babbio, who will become the chairman of the new NorthPoint.





One technique, says Babbio, is to "make sure the management was not absorbed into the company."





Hey, maybe this marriage is off to a good start.
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The narrowing of broadband


by Leon Lazaroff
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Just after NorthPoint Communications Group Inc. announced two weeks ago that it would sell 55% of its shares to telecommunications giant Verizon Communications, the company's CEO, Elizabeth Fetter, headed to New York to try win over a skeptical group of stock analysts.





After a few days shuttling between Wall Street and Midtown Manhattan, Fetter flew to Vail, Colo. to try to soothe the worries of some of the company's larger institutional investors who were attending a conference of investment bankers.





NorthPoint's stock was falling daily and the 41-year-old executive was anxious to convince Wall Street analysts and fund managers that the $1.3 billion deal was the right move for her San Francisco-based digital subscriber line company. NorthPoint, after all, was down to just over $260 million in cash at the end of June, and was projected to run out of money before next April.





Anticipating a deal, investors bid up NorthPoint's stock 15.4% during the two trading days leading up to the Aug. 8 announcement. As Verizon's workers entered the third day of what would be a two-week strike, Lawrence T. Babbio Jr., Verizon's vice-chairman, gathered with Fetter in San Francisco to announce that Verizon had agreed to buy a 55% stake in NorthPoint for $450 million.


[Photo]


Fetter: Trying to sell a deal The Street


doesn't like





Though Fetter would later argue to analysts and fund managers that the transaction also gives NorthPoint $350 million to expand operations, access to Verizon's DSL assets valued at $500 million and a partner which is the country's largest local and wireless telephone company, the analysts and fund managers were disappointed.





Investors, said Adam Giansiracusa, telecom analyst at Frost Securities Inc., were expecting a complete acquisition with an attractive premium. Instead, they received a negligible premium and vague promises of growth.





"This was not the transaction the Street was looking for," Giansiracusa said. "This is one that occurred because of a bad point in the market, and the fact that Northpoint needed more money."





As Giansiracusa points out, the deal was prompted because of NorthPoint's dwindling funds and a market that had turned far more demanding of high-tech start-ups. But it also took place because Verizon needed that most precious of modern day telecommunications assets: local broadband wiring.





Verizon, since last year, had consistently fallen short of its goals for installing DSL service, technology that provides users, mostly small and mid-sized businesses, a low-cost way to connect to the Internet at high speed, and transport large quantities of data.





While Verizon bore the brunt of customer outrage, US West Corp., which merged in June with long-haul heavyweight Qwest Communications International Inc., and SBC Communications Inc. received mostly positive reviews for their DSL rollout programs.





Ultimately, it is those two elements - the need for cash among telecom startups and the need for broadband among the industry's older and larger companies - that observers say will propel a wave of mergers and acquisitions among the 100 or so competitive local exchange carriers, or CLECs, that formed following the Telecommunications Act of 1996.





"What this deal highlights is the importance of having local broadband," says Jonathan Atkin, broadband services analyst at Dain Rauscher Inc. "What the RBOCs lack is local broadband assets, and in one transaction, Verizon bought itself a national footprint."





The regional Bell operating companies, known as RBOCs, that operate the country's local telephone wires, are anxious to get into the DSL business. According to Credit Suisse First Boston, over the next 10 years, broadband DSL providers are expected to grab 50% of a voice/data transmission market expected to reach $318 billion.





Though CLECs have yet to operate in the black, their revenues have grown collectively at an 86% per year rate since the passage of the '96 Act. Nonetheless, all remain in a relative startup phase, fighting to take local market share from the RBOCs while continuing to build out their networks, says Michael Smith, a telecom consultant with Stratecast Partners of San Jose, Calif.





In the case of NorthPoint, Verizon said it invested in the DSL provider for its more than 300 service stations nationwide, and contractual relationships with leading Internet providers such as Verio Inc., @Work, a division of Excite@Home Corp. and Microsoft Corp.'s MSN, which invested $30 million in NorthPoint.





Smith points out that DSL companies are doing exactly what larger telecoms such as AT&T Corp. and Verizon would like to do: get out of the low-return consumer voice market and concentrate on the higher-margin business customer.





Because large, multi-service telecoms such as WorldCom Inc., Level 3 Communications Inc. and Qwest also want to add local-access broadband lines, DSL companies such as NorthPoint make for logical acquisition targets.





As does NorthPoint, all of the nascent CLECs need money. Of the 100 or so CLECs that formed following the Telecom Act, only a handful are viewed as having amassed the capital and managerial talent to remain independent. They include the fixed-wireless provider NextLink Communications Inc., Teligent Inc., WinStar Communications Inc. and Allegiance Telecom Inc.





The remainder, says Jim Friedland, telecom analyst at Robertson Stephens in San Francisco, will either go bankrupt or be sold. Weaker CLECs such as CapRock Communications and Intermedia Communications Inc. are likely to be bought.





On the DSL side, Giansiracusa says industry leader Covad Communications Inc., of Santa Clara, Calif., is viewed as strong enough to remain independent while the much smaller Rhythms NetConnections Inc., of Englewood, Colo., is more likely a target.





"There's going to be huge consolidation," Friedland says. "None of the DSL companies are doing particularly badly; it's just that they need money to build out their networks. Being acquired would be one way to get that money."





Even before the Northpoint transaction, some dealmaking had begun. Two years ago, AT&T bought Teleport Communications, and last year purchased a large minority stake in Teligent Inc. through its Liberty Media subsidiary. Two years ago, WorldCom Inc. bought MFS Communications Co.





Covad has been one of the few CLECs to pull off its own acquisition - although the market didn't like it. When Covad announced on June 16 that it planned to spend $147 million to buy privately-held BlueStar Communications of Nashville, its stock fell by 28%. Much of the selloff was due to CEO Robert Knowling's forecast that the integration of BlueStar would lower the number of lines Covad expected to install over the next two years by 18%.





The market took Knowling's announcement as a general indicator that DSL providers were not the rising stars that telecom investors had come to believe they were a little more than a year ago. At the end of April 1999, Covad's stock was priced at $96 a share, and soon afterward, the company's shareholders enjoyed two stock splits; Rhythms NetConnections was trading at $82.50 while NorthPoint opened at $42.50 on May 5, 1999. But, by the beginning of this month, all three were trading in the mid-teens.





Covad's strategy, Knowling says, is to expand its client base beyond Internet service providers to include the end-user, small and mid-sized businesses. Unlike NorthPoint, Covad has about $1 billion in the bank. The same goes for Rhythms NetConnections.





True to their history as bitter competitors, Covad scoffed at NorthPoint's decision to throw its lot in with Verizon. "We certainly believe the Verizon merger with NorthPoint will very likely slow NorthPoint down," said Rich Wong, Covad's vice president for marketing. In the DSL industry, 'slow' means failing to provide timely customer service, the Achilles' heel of a nascent business.





David Helfrich of ComVentures, a telecom-focused capital venture group in Palo Alto, Calif., contends that both companies, as well as Rhythms NetConnections, waited too long to do deals. At the end of the second quarter last year, Helfrich says, Covad's market capitalization was more than $10 billion; Northpoint's stood at $4.85 billion, and Rhythms was $3.76 billion.





But by late last winter, the attitudes of telecom investors changed, becoming less tolerant of money-losing operations and more demanding of line-counts, and improvements on the bottom line. A few high-profile cases of failing CLECs heightened investor anxieties. GST Telecommunications Inc. of Vancouver, Wash., which provided voice and data services for businesses, declared bankruptcy in May, and e.spire Communications Inc. of Herndon Va., saw its stock fall below $5 a share after defaulting on a $200 million loan.





"NorthPoint, Rhythms and Covad missed an opportunity to become large dominant players six to nine months ago," Helfrich said. "They're still in a position to leverage assets and knowledge, but they don't have the currency in their stock that they once had."





The late-winter slide in CLEC stock prices hurt NorthPoint particularly hard. After enjoying the accolades of the financial press and investors for much of 1999, DSL stocks are 70% off their 52-week high.





Lower stock prices, tight capital markets and the need for economies of scale are expected to push dealmaking. Fetter, who spent 10 years at US West before taking over the top job at NorthPoint last year, believes CLEC consolidation, especially for companies focusing primarily on DSL service, is imminent.





She said that joining with Verizon, which reported revenues of $16.79 billion for the second quarter, up 16% from $14.51 billion for the first quarter, allows NorthPoint to drop the "startup" label. By mid-2001, NorthPoint, Fetter said, will be valued at $6 to $8 billion.





"DSL is a technology, not a stand-alone business," Fetter said in an interview last week. "I think the scarcity in the capital market will only help to accelerate that consolidation over the next 18 months. Telecom is a business of scale, and I have always believed there would be significant consolidation."








� [NPNT-SEC-$6B]


� HYPERLINK "http://secfilings.nasdaq.com/filingFrameset.asp?FileName=0000929624%2D00%2D001166%2Etxt&FilePath=%5C2000%5C08%5C14%5C14%5C&CoName=NORTHPOINT+COMMUNICATIONS+GROUP+INC&FormType=425&RcvdDate=8%2F14%2F2000&pdf" ��http://secfilings.nasdaq.com/filingFrameset.asp?FileName=0000929624%2D00%2D001166%2Etxt&FilePath=%5C2000%5C08%5C14%5C14%5C&CoName=NORTHPOINT+COMMUNICATIONS+GROUP+INC&FormType=425&RcvdDate=8%2F14%2F2000&pdf�=








THE FOLLOWING EMAIL WAS SENT TO EMPLOYEES OF NORTHPOINT COMMUNICATIONS GROUP, INC. ON AUGUST 10, 2000. ALSO ATTACHED ARE THE SLIDES REFERENCED IN THE EMAIL THAT WERE DISSEMINATED TO EMPLOYEES OF NORTHPOINT COMMUNICATIONS GROUP, INC. ON THE NORTHPOINT INTRANET BEGINNING ON AUGUST 10, 2000:





The True Value of the NorthPoint-Verizon Merger is Much Greater Than $800 Million





I want to clear up a misconception regarding the value of our deal with Verizon that we announced on Tuesday. That misconception was clearly expressed in a headline in Wednesday's San Francisco Examiner that read "Verizon invests in S.F. DSL firm: Pays $800 million for 55% interest in NorthPoint." The same view was implicit in a question from an employee on Tuesday's All NorthPoint Conference Call who asked, "Did we just sell 55 percent of NorthPoint for $800 million in cash?" It's an excellent question, and I would like to provide a broader explanation.





The fact is that Verizon is investing far more than $800 million in NorthPoint. They also are giving us operational control of their wholesale DSL business, a business that's substantially larger than NorthPoint's. When the deal closes, NorthPoint will issue new shares to Verizon that will represent 55 percent of our company. In exchange for issuing those shares, NorthPoint will get the following:





1) All of Verizon's DSL equipment, including DSLAMs, ATM switches, routers and collocation space in roughly 2,000 COs. Verizon will have spent more than $500 million on this equipment by the end of 2000.


2) All of Verizon's installed DSL lines (more than 220,000 today, and analysts expect more than 500,000 by the end of 2000)


3) All of the approximately 1,500 experienced people who work in Verizon's wholesale DSL business


4) A commercial contract under which NorthPoint will be the preferred provider for Verizon Online (the ISP that was formerly known as BA.net and GTE.net). This means they will be sending us hundreds of thousands of line orders in the coming years.


5) Contracts with some of the nation's largest ISP's, including AOL


6) Expertise in line-sharing





All of this in addition to the $800 million cash!





That's why this deal is attractive from a numbers perspective. But it's also attractive from a strategic perspective, and here's why. What Wall Street analysts have been telling me is that in order to be a leading broadband company, NorthPoint must (1) acquire adequate funding, (2) scale the business and (3) get more customers. So, as we have been working on our next round of funding in the last few months, we looked for a partner who could not only contribute money, but also lines, revenue and footprint.





We found that partner in Verizon. In addition to meeting all these requirements, our deal with Verizon catapults NorthPoint to the leadership position in DSL. We are now the company that sets the standard for all others in our business, and we think that makes us the employer of choice as well as the partner of choice and the provisioner of choice.





Here's another way to look at it. If we were to exchange roughly half of the ownership of our company, what would we expect to get? Probably, we'd expect to roughly double our customer size, double our revenue and double our footprint. We will get much more than this from our Verizon deal. By the end of this year, if we add the two companies' DSL businesses together, we will get:


* Roughly triple our revenue


* Four times the number of subscribers * Double our footprint


* Commercial agreements for significant volumes from Verizon companies * Access to channel partners like AOL and others * All of the assets, people and systems from Verizon's DSL business * A market leadership position


* $800 million in cash, $450 million of it to fund our network expansion





When we add up all these benefits, we believe the value of the "new" Northpoint to be significantly higher than NorthPoint's current market capitalization. So you can see this is truly a terrific deal for NorthPoint, and one that catapults us to national and global broadband leadership. You can see this clearly illustrated on a few slides we've posted on Lighthouse at MERGER CENTRAL. I hope you agree that this deal offers great prospects for NorthPoint's future - and for the future of the NorthPoint team. When our stock closed down 3/4 of a point yesterday, I was disappointed. However, at the same time we announced our merger with Verizon, we also told security analysts in a conference call that we expect to miss our line counts for Q3 and Q4 by about 10 - 15 percent. This news no doubt dampened the overall effect of the merger announcement. I feel strongly that as investors gain a full understanding of the merger, its long-term potential will be reflected in our stock price. Security analysts' reactions have been mostly positive, and a very positive early sign in the marketplace is a significant appreciation of the value of our bond offering.





I look forward to talking with you further about the merger over the coming weeks and months as we do integration planning.





The Point is intended for employees of NorthPoint Communications, their friends and family members. Please do not distribute to others outside the company.








Analysis of Shares Outstanding





Shares outstanding will rise from approximately 140M today to approximately 310M after the closing.








Since NPNT will own 45% of the combined company, approximately 170M new shares will be issued to Verizon at the closing, to give Verizon 55% ownership of the combined company.








Illustrative Premium Analysis





Before this deal, the two DSL companies were worth nearly $6B combined.* At the closing, assuming the new northPoint has a $6B market capitalization, NPNT shareowners' stake would be worth $2.7B. This equates to $19.35 per share. (This example is for illustrative purposes only. The actual market capitalization and stock price of the new NorthPoint at closing may be lower.)





NorthPoint retained a significantly larger share of the combined firm than its value contribution would have warranted. This is the "premium" often seen in stock-for-stock transactions.





*Value of Verizon DSL business based on value per subscriber.








Stock Price Under Growth Scenarios





If the value of the company increases, NorthPoint shareholders' resulting "premium" will increase as well.





Valuation should increase over "sum of assets" due to :
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. Decreased financial risk


. Increased scale


. Increased reach


. Our execution over time
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