UNITED STATESBANKRUPTCY COURT
SOUTHERN DISTRICT OF NEW YORK

Inre
: Chapter 11 Case No.
WORLDCOM, INC,, et al., : 02-13533 (AJG)

(Jointly Administered)
Debtors.

X

ORDER DENYING REQUEST BY AKIN GUMP STRAUSSHAUER & FELD
LLP, COUNSEL FOR THE OFFICIAL COMMITTEE OF UNSECURED
CREDITORS FOR AWARD OF A PREMIUM

Upon congderation of (a) the Application of Akin Gump Strauss Hauer &
Fed LLP, (*Akin Gump’), Counsd for the Officid Committee of Unsecured Creditors
(1) for Find Allowance and Award of Compensation for Services Rendered, Including a
Requested Premium, and the Reimbursement of Expenses During the Period July 29,
2002 through April 20, 2004 and (I1) for Find Allowance and Award of Compensation
and the Reimbursement of Expenses Pursuant to 11 U.S.C. §503(b) During the Period
Jduly 21, 2002 through July 29, 2002, (the “Application”), (b) the Reorganized Debtors
Report and Recommendations Regarding Fees and Expenses for the Third Interim Period,
the Fourth Interim Period and the Find Application, (c) the Objection of the United
States Trustee (i) to the Find Fee Applications Under Section 330 for Compensation and
Reimbursement of Expenses and (ii) to the Request by Akin Gump Strauss Hauer & Feld
LLP for Pre-Appointment Fees and For a Bonus, and (d) the Reply of Akin Gump Strauss
Hauer & Feld LLP, Counsd for the Officid Committee of Unsecured Creditors, to the
Objection of the United States Trustee and the Reorganized Debtors to Akin Gump's

Find Fee Application, and good and sufficient notice having been given in accordance



with the case management order of this Court, dated December 23, 2002, and Federa
Rules of Bankruptcy Procedure 2002(a)(6) and (c)(2), and the Court:

@ having specificdly congdered tha portion of the Application
submitted by Akin Gump requesting a premium in the amount of $3,000,000 for their
work in connection with the referenced Chapter 11 cases (* Premium”),

(b) having conducted an evidentiary hearing on December 14, 2004 on
that portion of the Application requesting a Premium; and

(© having announced its ruling, a copy of which as corrected and
modified by the Court is attached hereto as Exhibit A, on December 21, 2004 in open
court with respect to Akin Gump's request for a Premium; and, after due ddiberation and
good and sufficient cause gppearing therefore, and for the reasons specifically announced
in open court on December 21, 2004, it is hereby

ORDERED tha the portion of Akin Gump's Application requesting a
Premium is hereby DENIED.

Dated: New York, New York
December 28, 2004

< Arthur J. Gonzalez
HONORABLE ARTHUR J. GONZALEZ,
UNITED STATES BANKRUPTCY




EXHIBIT A
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(**AS CORRECTED AND MODI FI ED BY THE
COURT UP TO AND | NCLUDI NG 12/23/2004)

UNI TED STATES BANKRUPTCY COURT
SOUTHERN DI STRI CT OF NEW YORK

Case No.
WORLDCOM, | NC., et al, 02-13533

Reorgani zed Debtors.

December 21, 2004
12: 35 p. m.

United States Custom House
One Bowling Green
New York, New York 10004

E X CERPT
12: 00 (02-13533) WORLDCOM, I NC., ET AL:

DECI SI ON TO BE RENDERED regarding the
"requested premium" portion of Akin Gump
Strauss Hauer & Feld LLP's application
for (1) final allowance and award of
compensation for services rendered,
including a requested prem um and

rei mbursement of expenses during the
period July 29, 2002 through April 20,
2004, and (11) final allowance and award
of compensation and rei mbursement of
expenses during the period July 21, 2002
through July 29, 2002.

B EF OR E:

THE HONORABLE ARTHUR J. GONZALEZ
United States Bankruptcy Judge
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A PPEARANTCE S:

WEIL, GOTSHAL & MANGES LLP

Attorneys for Reorganized Debtors
700 Louisiana, Suite 1600
Houst on, Texas 77002

BY: ALFREDO R. PEREZ, ESQ.

AKI' N GUMP STRAUSS HAUER & FELD LLP
Attorneys for Akin Gump Strauss Hauer
& Feld LLP

590 Madi son Avenue

New York, New York 10022
BY: DANI EL H. GOLDEN, ESQ.
-and-

| RA°'S. DI ZENGOFF, ESQ.

UNI TED STATES DEPARTMENT OF JUSTI CE

OFFI CE OF THE UNI TED STATES TRUSTEE

Attorneys for United States Trustee
33 Whitehall Street, 21st Floor

New York, New York 10004
BY: MARY ELI ZABETH TOM, ESQ.
MCI | NC.
1133 19th Street, N.W
Washington, D.C. 20036
BY: NI CHOLAS M. BEI ZER, ESQ.

(via telephone)
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Proceedi ngs
JUDGE GONZALEZ: Pl ease be

seat ed.

JUDGE GONZALEZ: Wor|l dCom fil ed
for bankruptcy protection in July 2002,

number of months after the disclosure of

accounting irregularities and rel ated
all egations regarding its financi al
statements. Further, during the same

period an action was commenced in the

District Court for the Southern District

of New York by the SEC relating to the
all egations surrounding the financi al
statements. Prior to the filing,

Wor|l dCom consented to the appoint ment

a corporate monitor in the District Court

action.

Wor |l dCom was, and still is,
engaged in the highly competitive
telecommuni cations industry where such
competitive forces continue to put

pressure on the industry participants

consolidate in order to survive. Many of

the Debtor's vendors were also
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Proceedi ngs
competitors of Worl dCom.

Further, it became evident at
the early stages of the case that
al though many of Worl dCom s major
competitors would benefit from a weakened
reorgani zed entity, they did not
necessarily benefit from WorldCom's total
demi se. Yet, substantial effort was made
by some of W rldCom' s major competitors
to seriously |imt its ability to sustain
its pre-petition market presence.

Wor|l dCom expanded to a company
of its size in |large part by a series of
maj or acqui sitions that resulted in a
very complex debt structure. No
effective efforts appeared to have been
made following the various acquisitions
to achieve the synergies that one would
have expected in order to integrate the
acquired entities. Apparently as |l ong as
profits appeared to soar, |little was done
to achieve the efficiencies necessary to
fully effectuate the goals of the various

mergers.
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In sum, at the time of the
filing, WorldCom had unreliable financi al
statements, an inefficient operational
structure, and a pending SEC action,
which resulted in the appointment of a
corporate monitor, all in the context of
a fiercely competitive industry suffering
from over expansion.

Worl dCom unquestionably is the
| argest bankruptcy ever filed and
arguably one of the most compl ex. One
guestion that follows is how did the
| argest corporate financial scandal
successfully reorganize within 15 months

and go effective five months thereafter?

The answer, in part, lies with the
professionals involved, including Akin
Gump. However, the question before the

Court, today, centers not around whether
Wor|l dCom's reorgani zati on was successful,
but whether one of its professionals, the
Creditors' Committee's counsel, Akin
Gump, has demonstrated that its hourly

rate structure does not reasonably
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compensate it for its contribution to
t hat success.

The Committee of Worl dCom
unani mously supports Akin Gump's request
for a fee enhancement. The Debtor and
the United States Trustee oppose the
request. A hearing was held before the
Court on December 14, 2004. At that
hearing a representative of one of the
members of the Committee testified in
support of the application. It is the
Court's understanding that that
particular witness is longer employed by
the Committee member, but was involved on
behalf of that Committee member
throughout the bankruptcy proceeding.
(Upon review of the witness' testimony
given on December 14, 2004, the Court in
rendering this decision incorrectly
stated that the witness was a former
empl oyee of the Committee member.

The witness testified that he is a
current employee of the Committee member

however, he will be |l eaving his
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empl oyment at the end of this calendar
year.)

Under the Bankruptcy Code,
creditors' committees generally consi st
of persons that represent the seven
| argest claims against the debtor of the
kinds represented on such committee or
are members of a committee organized by
the creditors before the commencement of
a case. See 11 U.S.C. 1102(b) (1)

The Debtor's Creditors'
Committee in this case was formed by the
United States Trustee and consi sted of
bondhol ders, indenture trustees,
financial institutions, and trade. The
predomi nate creditor constituency on the
Commi ttee was the bondhol ders.

The role of the committee's
counsel serves generally as an advisor to
the committee on all aspects of the case,
from the administration, through the
restructuring, reorganization process, to
the claims resolution process.

Prior to the filing and up to
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the Committee's formation, Akin Gump
served as counsel to an informal
commi ttee of certain holders of senior
notes of WorldCom in anticipation of
negotiating a consensual restructuring of
Worl dCom's pre-petition debt obligations.
Thereafter, on July 29, 2002, the Office
of the United States Trustee appointed
the Committee. The Committee then
selected and retained Akin Gump to serve
as its counsel. Someti me thereafter the
Court approved their retention.

The general description of the
assistance to be rendered to the
Committee in Akin Gump's retention
application appears to conform to the
general duties provided by a creditors'
committee's counsel . Specifically, Akin
Gump was retained and employed to provide
the Committee with the following
assistance:

(a) advise the Committee with
respect to its rights, duties and powers

in these cases;
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(b)
Commi ttee in
Debtor rel ati
these cases;
(c)
analyzing the
creditors and
structure and
hol ders of cl
(d)
i nvestigation
assets, |iabi
condition of
operation of
(e)
anal ysis of,
Debt or or any
matters rel at
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and executory
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transactions

assi st and advise the
its consultations with

ve to the administratio

assist the Committee i
claims of the Debtor's
the Debtor's capital
in negotiating with th
aims and equity interes
assist the Committee i
of the acts, conduct,
lities and financi al
the Debtor and of the
the Debtor's businesses
assist the Committee i
and negotiations with,
third party concerning

ed to, among other thin

the

n of

n

e

ts;

n its

n its

the

gs,

n or rejection of certain

-residential real prope
contracts, asset
financing of other

and the terms of a plan

of reorganization for the Debtor and

rty

(s)



© 00 N o o b~ w N B

N DD DD N MDD P PR R, R, R R
a A W N B O © 0o N OO 0o A W N +—, O

10

Proceedi ngs
accompanying disclosure statement(s) and
rel ated plan documents;

(f) assist and advise the
Committee as to its communications to the
general creditor body regarding
significant matters in these cases;

(g) represent the Committee at
all hearings and other proceedings;

(h) review and analyze
applications, orders, statements of
operations and schedules filed with the
Court and advise the Committee as to
their propriety;

(i) assist the Committee in
preparing pleadings and applications as
may be necessary in furtherance of the
Committee's interests and objectives; and

(j) perform such other | egal
services as may be required or are
ot herwi se deemed to be in the interests
of the Committee in accordance with the
Committee's powers and duties as set
forth in the Bankruptcy Code, Bankruptcy

Rul es or other applicable | aw.
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Akin Gump
a national and inte
It possesses extens
expertise in the ar
the Debtor's cases.
Gump is well qualif
Commi ttee. It has
experience in repre
creditors' committe
reorganization case
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specifically reserved the right to file,
subject to the discretion of the
Commi ttee, an application for an
all owance of an enhanced fee award at the
end of this proceeding. It is that
application that is before the Court
today.

Akin Gump argues that its
extraordinary efforts in this case were:

encour aging, advocating, and
ensuring the replacement of the Debtor's
pre-petition senior management team and
board of directors with well-regarded
| eaders divorced from the Debtor's
pre-petition incongruities; specifically,
Akin Gump assisted the Committee in its
analysis of multiple industry and
technol ogy | eaders to fill the Debtor's
CEO position;

taking the | ead, together with

the Committee's other professionals, in
analyzing the ability to disentangl e
trillions of dollars of inter-company

claims and myriad of | egal issues related
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thereto, which served as the cornerstone
of the Debtor's |l argely consensual
chapter 11 pl an;

guiding diverse creditor groups
with disparate interests to coal esce
around a fair and reasonable distribution
plan that resulted in the filing of a
consensual chapter 11 plan f or the
Debtor; the initial plan had the support
of nearly 90 percent of the creditors and
the plan was made within 10 months of the
petition date which was a "hercul ean
effort shepherded and benefited by Akin
Gump's efforts";

playing a |lead role in settling
the penalty phase of the SEC's action
against WorldCom that threatened, among
ot her things, a potentially
non-di schargeable $19 billion
di sgorgement penalty, which would have
diluted unsecured creditor recoveries by
nearly 50 percent;

defeating motions for the

appoi nt ment of separate official
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creditors' committees and the appointment
of a chapter 11 trustee for the MCI
estates; and

negotiating and ensuring the
rescission of "secret agreements"” that
woul d have shifted in excess of
$100 million in value to select creditors
of these estates at the expense of nearly
all other general unsecured creditors.

Furthermore, Akin Gump argues
that "its ability to garner consensus
t hat kept controversy and protracted
litigation in connection with these cases
to a bear [sic] minimum ... went beyond
that of typical counsel to an official
commi ttee of unsecured creditors and were
central to paving the way for the
Debtor's successful rebirth as MClI, Inc."
Lastly, it argues that the substanti al
di sparity in fees (approx. 84 percent)
incurred between Akin Gump and the
Debtor's primary counsel is a testament
to the efficiency and effectiveness of

their work. The Debtor responds to this
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i ssue by stating that if you examine the
professional fees that are specifically
bankruptcy related, the percentage
attributable to Akin Gump is within the
expected range between Committee counsel
and Debtor counsel. Further, the Debtor
argues that Akin Gump's blended hourly
rate is higher than those of the other
professionals retained in this case.

Compensation of certain
professionals in bankruptcy matters is
governed by 11 U.S.C. section 330.
Section 330(a)(3)(A) provides in relevant
part that:

In determining the amount of
reasonable compensation to be awarded,
the court shall consider the nature, the
extent, and the value of such services,
taking into account all relevant factors,

including -

15

(E) whether the compensation is

reasonabl e based on the customary

compensation charged by comparably

skilled practitioners in cases other than
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cases under this title.

In determi ning what constitutes
"reasonable compensation” courts have
adopted the formula used to cal cul ate
fees under various fee-shifting statutes.

In re Apex Oil Co., 960 F.2d 728, 731

(8th Cir. 1992)(citing In re Manoa Fin.
Co., 853 F.2d 687, 690 (9th Cir. 1988)).

Reasonabl e compensation under
the fee-shifting statutes is based on the
"l odestar"™ amount . | d. The | odest ar

amount consists of multiplying the

reasonabl e attorney billing rate by the
reasonable number of hours expended. In
re United States Lines, Inc., 103 B.R.
427, 433 (Bankr. S.D.N.Y. 1989). I n

Pennsyl vania v. Del aware Valley Citizens'

Council for Clean Air, 478 U.S. 546

(1986), the Supreme Court held that the
initial | odestar calculation includes the
"novelty and complexity of the issue, the
special skill and experience of counsel,
the quality of representation, and the

results obtained from the |litigation."
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ld. at 565. (citing Blum v. Stenson, 465

U.S. 886, 898-901 (1984). Thus, these
factors " cannot serve as independent
bases for increasing the basic fee
award. " Ild. at 565. However, an upwards
adjustment of the | odestar amount is
"proper only in certain ' rare' and
"exceptional' cases, supported by both
"specific evidence' on the record and
detailed findings." I d. (quoting Bl um,
465 U.S. 898-901).

The burden of proving that such
an adjustment is necessary to the
determi nation of a reasonable fee is on
the fee applicant. Blum, 465 U.S. at
897. An upward adjustment may be
justified "only in the rare case where
the fee applicant offers specific
evidence to show that the quality of
service rendered was superior to that one
reasonably should expect in light of the
hourly rates charged and that the success
was 'exceptional ."'" |l d. at 899. ( Here

commenting on the "quality of service"
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factor).
When | used the commenting on
the quality of service factor, that was

reference to the Blum case in which the

previous statement was made.
The issue before the Court is
whet her Akin Gump has established that

its hourly rates charged throughout this

18

case are not reasonable under section 330

in light of its efforts and its

contribution to the success of this case.

The overall results of this
case can be fairly described as
exceptional, taking into consideration
the size, complexity, competitive nature
of the industry, efforts of its
competitors before regulatory bodies
arguing against the interests of the
Debtor, all in the context of the
accounting irregularities, all addressed
in a relatively short period of time and
all in the context of the pending SEC

action. Such success was the result of

hi ghly competent professionals -- working
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with a sophisticated creditor
constituency -- who recognized from the
outset, and even before the filing, that
significant value could be obtained if a
speedy exit from bankruptcy could be
achieved. Further, the presence of a
corporate monitor, a new management team
addressing operational structures of the
Debt or that set and effectuated an
aggressive course for the Debtor to exit
bankruptcy as a competitive force in the
i ndustry all contributed to the success
of this case.

An exami nation of Akin Gump's
retention application supports the
finding that Akin Gump holds itself out
as a firm that possesses extensive
knowl edge and expertise in the areas of
|l aw relevant to these cases, and that
Akin Gump was well qualified to represent
the Committee in these cases. I n
selecting attorneys the Committee sought
counsel with considerable experience in

representing unsecured creditors'
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committees in chapter 11 cases that were
| arge and complex, as well as chapter 11
cases involving the telecommunicati on
i ndustry.

Akin Gump has such experience
since Akin Gump is currently representing
and has represented official creditors'
committees in many significant chapter 11
reorgani zations. Akin Gump on its
website states that a quality that sets
them apart from other top firms is their
"aggressive commitment to [their]
clients” and their " powerful combination
of |l egal, political and transactional
experience. " Akin Gump further states
that they are "committ[ed] to providing
[their clients] with the highest quality
of |l egal services and are positioned to
provide |l egal services that meet the
changing needs of [their] clients on a
24/ 7 basis.™

Akin Gump was aware of most of
the tasks to be performed in the Worl dCom

case, because the issues of the
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intercreditor disputes, SEC penalty, and

management concerns were well known at
the time of the filing and when Akin Gump
was retained by the Committee. Al t hough

they took the |l ead on a number of issues
t hat arguably a debtor's counsel may have
done, it appears that such efforts were
not beyond the scope of anticipated work
or required some unusual or creative
skill not normally employed by a

commi ttee counsel .

There is no reason to believe
that the rates charged by Akin Gump
throughout this case do not reflect the
mar ket value of their expertise and
experience and overall | evel of skil
alleged in their retention papers.
Further, although Akin Gump may have
taken the |l ead on the inter-company
receivables issue, the SEC penalty and
ot her tasks, and although such efforts
certainly were successful and provided a
substantial benefit to the estate,

nowhere in Akin Gump's papers nor its
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witness' testimony is there any specific
evidence that the rates charged by Akin
Gump do not otherwise reward their
efforts.

Moreover, the record of this
case demonstrates that (1) the
sophistication of the parties involved;
(2) the recognizable value of these
estates; (3) the experienced, skillful,
and diligent professionals; and (4)
commi tted management converged in this
case to pursue a goal and that such goal
was achieved.

The "exceptional" results
occurred from Akin Gump's |l evel of skills
that intersected with the other factors
descri bed above. The record of this case
does not support the proposition of the
| odestar formula and does not provide
reasonable compensation for the efforts
expended.

The Court finds |ike the 7th

Circuit in In the Matter of UNR

| ndustries, Inc., 986 F.2d 207 (7th Cir.
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1993) that "although the firm provided
services of an extraordinarily high
quality, that superior service was
accounted for in the compensation it
received at highly adequate hourly
rates.” ld. at 211.

"Moreover, when an attorney
first accepts a case and agrees to

represent the client, he obligates

hi mself to perform to the best of his

ability and to produce the best possible
results commensurate with his skill and
his client's interests."” Del awar e

Vall ey, 478 U.S. at 565. Thus, AKkin
Gump's performance was in line with its
required representation of its client.
The Court agrees with Judge
Drain's October 15, 2004 decision in

In re Allegiance Telecom, Inc., where he

denied Akin Gump's fee enhancement having
found that although Akin Gump's work
performance in that case was superior,
Akin Gump had not met the extremely high

burden to receive a fee enhancement. He
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further found that Akin Gump's reward for
their superior work is to be retained
again. As mentioned previously, this
Court finds that the superior quality
factor is built into Akin Gump's fee
structure.

This Court rendered a bench
decision regarding fee enhancements in

the In re Petrie Retail, Inc. case on

February 25, 1998. In that case, the
commi ttee counsel overcame a number of
obstacles to achieve an excellent result
when viewed in the context of what was
feared to become an administrative
insolvency. This Court in denying the
creditors' committee's counsel's request
for a fee enhancement stated that "1 am

quite sure your firm s already excell ent

reputation will be enhanced by your
efforts and [ the] outcome that | believe
all ... would ... and do seek. However ,

your performance in this case is the
| evel of performance that all clients

should expect from the profession[als
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they hire]. To award a fee enhancement
will ... implicitly endorse ... a | ower
standard of performance [to] be accepted
as the norm | can only hope that other
[c]reditors [c]ommi ttee counsel follow
your exampl e

Here, Akin Gump's efforts
should be the standard considering the
| evel of experience and expertise of its
attorneys and that exceptional results
come from matching those efforts with the
ot her factors present in this case. I n
addition, Akin Gump has failed to
establish that there was any "creative"
or "unusual" effort on its part that went
beyond its attorneys' known high |evel of
skills, expertise and experience, which
i's not otherwise reflected in their
rates. Akin Gump's efforts as well as
the other highly qualified professionals
involved in the case, the Debtor's
management and the sophisticated
controlling creditor constituency, al

remai ned focused on the preservation of
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value, which produced the results in this

case.

Further, with respect to the
arguments regarding the disparities in
fees between the Creditors' Committee's
counsel and the Debtor's counsel, the
Court finds that the Committee's
counsel's fees are within the nor mal
range of a commi ttee when you take into
account those professionals that

concentrated on the reorganization

efforts, not counting those professionals

t hat are generally retained by a company

the size of WorldCom, which is subject
a SEC proceeding in District Court, as
well as, a company that is in a highly
regul ated i ndustry.

Regarding the blended hourly
rate, the Court does not agree with the
inference sought by the Debtor. Thi s
Court observes that as a general rule,
the blended hourly rate of a committee
counsel is higher than that of any

debtor's professionals because of the

to
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Proceedi ngs
greater volume of associate time involved
by a debtor's counsel administering the
case as creditors' committee's counsel's
professionals are more generally involved
in the review of the case in an advisory
role, which then results for a | ower
bl ended hourly rate for the Debtor's
counsel versus the higher blended hourly
rate for the Committee's counsel, because
usually more experienced professionals
are dedicated to the advisory and
reviewi ng role.

In summary, the Court finds
that Akin Gump did not submit evidence to
support its request for a fee enhancement
by showi ng that the hourly rate charged
by it were unreasonable or that private
counsel of comparable experience, skill,
outside of bankruptcy, and reputation
charged more for their services. The
Court finds that Akin Gump's performance
falls in hand with their own description
of themsel ves. Presumably, the Committee

in retaining Akin Gump expected nothing
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|l ess than Akin Gump's superior
performance as they have provided, and
there is nothing to indicate that the
rates charged by Akin Gump are not
consistent with the high quality of
service that they commit to their
clients.

Therefore, it is

ORDERED, that Akin Gump's
request for a fee enhancement under
11 U.S.C. 330 is DENIED.

The Debtor is to submit an
order consistent with this Court's
deci sion. Thank you.

(Time noted: 1:03 p.m.)

28
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CERTI FI CATE
STATE OF NEW YORK )

SS:
COUNTY OF NEW YORK )

|, DEBORAH HUNTSMAN, a Shorthand
Reporter and Notary Public within and for
the State of New York, do hereby certify:

That the within is a true and

accurate transcript of the proceedings
taken on the 21st day of December, 2004.

| further certify that | am not
rel ated by blood or marriage to any of
the parties and that | am not interested
in the outcome of this matter.

I N WM TNESS WHEREOF, | have
hereunto set my hand this 23rd day of

December, 2004.

29

DEBORAH HUNTSMAN

(**AS CORRECTED AND MODI FI ED BY THE
COURT UP TO AND | NCLUDI NG 12/23/2004)
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