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The purpose of this Prospectus Supplement is to provide supplemental
information that was contained in ATX Communications, Inc.'s Annual Report on
Form 10- K for the fiscal year ended December 31, 2002.

The Prospectus, together with all of the supplements filed to date
(including this supplement), constitutes the prospectus required to be delivered
by Section 5(b) of the Securities Act of 1933, with respect to offers and sales

of the Common Stock.

Prospective investors should carefully consider matters discussed
under the caption "RISK FACTORS" beginning on page 9 of the prospectus.
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completed second quarter is: N/A - see Item 5 to Part II of this Annual Report
entitled, "Market for Registrant's Common Equity and Related Stockholder
Matters."

The number of shares outstanding of the issuer's common stock as of March 31,
2003 was 30,000,054.

SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

Certain statements contained herein constitute "forward-looking statements" as
that term is defined under the Private Securities Litigation Reform Act of 1995.
When used herein, the words "believe," "anticipate," "plan," "will," "expects,"
"estimates," "projects," "positioned," "strategy," and similar expressions
identify such forward-looking statements. All references in this Safe Harbor
legend to the Company shall be deemed to include ATX Communications and its
subsidiaries and affiliates. Such forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause the actual
results, performance or achievements of the Company, or industry results, to be
materially different from those contemplated, projected, forecasted, estimated
or budgeted, whether expressed or implied, by such forward-looking statements.
Such factors include the following: the Company's ability to obtain trade
credit, shipments and terms with vendors and service providers for current
orders; the Company's ability to maintain contracts that are critical to its
operations; potential adverse developments with respect to the Company's
liquidity or results of operations; adverse developments in commercial disputes
or legal proceedings, including the pending and any future litigation with
Verizon, SBC or others; the Company's ability to fund and execute its business
plan; the Company's ability to attract, retain and compensate key executives and
employees; the Company's ability to attract and retain customers; general
economic and business conditions; industry trends; technological developments;
the Company's ability to continue to design and build its network, install
facilities, obtain and maintain any required governmental licenses or approvals
and finance construction and development, all in a timely manner, at reasonable
costs and on satisfactory terms and conditions; assumptions about customer
acceptance, churn rates, overall market penetration and competition from
providers of alternative services; the impact of restructuring and integration
actions; the impact of new business opportunities requiring significant up-front
investment; interest rate fluctuations; and availability, terms and deployment
of capital. The Company assumes no obligation to update the forward-looking
statements contained herein to reflect actual results, changes in assumptions or
changes in factors affecting such statements.
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1998 as a Bermuda corporation and was domesticated under the laws of Delaware in

July 1999. Until December 2001, ATX Communications, Inc. was a direct,
wholly-owned subsidiary of CCL Historical, Inc. (formerly CoreComm Limited),

referred to as CCL. As a result of the recapitalization transactions completed
on July 1, 2002, known as the ATX recapitalization, CCL has been merged into a
wholly-owned subsidiary of ATX Communications, Inc. Prior to the ATX

recapitalization,

otherwise.

From 1998 to 2000,

CCL operated the same businesses that we currently operate.
used herein, "ATX," the "Company," "we," "our" and similar terms include ATX
Communications, Inc. and its subsidiaries, unless the context indicates

As

we were in the process of building infrastructure to support
a national roll-out according to our original business plan.
required significant capital to fund capital expenditures,

This business plan
operating expenses

and debt service. As a result, we historically experienced substantial operating
and net losses. In early 2001, we still required significant funds to complete

our business plan as originally intended. However,

adverse conditions in the
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capital markets, particularly in the telecommunications sector, made it
extremely difficult to raise new capital, and we could no longer finance our
original business plan. As a result, in 2001, we significantly revised our
business plan to focus on our most profitable businesses and geographic areas,
and reduce our operational costs and need for capital.

EXECUTION OF REVISED BUSINESS PLAN

We began to implement our revised business plan in early 2001. Since that time,
we have been executing a variety of strategies, projects and initiatives,
including areas such as: customer and geographic focus, network efficiency and
other cost reductions, and reduction of indebtedness. These initiatives have led
to the improvements in our overall financial results from 2000 through 2002.

Customer and Geographic Focus

In 2001 and 2002, we streamlined our strategy and operations to focus on our two
most successful and promising lines of business. The first is integrated
communications products and other high bandwidth/data/web-oriented services for
the business market. These products combine a variety of telecommunications
services into a consolidated package of services that are designed specifically
for the needs of the business customer. One of our most successful examples of
this is our CoreConnect product. Through CoreConnect, we offer a single, simple
solution - local, long distance, toll, data and Internet access services bundled
over a multi-purpose broadband connection. By combining all of a business'
essential communications over the same facilities, we are able to offer an
integrated access tool that enables higher speed, greater bandwidth, and
significant cost savings, all from a single source.

The second is bundled local telephony and Internet products for the residential
market. Similar to our business products, these offerings combine several
telecommunications services into a combined package that is both convenient for
the customer and a more profitable service for us. Our bundled offerings include
local telephone, including dial tone, local features and local calling, long
distance telephone, and Internet access. In addition, we focus on using Internet
interfaces, as well as our call centers, to efficiently sell, install our
products and service our customers.

By bundling these types of services together, we believe that we gain advantages
such as: greater product acceptance and increased sales, reduced overall costs
of service delivery, more efficient customer service and billing, and better
customer retention rates. Since 2001, we have successfully improved our product
and customer mix by increasing both the number and proportion of customers
subscribing to the services described above.

Network Efficiency and Other cost savings

We have also implemented a variety of strategies designed to improve the margins
attained by the products we deliver. In addition to shifting the overall mix
toward more profitable services, we have also modified our network strategies to
deliver such services in a more efficient fashion. We have reduced network costs
and capital expenditures by converting many of our local access lines to more
profitable Unbundled Network Element - Platform pricing from Total Service
Resale pricing, which provides higher margins. In addition, we were able to
reduce the number of facilities established without substantially affecting our
service area by leasing enhanced extended local loops from the incumbent local
exchange carriers. We also have concentrated our geographic focus into our most
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profitable territories and, as a result, we are now focused primarily in the
Mid-Atlantic and Mid-West regions of the United States.

We have implemented additional cost savings through a variety of means,
including facility consolidation, efficiency improvements, vendor negotiations,
network optimization, and headcount reduction. We have also improved our
operating efficiency through improved pricing terms and the elimination of
duplicative or unnecessary network facilities. While reducing expenses in all

areas of our business, we implemented new low cost revenue initiatives, which
were designed to grow our subscriber base without incurring significant
marketing expenses.

The following table shows the improvement in our operating and selling, general

and administrative expenses between the fourth quarter of 2000 and the fourth
quarter of 2002 as a result of these cost savings. These improvements amounted
to a total savings of approximately $158 million on an annualized basis.

THREE MONTHS ENDED

DECEMBER 31, DECEMBER 31,

(in thousands)

2002 2000
Operating Expenses S 47,125 $ 65,002
Selling, General & Administrative Expenses 16,892 38,414
Total S 64,017 $103, 416

Reduction of Indebtedness
In addition to the many significant improvements made to our operations, we have
also been successful reducing our indebtedness, and thereby further improving
our cash flow. In 2001 and 2002, we completed the ATX recapitalization. In this
transaction, we eliminated approximately $600 million of debt and preferred
stock, including: $105.7 million of Senior Unsecured Notes of CCL, $26.1 million
of 10.75% Unsecured Convertible PIK Notes, $160.4 million 6% Convertible
Subordinated Notes of CCL, and $301 million of preferred stock of CCL. In July
2002, we completed a second phase of the ATX recapitalization in which the
former stockholders of CCL received direct ownership in ATX Communications,
Inc., the newly recapitalized company, through public exchange offers.

This transaction resulted in a significant reduction of our interest expense. As
a result of completing the ATX recapitalization, our interest expense was

reduced to $16.4 million from $25.6 million in 2001.

The Company has recently taken additional steps to improve the terms of its
indebtedness and improve cash flow. On March 31, 2003, the Company entered into
an amendment to its Senior Secured Credit Facility. Under this amendment, the
senior lenders agreed to defer interest and principal payments during 2003 on
the outstanding loans until February 2, 2004. The Company intends to utilize the
increased liquidity afforded by the amendment to invest in several areas of its
core operations.

AMOUNT OF
IMPROVEMENT
Q4'00-Q4'02
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Overall Impact on Financial Results

The strategies and initiatives that we have implemented through our revised
business plan have led to improvements in our financial results in 2002 as
compared to 2000, as illustrated by the cash flow measurements indicated the
table below:

(IN THOUSANDS) YEAR ENDED
DECEMBER 31, DECEMBER
2002 2000
Net cash used in operating activities S (3,750) $(136,41
Net cash used in investing activities (10,857) (166,53
% Reduction in Net cash used in operating activities (2000 - 2002) 97%
% Reduction in Net cash used in investing activities (2000 - 2002) 93%

BUSINESS STRATEGY

We are an integrated communications provider that offers local exchange carrier
and interexchange carrier telephone, Internet and high-speed data services to
business and residential customers in targeted markets throughout the
Mid-Atlantic and Midwest regions of the United States. We operate three business
divisions: business services, residential services and Internet services. We are
exploiting the convergence of telecommunications and information services
through our network strategy, which involves the ownership of telephone
switching equipment and the purchase of local exchange carrier services that
connect to homes and businesses, combined with the leasing of a national and
international network that carries Internet traffic. This configuration of
locally and regionally owned and leased facilities allows us to deliver a wide
range of communications services over a wide geography within our regions. We
currently offer services to business and residential customers located
principally in Pennsylvania, Ohio, New Jersey, Michigan, Wisconsin, Maryland,
Illinois, New York, Virginia, Delaware, Washington, D.C. and Indiana. In local
exchange services, we compete against the established local telephone service
provider that was the service provider in a region prior to the opening of local
telephone service to competition, as well as other local exchange carriers.

In 2002, we streamlined our strategy and operations to focus on our two most
successful and promising lines of business. The first is integrated
communications products and other high bandwidth/data/web-oriented services for
the business market. The second is bundled local telephony and Internet products
for the residential market, with a focus on Internet-centric interfaces as well
as our call centers, to efficiently sell, install our products and service our
customers. Our strategy is to attractively bundle telephony and data services in
our target markets in order to compete with the ILECs and gain market share.

As of December 31, 2002, we had approximately 285,800 local telephone access
lines in service. The following table details our customer base:

AS OF DECEMBER 31,
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2002
Business Local Access Lines 236,200
Residential Local Access Lines 49,600
Toll-related Access Line Equivalents 510,100
Internet Subscribers 277,000
Other Data Customers (1) 29,600
(1) Other data customers included Point-to-Point data, Frame Relay, Web
Development, Web Hosting, E-Commerce, Co-location and other related

customers.

In 2002, our revenues were attributable to the following service categories:

YEAR ENDED
DECEMBER 31,

2002
Local Exchange Services 35%
Internet, Data and Web-related Services 31%
Toll-related Telephony Services 24%
Other Revenue (1) 10%
Total 100%
(1) Other includes carrier access billing, reciprocal compensation, wireless,

paging and information services.

We have engaged in significant efforts to increase the profitability of our
services. We have capitalized on opportunities such as converting customers from
Total Service Resale, where we resell services as purchased from the incumbent
local exchange carrier, to the more profitable Unbundled Network Element --
Platform or (UNE-P) and Enhanced Extended Loops (or EEL) in order to reduce our
existing network costs and capital expenditures and to increase our gross
margins. Under UNE-P, we lease all of the Unbundled Network Elements needed to
provide service to a customer from an incumbent local exchange carrier so that
we do not need to use any of our own network facilities to provide the service.
With UNE-P, we pay the total cost to lease each network element, which generally
provides us a greater gross margin than total service resale. By using EEL, we
are able to lease a combination of local network elements and facilities from
the incumbent local exchange carrier to extend the reach of our regional
networks to service customers that are outside of service areas of our network.
This allows us to put more traffic on our regional networks without building
additional infrastructure.

Over the past two years, many of our business and residential local access lines
have been converted to these more profitable services from total service resale.
We also plan to continue to connect telephony customers onto our owned and
leased networks where we have facilities in place, while also taking advantage
of UNE-P and EEL to expand our service areas.
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The following is a description of our three business divisions, as well as a
description of our network technology and proprietary systems.

BUSINESS SERVICES

Through our business services division, we offer customers a full range of
high-speed communications services including local exchange carrier and
interexchange carrier telephony services, network services such as network data
integration, Internet access and Web consulting, development and hosting, and
other related services. In addition, we offer Advanced Communications Solutions
products tailored to meet the needs of our business customers, such as
conference calling, travel services, pre-paid calling, enhanced fax and PC-based
billing. Customers are billed on a single, consolidated invoice, delivered by
traditional means or through near real time Web-based billing that allows the
customer to, for example, sort the information to detail calling patterns. Our
target markets are the Mid-Atlantic region throughout the New York-Virginia
corridor and Midwest markets, including: Cleveland, Ohio; Columbus, Ohio;
Chicago, Illinois; and other markets in the Great Lakes region.

Business Products and Services

Our business division offers customers a full range of broadband communications
services, including:

CoreConnect. We offer a single, simple solution for all of a customer's
communications needs - local, long distance, toll, data and Internet
access services bundled over a multi-purpose broadband connection. By
combining all of a business' essential communications over the same
facilities, we are able to offer an integrated access tool that enables
higher speed, greater bandwidth, and significant cost savings, all from a
single source. Through this integrated product, we are also able to offer
custom-tailored bandwidth-intensive data solutions such as internal
network connectivity, dedicated point-to-point circuits, frame relay to
the Internet, and specialized connections for multimedia applications. We
also offer these products on a stand-alone basis.

Local Telephony Services. Local telephony services include local dial tone
and a set of custom calling features that business customers can tailor to
meet their local telephony needs. A sample of some of the most popular
local features include alternate answer, automatic callback, busy line
transfer, call blocking, call forwarding, call trace, call waiting, caller
ID with name, multi-ring service, repeat dialing, remote access call
forwarding, and speed calling.

Toll-related Telephony Services. Toll-related telephony services include
inbound/outbound service, international, 800 or 888 service and calling
card telephone service. We currently provide intrastate and interstate
long distance services nationwide and international termination worldwide.
We also offer a full line of Advanced Communications Solutions along with
our toll-related services, such as Internet-based call management,
traveling calling cards, fax broadcasting, voicemail, conference calling
and enhanced call routing services.

Network Services. We also offer complete high-speed network solutions to
our customers. These services include private line and frame relay
services.
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Internet Services. We utilize a state-of-the-art network to deliver
Internet access designed for business use, ensuring high-speed and stable
connectivity to a global resource of information. Our customers are
connected via high-speed dedicated lines, from 56K up to DS3.

Web Services/E-commerce. We are able to facilitate many aspects of
establishing and maintaining an interactive global presence in Web
services. The various segments of Web services include Web design,
development and hosting, electronic commerce, Intranet development,
database integration, Internet marketing and Internet security.

Consulting Services, Local Area Network/Wide Area Network Data
Integration. Our network services and integration unit assists
organizations in the design, construction, implementation and management
of practical local and wide area networks. This business unit manages
local area network/wide area network data integration for private line
services, Internet network and integrated services digital network, as
well as professional consulting services and hardware/software sales. We
develop solutions while educating clients on specific business
applications and the technology that make them possible. Consulting
services include wide area network architecture and implementation, router
and consumer premise equipment configuration, local area network
switching, electronic commerce, cabling and virtual local area network
design and set-up.

Wireless Services. We also offer wireless services primarily as a customer
retention tool, consisting of both cellular and paging service. We offer
digital and analog cellular services as well as ESMR service, which is
two-way radio and digital cellular service through Nextel.

Business Sales and Marketing

Our sales model is based on our consultative sales approach, our proprietary
marketing and training tools, the experience of our sales force, our training
and career development program, and our shared vision and incentive structure to
reward individual and team performance objectives. Each sale begins with a
consultation that investigates the needs of the customer. The sales consultant
then designs a tailored, integrated and cost-effective platform that addresses
the specific customer's communications needs. We have an experienced and
long-tenured sales force. Over 25% of our senior sales force professionals have
been with us for more than five years, and approximately 80% of the sales
management team has been promoted from within our organization.

RESIDENTIAL SERVICES

We offer residential customers voice, data and other telecommunications
services, primarily in Ohio, Illinois, Michigan, Wisconsin and Pennsylvania and
Internet access services over a wider area in the Midwest and Mid-Atlantic
regions of the United States. Customers who purchase multiple services are
billed for their services on a single consolidated bill. Customers in the
Midwest region can also choose to access their billing information and pay their
bills online, or they may select automatic bill payment via credit or debit
card.

10
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Residential Products and Services

Our residential strategy is to bundle telephony and Internet products and
services in convenient and simple ways that are attractive to the customer and
distinctive in the marketplace. In general, we currently offer the following
voice, data and Internet services to residential customers in our markets:

Local Telephony Services —-- including standard dial tone, local calling,
Emergency 911 services, operator assisted calling, access to the long
distance network, and other related services.

Custom Calling Features -- including call waiting, call forwarding, caller
ID, voice mail, conference calling, multi-ring, speed calling and other
enhanced features.

Toll-related Telephony Services —-- local, long-distance, international
calls, 800/888/877 toll free services, calling cards and other related
services.

We typically offer a package of our most popular services and then create ways
for customers to purchase other services easily and conveniently. In our current
residential offering, which may change over time, we offer a package of local
and long distance phone service and Internet access, which is called the
CoreComm Unlimited Premium service. Although the details of the offerings vary
somewhat by region, the package typically includes:

- Local dial tone;

- Local calls;

- Call waiting;

- Caller-ID with name;

- Personal 800 number;

- Premium Internet service;

- 56K unlimited Internet access;

- Three e-mail addresses;

- 10 megabytes of personal web space;

- Long distance service; and

- Bundled minutes of long distance.
Additional options and features, such as voice mail, three-way calling, an
additional line, and additional web site space, can be easily and flexibly added
by the customer. The pricing for CoreComm Unlimited Premium varies by region,

but in all areas the price compares favorably to prices offered by the incumbent
telephone company and other providers of these services.

Residential Sales and Marketing

11
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We focus on a marketing approach that combines targeted direct marketing with
partnerships and local organizations. We utilize local media and partner with
civic organizations to develop the recognition of the brand and to create a
captive potential base of customers. We also target customers in our service
area via direct mail, e-mail and telemarketing. All of our sales efforts are
designed to drive revenue growth by capitalizing on low cost opportunities in
our current markets.

In addition to efforts designed to acquire new customers, we continually engage
in efforts to sell additional services to existing customers. For example, we
are currently in the process of upselling our bundled local and toll-related
telephony and Internet products to our Internet-only customers.

While residential customers can purchase our services by calling our toll-free
number, our residential marketing efforts are intended to drive potential
customers to our website, www.core.com. At this website, customers can sign up
for service in a fully online process at a low transaction cost for us. Our
product offerings are designed to be simple and flexible, so that potential
customers can easily understand the value provided.

INTERNET SERVICES

Our Internet services division provides Internet access and high-speed data
communications services to residential and business subscribers. Services
include dial-up Internet access, dedicated telecommunications services to
business, cable modem access, Web-hosting, electronic commerce, and co-location
services. We operate one of the largest dial-up Internet networks in the Midwest
in terms of geographic coverage, with approximately 161 points of presence in
Michigan, Wisconsin, Ohio, Illinois, Indiana, Minnesota, Pennsylvania and New
York.

In April 2001, we announced that we were evaluating strategic alternatives for
our selected non-CLEC assets and businesses and have retained advisors for the
purpose of conducting this review.

Internet Products and Services
Internet Access Services

We offer Internet access services to residential subscribers and dedicated, web
hosting, and dial-up Internet access to business customers. By selecting between
the various types of access services and pricing plans available, subscribers
can select services that fit their specific needs. A majority of our residential
subscribers pay their monthly fee automatically by a pre-authorized monthly
charge to their credit card. Our Internet access options include:

Dial-up Access. Our residential access services are designed to provide
subscribers with reliable Internet access through standard dial-up modems.

Dedicated Access. We offer high-speed dedicated connections to both
business and residential subscribers at a range of speeds using
traditional telecommunications lines and frame relay communications
services for those customers requiring greater speed and reliability.

Cable Modems. Through a reseller arrangement with Millennium Digital Media
Systems, LLC, we offer high-speed Internet access in some locations
through the use of modems integrated with local cable television networks
and provide the technical and billing support to this fast-growing segment
of the Internet access business.

12
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Web Services

Our Web services help organizations and individuals implement their Web site and
e—-commerce goals. We offer various Web hosting and other services that enable
customers to establish a Web site presence without maintaining their own Web
servers and connectivity to the Internet.

Web Hosting. We offer a diverse range of shared, dedicated and co-location
Web hosting services for small and medium businesses. Our Web hosting
service includes state-of-the-art Web servers, high-speed connections to
the Internet at our network operations centers, and registration of our
customers' domain name and Internet address. We also offer Web page
design, development, maintenance and traffic reporting and consulting
services.

Co-location. We offer co-location services, providing telecommunications
facilities for customer-owned Web servers for customers who prefer to own
and have physical access to their servers but require the reliability,
security and performance of our on-site facilities. Co-location customers
house their equipment at our secure network operating centers and receive
direct high-speed connections to the Internet.

E-commerce. We provide a suite of Web hosting and e-commerce solutions
that enable businesses to easily and affordably create Web sites and sell
their products and services over the Internet. The product suite includes
EasyWeb, which allows a business to quickly create a Web site online
through a series of menu-driven screens and templates, and EasyShop, a
comprehensive e-commerce solution, which allows businesses to accept
real-time credit card purchases via their Web site.

Local Content. Our portal is a web site including personalized local news
and weather, sports, entertainment, finance, stock quotes, shopping,
classifieds and chat services for our customers. Content is automatically
tailored to individual customers using a database driven process that
presents customers with location-specific information. Customers can also
customize the layout and specific content options available to them.
Content is made available through revenue sharing and co-branding
agreements with organizations including CMGI Inc.'s MyWay.com,
Wizshop.com, Amazon.com, and local media.

Other Services and Offerings

We also offer other enhanced communications services to meet the one-stop
shopping demands of residential and business customers.

Virtual Private Networks. Our custom virtual private networks solutions
provide our customers a secure, managed network over the public Internet.
This service 1is targeted towards organizations that desire a secure
wide—-area network between locations without building dedicated network
infrastructure between such locations.

Long Distance and other Telecommunications. We currently resell long
distance telecommunications services as well as a toll-free service,
calling cards and prepaid cards to our Internet customers through our
VoyagerLink operations. We currently offer this interstate and intrastate
long-distance service to our customers at a fixed rate per minute, with no
set-up or monthly charges.

13
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Internet Sales and Marketing

Marketing. Our marketing philosophy is based on the belief that a consumer's
selection of an Internet service provider is often strongly influenced by a
personal referral. Accordingly, we believe that the customer satisfaction of our
subscriber base has led to significant word-of-mouth referrals. Our referral
incentive program awards subscribers one month of free service for every
customer referred. As a result, a majority of new sign-ups come from existing
subscriber referrals. Our proprietary customer care and billing system
automatically tracks and credits the subscriber's account, thus providing
valuable marketing information and flexibility with this program. We also market
services through strategic relationships with value added resellers in the local
communities, such as trade associations, unions, Web development companies,
local area network administrators and retail stores which represent and promote
us on a commission basis. These relationships are a significant source of new
Internet customers. We do not use mass marketing media as a major source of
acquiring new customers, but instead believe that by providing superior customer
service and developing strong relationships within local communities,
particularly in small- and medium-sized markets, we can continue to grow with
very low costs per new customer acquired.

Free CDs and Diskettes. Upon the request of prospective customers, we distribute
free software via CD and diskettes that contain software configured to
facilitate installation and connection to our service.

Business Sales and Support. We have a business sales and support team dedicated
to selling and providing customized support to our growing small- and
medium-sized business customers. The business teams include support personnel
located throughout our target region.

NETWORK AND TECHNOLOGY

Network Strategy. Our network strategy combines the ownership of telephone
switching equipment and the leasing of the local telephone lines that run
directly to homes and businesses, combined with the leasing of a regional
network that carries Internet traffic. This configuration of locally and
regionally owned and leased facilities allows us to deliver a wide range of
communications services over a wide geography within our regions.

Telephony Network Infrastructure. We currently have six Class 5 switches, which
are operating in Philadelphia, PA; Columbus, OH; Cleveland, OH; Chicago, IL and
Herndon, VA. A Class 5 switch connects local calls to a public switched
telephone network. These switches are connected via leased local transport to
the incumbent local exchange carrier. We minimize the number of co-locations we
establish with the incumbent local exchange carrier in each market by utilizing
Enhanced Extended Loops that allow us to virtually extend our networks to
service customers well outside of our network area. We also utilize Unbundled
Network Element - Platform and Total Service Resale to service our customers. We
also operate seven Class 4 switches that are responsible for connecting
toll-related calls.

10

Internet Network Infrastructure. We designed and built our Internet network to
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specifically service Internet traffic. Our network is comprised primarily of
Cisco Systems and Juniper Networks routing and switching equipment, which
provides a common platform for increased flexibility and maintenance while
allowing for the use of advanced routing protocols to quickly and dependably
deliver customer traffic. We have two Internet network operating centers to
oversee traffic flows and general network operations which helps ensure a secure
and reliable network. Our dial-in points of presence primarily utilize digital
access servers manufactured by 3Com Corporation and Lucent Technologies, Inc.
These servers allow for a variety of customer connections. Our network has been
reconfigured to include redundant data circuits, which will generally be able to
automatically re-route customer traffic in the event of a failure, and our
network topology offers high levels of performance and security.

Our Internet points of presence are linked to regional network points, or hubs,
which are our two Internet-dedicated network operating centers. These network
points are linked to the Internet by fiber optic connections and employ
asynchronous transfer mode, frame relay and other methods of handling traffic
efficiently. Through various relationships with competitive local exchange
carriers, we have been able to reduce our overall number of points of presence
by consolidating several of them into SuperPOPs with expanded calling areas. The
SuperPOP allows us to consolidate equipment into one large modem bank and
eliminate various telecommunication links from our points of presence back to
the network operating center, thereby creating enhanced network reliability and
reducing telecommunication costs.

Network Operations Centers. We currently have four network operations centers
localized to manage network traffic. These network operations centers are
located in Philadelphia, PA, Cleveland, OH, East Lansing, MI and New Berlin, WI.
Each network operations center is monitored 24 hours per day, seven days per
week, in order to provide the highest level of network performance.

Peering Relationships. Peering is the act of exchanging data across networks,
typically at specific, discrete locations. By allowing separate networks to
exchange data, users on a particular Internet service provider's network are
able to access information and communicate with users on another provider's
network. We have relationships at multiple points with several different
organizations, including Verio, Inc., NAP.net and MCI and Savvis, thus building
network redundancy that allows for better connectivity for our customers.

We are continuously attempting to improve our network infrastructure and reduce
connectivity costs.

ELECTRONIC BONDING AND PROPRIETARY SYSTEMS

We are currently bonded electronically with Ameritech and Verizon. Bonding is an
electronic interface that establishes an electronic link between our operating
support systems and those of Ameritech and Verizon. Electronic bonding enables
us to service customers more timely and accurately. Bonding also allows
real-time access to customer information while facilitating order entry and
confirmation.

11

We provide service to customers through our proprietary systems, which are
designed to interface with the incumbent local exchange carriers' systems
through a variety of delivery mechanisms. Our system and processes have been
developed to decrease the risk of human error associated with establishing
service to customers by manual keying or fax. Our systems also allows for
flexibility to accommodate an expanding customer base, efficient entry into new
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markets, switch-based services, and rapid development of additional
functionality. Our proprietary systems handle all pre-ordering activities,
including obtaining customer service records, finding and reserving telephone
numbers, verifying customer addresses, validating due dates, searching the
incumbent local exchange carrier's switches for feature availability, and yellow
page listings.

Our recent and ongoing enhancements to our information systems include the
following:

- Improving the performance and scalability of our rating and billing
engines.

- Enhancing our provisioning systems for the Ameritech region to
support Ameritech's five state region. Our service order management
system has been enhanced to allow for validation in real time of the
feature availability, the electronic generation of service order
data, and automated switch activation software, all within a single
system.

- Automating the migration processes to move customers from resold
networks to our networks and from Total Service Resale to Unbundled
Network Element —-- Platform.

- Purchasing a platform for our call centers which has introduced
skills-based routing of inbound calls with an automated attendant
allowing us to service our customers better by ensuring that a call
is delivered to a customer service representative with the skills
necessary to assist the customer.

- Integrating an auto-dialer with our collections system, which has
significantly increased collection agent productivity and
effectiveness.

We have invested in the construction of a series of proprietary software
applications and an extensive corporate Intranet in our efforts to achieve a
paperless work environment in which all job critical information is readily
available online. Our employees use the corporate Intranet to access detailed
product and corporate information, industry research and updates, competitive
intelligence files, online training and certification, calendars, a personnel
directory, community activities, philanthropic organizations, and other
important content from the convenience of their desktops. Online forms and
sophisticated e-mail applications have further increased productivity by
enhancing communications.

We currently utilize internally developed proprietary systems for integrated
order management and provisioning, as well as for customer relations management.
For billing, we use a combination of proprietary software and an external
service bureau.
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We provide customer service and technical support through three call centers
located in Columbus, OH, Philadelphia, PA and East Lansing, MI. We provide 100%
of our customer care internally and do not outsource any customer operations to
third party providers. We have upgraded our phone systems to route calls, track
important call-in data, automatically answer questions and move customers
quickly through the call-in process. Our comprehensive staff training program
and incentive compensation program linked to customer satisfaction has led to
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significant improvements in the time required to move subscribers through the
various calling queues. In addition to using our call centers, customers can
also e-mail questions directly to technical support staff, as well as find
solutions online through the use of the tutorials found at our Web site.

COMPETITION

The telecommunications industry and all of its segments are highly competitive
and many of our existing and potential competitors have greater financial,
marketing, technical and other resources than we do. Competition for products
and services is based on price, quality, network reliability, service features
and responsiveness to customers' needs.

COMPETITIVE LOCAL EXCHANGE CARRIER

In each of our markets, we face competition from incumbent local exchange
carriers, including Verizon and Ameritech, as well as other providers of
telecommunications services, other competitive local exchange carriers and cable
television companies. In the local exchange markets, our principal competitor is
the incumbent local exchange carrier. We also face competition or prospective
competition from one or more competitive local exchange carriers. For example,
the following companies have each begun to offer local telecommunications
services in major U.S. markets: AT&T, MCI WorldCom, McLeod USA, Choice One
Communications, XO Communications and Sprint.

Some of our competitors, including AT&T, MCI WorldCom and Sprint, have entered
into interconnection agreements with Verizon and Ameritech in states in which we
operate. These competitors either have begun or in the near future likely will
begin offering local exchange service in those states. In addition to these long
distance service providers and existing competitive local exchange carriers,
entities that currently offer or are potentially capable of offering switched
telecommunications services include:

- wireless telephone system operators;
- large customers who build private networks;
- cable television companies; and

- other utilities.
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Competition in our competitive local exchange carrier business will continue to
intensify in the future due to the increase in the size, resources and number of
market participants. Many facilities-based competitive local exchange carriers
have committed substantial resources to building their networks or to purchasing
competitive local exchange carriers or inter-exchange carriers with
complementary facilities. By building or purchasing a network or entering into
interconnection agreements or resale agreements with incumbent local exchange
carriers, including regional Bell operating companies and inter-exchange
carriers, a provider can offer single source local and long distance services
similar to those offered by us. Additional alternatives may provide competitors
with greater flexibility and a lower cost structure than ours. Some of these
competitive local exchange carriers and other facilities-based providers of
local exchange service are acquiring or being acquired by inter-exchange
carriers. These combined entities may provide a bundled package of
telecommunications products, including local and long distance telephony, that
is in direct competition with the products offered or planned to be offered by
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us.
INTERNET

The Internet services market is also extremely competitive. We compete directly
or indirectly with the following categories of companies:

- established online services, such as America Online, the Microsoft
Network and Prodigy;

- local, regional and national Internet service providers, such as
FEarthlink, United Online and Internet America;

- national telecommunications companies, such as AT&T and MCI;

- providers of Web hosting, co-location and other Internet-based
business services, such as Verio, Inc.;

- computer hardware and software and other technology companies that
provide Internet connectivity with their products, including IBM and

Microsoft Corporation;

- regional Bell operating companies, such as Verizon and Ameritech,
and local telephone companies;

- cable operators, including AT&T, Comcast and Time Warner Cable;
- nonprofit or educational Internet service providers;
- online cable services, such as Roadrunner;

- satellite-based online providers, such as DIRECTV and EchoStar.
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We believe that the primary competitive factors determining success as an
Internet service provider are:

- accessibility and performance of service;

- quality customer support;

- price;

- access speed;

- brand awareness;

- ease of use; and

- scope of geographic coverage.
Many of the major cable companies and some other Internet access providers offer
Internet connectivity through the use of cable modems and wireless terrestrial
and satellite-based service technologies. In addition, several competitive local
exchange carriers and other Internet access providers have launched national or
regional digital subscriber line programs providing high speed Internet access

using the existing copper telephone infrastructure. Several of these competitive
local exchange carriers have announced strategic alliances with local, regional
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and national Internet service providers to provide broadband Internet access. We
also believe that manufacturers of computer hardware and software products,
media and telecommunications companies and others will continue to enter the
Internet services market, which will also intensify competition. Any of these
developments could materially and adversely affect our business, operating
results and financial condition.

Competition will increase as large diversified telecommunications and media
companies acquire Internet service providers and as Internet service providers
consolidate into larger, more competitive companies. Diversified competitors may
bundle other services and products with Internet connectivity services,
potentially placing us at a significant competitive disadvantage. As a result,
our businesses may suffer.

CUSTOMER DEPENDENCE AND SEASONALITY

We do not depend upon any single customer for any significant portion of our
business. Neither our business nor the telecommunications industry are generally
characterized as having a material seasonal element, and we do not expect our
business or the industry to become seasonal in the foreseeable future.

EMPLOYEES

As of December 31, 2002, we had an aggregate of approximately 1,250 employees.
None of our employees are represented by any labor organization. We believe that
our relationship with our employees is excellent.
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FACTORS THAT MAY AFFECT FUTURE RESULTS

The following risk factors and other information included in our Form 10-K
should be carefully considered. The risks and uncertainties described below are
not the only ones we face. Additional risks and uncertainties not presently
known to us or that we currently deem immaterial also may impair our business
operations. If any of the following risks occur, our business, financial
condition, operating results and cash flows could be materially adversely
affected.

RISK FACTORS RELATING TO OUR COMMON STOCK AND CORPORATE CONTROL:

Our anti-takeover defense provisions may deter potential acquirers and may
depress our stock price.

Delaware corporate law, our restated certificate of incorporation and our
amended bylaws contain provisions that could have the effect of making it more
difficult for a third party to acquire, or of discouraging a third party from
attempting to acquire, control of us. These provisions include the following:

- we may 1issue preferred stock with rights senior to those of our
common stock;

- we have a classified board of directors with terms that do not
expire for three years from reelection;

- our charter prohibits action by written consent of stockholders; and

- we require advance notice for nomination of directors and for
stockholder proposals.
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In addition, under our stockholder rights plan, holders of our common stock are
entitled to one right to purchase 1/1000 of a share of our Series A Jjunior
participating preferred stock for each outstanding share of common stock they
hold, exercisable under defined circumstances involving a potential change of
control. The preferred stock purchase rights have the anti-takeover effect of
causing substantial dilution to a person or group that attempts to acquire us on
terms not approved by our board of directors. Those provisions could have a
material adverse effect on the premium that potential acquirers might be willing
to pay in an acquisition or that investors might be willing to pay in the future
for shares of our common stock.

Our significant stockholders, some of whom have the right to maintain
specified ownership percentages of our voting securities and a contractual
right to representation on our board of directors, may have interests that
conflict with our interests and the interests of our other stockholders.

Michael Karp, together with the Florence Karp Trust, currently owns 34.0% of our
common stock. Booth American Company currently owns 20.6% of our common stock.
Thomas Gravina, who is our CEO, President and a director, currently owns 11.4%
of our common stock. Debra Buruchian currently owns 11.1% of our common stock.
Subject to the terms of our stockholder rights plan, each of the above
stockholders has the right, together with their affiliates and their associates,
to increase their percentage ownership of our voting securities each year by the
amount equal to 0.0735 times his, her or its original percentage ownership of
our common stock. Under the terms of the exchange agreement, in no event are any
of the above stockholders permitted to own more than 39.0% of our voting
securities. As a result of their ownership of large amounts of our common stock,
these stockholders are able to significantly influence all matters requiring
stockholder approval, including the election of directors and approval of
significant corporate transactions.
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This concentration of ownership may also have the effect of delaying or
preventing a change in control of ATX. Michael Karp has a contractual right to
designate that number of directors to our board of directors so that his
representation on our board of directors is proportionate to his, together with
his affiliates' and associates', ownership percentage of our common stock.
Likewise, Booth American Company has the right to designate one director to our
board of directors. Booth American Company has designated Ralph H. Booth, II to
the board. As of March 31, 2003, Michael Karp had not nominated any directors.

Our officers and directors own a significant portion of our outstanding
common stock and may be able to control the outcome of corporate actions that
require stockholder approval.

As of March 31, 2003, our directors and officers as a group own 10,739,078
shares, representing 35.8% of the outstanding shares of ATX common stock. Our
directors and officers obtained all of these shares in the first phase of the
ATX recapitalization. As a result of this significant ownership interest, our
directors and officers are able to exercise significant control over matters
requiring stockholder approval, including the election of directors or a change
in control of ATX.

We may issue additional common stock or preferred stock, which could dilute
your interests.

Our charter does not limit the issuance of additional common stock or preferred
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stock, up to the number of authorized shares of each class. We have issued
options to purchase 7.1 million shares of our common stock outstanding as of
December 31, 2002. In addition, upon completion of the ATX recapitalization, the
public notes and warrants of CCL became convertible or exercisable, as the case
may be, into shares of ATX common stock. We cannot predict the extent to which
this potential dilution, the availability of a large amount of shares for sale,
and the possibility of additional issuances and sales of our common stock and/or
preferred stock will negatively affect the trading price or the liquidity of our
common stock.

Our ability to pay dividends is restricted.

We have never paid cash dividends on our common stock and are currently
restricted from doing so by the terms of our senior secured credit facility. We
do not presently contemplate paying cash dividends and believe that it is
extremely unlikely that we will pay cash dividends in the foreseeable future due
to our current financial condition.

The delisting of our common stock from the NASDAQ National Market could,
among other things, have a negative impact on the trading activity and price
of our common stock and could make it more difficult for us to raise capital
in the future.

The market price of our common stock could fluctuate widely in response to
numerous factors and events, including the lack of trading history and the
delisting of our common stock from the Nasdag National Market. Since our common
stock no longer trades on Nasdaqg, we cannot predict the extent to which
investors' interest in us will lead to the development of a trading market in
our common stock or how liquid the market might become. We cannot assure you
that our common stock will trade at the same levels as the stock of other
telecommunications companies.

Our shares trade on the Over-the-Counter Bulletin Board. The Over-the-Counter
Bulletin Board is not considered an exchange. Shares that trade on the
Over-the-Counter Bulletin Board do not enjoy the same liquidity as shares that
trade on the Nasdag or a national securities exchange and obtaining timely and
accurate quotations is more difficult.
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Sales of large amounts of our common stock or the perception that sales could
occur may depress our stock price.

We issued an aggregate of 26,056,806 shares of our common stock to former
holders of other securities as part of the ATX recapitalization. These shares
represent approximately 87% of our outstanding common stock. None of these
shares are subject to any lock up restrictions and may be sold at any time,
except that some shares issued in accordance with the exchange agreement may
only be transferred in specified manners.

Sales in the public market of the securities acquired in connection with the ATX
recapitalization could lower our stock price and impair our ability to raise
funds in additional stock offerings. Future sales of a substantial number of
shares of our common stock in the public market, or the perception that these
sales could occur, could adversely affect the prevailing market price of our
common stock and could make it more difficult for us to raise funds through a
public offering of our equity securities.

RISK FACTORS RELATING TO OUR BUSINESS:
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We are at risk of not being able to meet our near term cash requirements.

At December 31, 2002, our current liabilities exceed our current assets by
approximately $101 million. Our operating losses and capital expenditures
currently result in negative cash flow. We cannot assure you that:

1) we will be able to generate sufficient cash from operations to meet
capital requirements, debt service and other obligations when
required;

2) actual costs will not exceed the amounts estimated or that

additional funding will not be required;

3) we will be able to access this cash flow;

4) we will be able to sell assets or businesses;

5) we will not be adversely affected by interest rate fluctuations; or
6) we will be able to secure additional financing.

These factors may affect our ability to meet our cash requirements, which may
have an adverse effect on us, and potentially our viability as an ongoing
business.

We may not continue to maintain compliance with all required ratios and
covenants contained in our Senior Secured Credit Facility.

On March 31, 2003, we entered into an amendment to our senior secured credit
facility, under which the lenders agreed to waive and/or amend certain financial
covenants set forth in the credit agreement until January 31, 2004. The
amendment revised and added financial covenants, in order to better reflect our
current operations. We cannot assure you that we will be able to maintain
compliance with the requirements of those agreements. In addition it is likely
that we will not be in compliance with the requirements of those agreements as
of January 31, 2004, the date on which the waivers and amendments described
above expire.
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To develop our business, fund our capital commitments and service our
indebtedness and other obligations, we will require a significant amount of
cash.

Our strategy will require capital to build and maintain our network, including
potentially building through acquisitions. In addition, our businesses that
resell services provided by larger, facilities based companies will require
additional capital to acquire new customers and to finance the support of these
new customers. Our businesses will also require additional billing, customer
service and other back-office expenditures. In addition, we will require
significant amounts of capital to meet all of our debt service and other
obligations as they become due. We currently have debt, which consists of a
$156.1 million senior secured credit facility, approximately $18 million in
principal amount of 10.75% Unsecured Convertible PIK Notes due 2011,
approximately $9.5 million of capital leases and approximately $4.4 million of
CCL's 6% Convertible Subordinated Notes. We estimate that our aggregate debt
service and capital expenditures will amount to approximately $20.6 million
during 2003 and approximately $43.9 million during 2004. We anticipate that we
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and our subsidiaries will not generate sufficient cash flow from operations to
repay at maturity the entire principal amount of our outstanding indebtedness.
In addition, based on our current business plan, we do not expect that we will
have the cash available to fund the required deferred interest and principal
payments on the senior secured credit facility on or before February 2, 2004,
the date on which such payments become due.

We intend to fund our requirements from cash and cash equivalents on hand, funds
internally generated by operations and future issuances of both public and
private debt and equity. We cannot give you any assurance that we will be able
to meet our obligations, including the repayment of our present and future
indebtedness, with the resources currently on hand or the cash that may be
generated by our operations in the future. We also cannot assure you that we
will be able to raise capital through equity or debt financings.

If we are unable to repay our present or future indebtedness, we may be required
to consider a number of measures, including:

- limiting or eliminating business projects;
- refinancing all or a portion of our debt;
- seeking modifications of the terms of our debt;

- seeking additional debt financing, which may be subject to obtaining
existing lender consents;

- seeking additional equity financing; or
- a combination of these measures.

We cannot assure you that any of these possible measures can be accomplished, or
can be accomplished in sufficient time to allow us to make timely payments with
respect to our indebtedness. In addition, we cannot assure you that any measures
can be accomplished on terms, which will be favorable to us and our
subsidiaries.

We have an accumulated deficit and expect to incur net losses for some time.

We have incurred significant losses since we began doing business. As of
December 31, 2002, we had an accumulated deficit of $1.2 billion and our
shareholders' equity was a deficit of $136.2 million. We had a net loss of
$154.2 million and negative operating cash flows of $3.8 million for the year
ended December 31, 2002.
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We expect to incur future operating losses and cannot assure you that we will
achieve or sustain profitability in the future. If we fail to become profitable
or to generate positive cash flow, it could adversely affect our ability to
sustain our operations, to raise additional required funds, and to make the
required payments on our indebtedness.

Uncertainties regarding our financial condition may adversely impact our
ability to obtain trade credit and vendor financing, and may adversely affect

our relationships with creditors and vendors.

Our financial difficulties and our anticipated cash flow and liquidity problems
led to our decision to consummate the ATX recapitalization. In addition, we
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negotiated favorable settlements for less than the full amount owed to many of
our trade creditors. These events may cause trade creditors and vendors to view
our business prospects with a heightened level of uncertainty, and as a result:

- our existing trade creditors and vendors may be less willing to advance
trade credit and vendor financing on the terms or at the levels previously
provided; and

- we may have difficultly in securing trade credit and vendor financings
from new sources.

If we experience difficulty in obtaining new trade credit and vendor financing,
or if the terms of financing become less favorable than those previously
provided, our future revenues, cash flows and profitability may be adversely
affected, and we may not have sufficient cash to fund our current operations
unless we locate alternative sources of financing, which may not be possible on
acceptable terms or at all.

Our substantial indebtedness could adversely affect our financial health.

At December 31, 2002, we had $188 million in outstanding debt obligations as
follows: a $156.1 million senior secured credit facility; approximately $18
million of 10.75% Unsecured Convertible PIK Notes due 2011; approximately $4.4
million of CCL's 6% Convertible Subordinated Notes and approximately $9.5
million in capital leases. In addition, we had approximately $118.8 million in
trade payables and accrued expenses outstanding. This substantial amount of
debt, cash interest due from time to time under the senior secured credit
facility and any other trade payables and other debt, which we may incur, may
have important consequences to you. For example, it could:

- limit our ability to obtain additional financing, which may be
needed for working capital, capital expenditures, acquisitions, debt
service requirements or other purposes;

- increase our vulnerability to adverse economic and industry
conditions;

- require us to dedicate a substantial portion of our cash flow from
operations to payments on our debt, thereby reducing funds available
for operations, future business opportunities or other purposes;

- increase our sensitivity to interest rate fluctuations;
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- limit our flexibility in planning for, or reacting to, changes in
our business and the industry in which we compete; and

- place us at a competitive disadvantage compared to our competitors
that may have less debt.

Our employment agreements with our senior executive officers represent a
significant cash obligation.

We have significant compensation obligations to our President/Chief Executive
Officer and Chief Operating Officer/Chief Financial Officer. These compensation
obligations are higher than we have paid our senior executives in the past.
Although a significant portion of these compensation obligations are tied to
performance, we are committed to paying these senior executives substantial base
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salaries regardless of our performance. Our compensation obligations to these
senior executives represent a significant cash obligation regardless of whether
such results are achieved.

Restrictions imposed by our debt agreements may significantly limit our
ability to execute our business strategy and increase the risk of default
under our debt obligations.

The credit agreement governing our senior secured credit facility contains a
number of covenants, which may significantly limit our or our subsidiaries'
ability to, among other things:

- borrow additional money;

- make capital expenditures and other investments;
- pay dividends;

- merge, consolidate or dispose of our assets;

- enter into transactions with related entities;

- incur additional liens; and

- refinance junior indebtedness.

It is an event of default under our senior secured credit facility if we
experience change of control events including the acquisition by a person or
group of more than 35% of our voting power in the circumstances set forth in the
senior secured credit facility. In addition, the senior secured credit agreement
contains financial and operational maintenance covenants. If we fail to comply
with these covenants, we will be in default under that credit agreement. A
default, if not waived, could result in acceleration of our indebtedness, in
which case the debt would become immediately due and payable. If this were to
occur today, we would not be able to repay our debt and may not be able to
borrow sufficient funds to refinance it. Even if new financing were available,
it may not be on terms that are acceptable to us or in sufficient amounts to
enable us to continue our operations. In addition, complying with these
covenants may cause us to take actions that we otherwise would not take, or not
take actions that we otherwise would take.
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We are a holding company that is dependent upon cash flow from our
subsidiaries to meet our obligations - our ability to access that cash flow
may be limited in some circumstances.

We are a holding company with no independent operations or significant assets
other than investments in and advances to our subsidiaries. We depend upon the
receipt of sufficient funds from our subsidiaries to meet our obligations. The
terms of existing and future indebtedness of our subsidiaries and the laws of
the jurisdictions under which our subsidiaries are organized generally limit the
payment of dividends, repayment of loans and other distributions to them,
subject in some cases to exceptions that allow them to service indebtedness in
the absence of specified defaults. Our senior secured credit facility contains
covenants that restrict our ability and the ability of our subsidiaries to
declare dividends and to issue new indebtedness.

We have material disputes with vendors and other parties that could expose us
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to material breach of contract and other commercial claims.

We purchase goods and services from a wide variety of vendors under contractual
and other arrangements that sometimes give rise to litigation in the ordinary
course of business. We also provide goods and services to a wide range of
customers under arrangements that sometimes lead to disputes over payment,
performance and other obligations. Some of these disputes, regardless of their
merit, could subject us to costly litigation and divert our technical and/or
management personnel. Additionally, any litigation liability that is not covered
by our insurance or exceeds our coverage could have a negative effect on our
business, financial condition and/or operating results.

Our reliance on incumbent local exchange carriers and other facilities-based
providers of telecommunications services, and changes to our agreements with
these providers, could have a material adverse effect on us.

We depend upon our agreements with the incumbent local exchange carriers, who
also compete with us in our existing and targeted markets. There are two primary
types of agreements that we enter into with these providers:

- interconnection agreements, which specify how we connect our network
with, and purchase unbundled elements of, the network of the
incumbent local exchange carriers in each of our markets; and

- resale agreements, through which we provide telecommunications
services on a resale basis.
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The termination of any of our contracts with our carriers or a reduction in the
quality, or increase in cost, of their services could have a material adverse
effect on our financial condition and results of operations. Similarly, the
failure or refusal by the incumbent local exchange carriers to comply with their
obligations under our interconnection agreements or resale agreements could
result in customer dissatisfaction and the loss of existing and potential
customers. In light of our ongoing litigation with the local exchange carriers,
on which we depend for certain services, from time to time, those carriers have
and will likely continue to threaten service disruptions or terminations. Any
service disruptions or terminations, if actually implemented, could have a
material adverse effect on our business. In addition, the rates charged to us
under the interconnection agreements or resale agreements may limit our
flexibility to price our services at rates that are low enough to attract a
sufficient number of customers and permit us to operate profitably. Further,
many of our agreements with our suppliers require us to purchase a minimum
commitment of services, which we may not be able to resell in a manner which
allows us to recover our expenses. The outcome of regulatory or judicial rulings
with respect to these agreements could have a material adverse effect on our
financial condition and results of operations.

We rely on telecommunications carriers to transmit our traffic over local and
long distance networks. Our dependence on other facilities-based carriers means
that we depend on the quality and condition of their networks, which could cause
interruption in service and/or reduced capacity for our customers.

We may not be able to obtain the facilities and services we require at
satisfactory quality levels, deployment levels, rates, or terms and conditions,
which could delay the buildout of our networks, degrade the quality of service
to our subscribers, effect the pricing of our products and services and thus
have materially adverse effects on our operating results. Further, several of

26



Edgar Filing: ATX COMMUNICATIONS INC - Form 424B3

our telecommunications suppliers have sought the protection of the bankruptcy
courts or have indicated that they may not be able to continue operations. It is
possible that the failure or ligquidation of one or more of our suppliers may
negatively impact our ability to provide services to our customers.

In addition, we depend upon suppliers of network services, hardware and
software. If these suppliers fail to provide network services, equipment or
software in the quantities, at the quality levels or at the times required, or
if we cannot develop alternative sources of supply, it will be difficult, if not
impossible, for us to provide our services.

Our lack of sufficient network capacity to accommodate new users, to maintain
network reliability or to maintain network security could have a material
adverse effect on our ability to attract and retain customers.

Success in our businesses depends, in part, on the capacity, reliability and
security of our network infrastructure. Network capacity constraints may occur
in the future, both at the local and national levels. These capacity constraints
could result in slowdowns, delays or inaccessibility when members try to use a
particular service. Poor network performance could cause customers to
discontinue service with us. Reducing the incidence of these problems requires
constantly expanding and improving our infrastructure, which could be very
costly and time consuming.
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Our Internet services network infrastructure is composed of a complex system of
routers, switches, transmission lines and other hardware used to provide
Internet access and other services. This network infrastructure will require
continual upgrades and adaptation as the number of customers and the amount and
type of information they wish to transmit over the Internet increases. This
development of network infrastructure will require substantial financial,
operational and managerial resources. We cannot be certain that we will be able
to upgrade or adapt our network infrastructure to meet additional demand or
changing customer requirements on a timely basis and at a commercially
reasonable cost, or at all. If we fail to upgrade our network infrastructure on
a timely basis or adapt it to an expanding customer base, changing customer
requirements or evolving industry standards, our business could be adversely
affected.

We also have to protect our infrastructure against fire, power loss,
telecommunications failure, computer viruses, security breaches and similar
events. While we currently maintain multiple network operations centers with
fail-over capability, our network is vulnerable to disruption if any of our
operation centers or other network components are impaired. A significant
portion of our computer equipment, including critical equipment dedicated to our
telephone network and Internet access services, is presently located at four
network operating centers: Philadelphia, Pennsylvania; Cleveland, Ohio; East
Lansing, Michigan; and New Berlin, Wisconsin. A natural disaster or other
unanticipated occurrence at our switch or co-location facilities, network
operations center or points-of-presence through which members connect to the
Internet, in the networks of telecommunications carriers we use, or in the
Internet backbone in general could cause interruptions to our Internet services.
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GOVERNMENT REGULATION OF THE TELECOMMUNICATIONS SERVICES BUSINESS
OVERVIEW

The telecommunications services we provide are subject to regulation by federal,
state and local government agencies. The following summary does not purport to
describe all current and proposed regulations and laws affecting the
telecommunications industry, but rather is intended to present a general
overview of significant regulatory regimes and developments. Federal and state
regulations and legislation are the subject of ongoing administrative,
legislative and judicial proceedings, the outcome of which could affect in
varying degrees the manner in which we operate. Neither the outcome of these
proceedings nor their impact on the telecommunications industry generally or our
businesses in particular can be predicted at this time. Future federal or state
regulation, legislation or judicial decisions could be less favorable to us than
current regulation, legislation or judicial decisions and could have a material
adverse impact on our businesses, financial prospects and results of operations.
In addition, we may expend significant financial and managerial resources to
participate in proceedings relating to laws affecting the telecommunications
industry and our businesses, without necessarily achieving a favorable result.

At the federal level, the FCC has jurisdiction over interstate and international
services. Interstate services are communications that originate in one state and
terminate in another. Intrastate services are communications that originate and
terminate in a single state and both the FCC and state public service
commissions exercise jurisdiction over such services. Municipalities and other
local government agencies may also regulate limited aspects of our business,
such as use of government-owned rights-of-way and construction permits. Our
network is also subject to numerous local regulations such as building codes,
franchise and right-of-way licensing requirements.

TELECOMMUNICATIONS ACT OF 1996

The federal Telecommunications Act, enacted in 1996, has resulted and will
continue to result in substantial changes in the marketplace for
telecommunications services. Among its more significant provisions, the
Telecommunications Act:

- removes legal barriers to entry into telecommunications services,
such as long distance and local exchange services;

- requires incumbent local exchange carriers such as Verizon or SBC,
which we sometimes refer to as ILECs, to interconnect with and
provide services for resale by competitors, which we sometimes refer
to as CLECs, and to provide unbundled access to select portions of
the ILEC's local network;

- permits ILECs, including regional Bell operating companies, to enter
into new markets, such as long distance and cable television, under

certain conditions;

- relaxes regulation of telecommunications services provided by ILECs
and all other telecommunications service providers; and

- directs the FCC to establish an explicit subsidy mechanism for the

preservation of universal service.
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REMOVAL OF ENTRY BARRIERS

The provisions of the Telecommunications Act should enable us to provide a full
range of telecommunications services in any state in which we have obtained the
necessary authorization from the state regulatory commission to provide such
services. The provisions of the Telecommunications Act also reduce the barriers
to entry for other potential competitors and therefore could increase the level
of competition that we face in markets affected by the Telecommunications Act.
The following requirements of the Telecommunications Act were designed to
facilitate competition in local markets and are the principal provisions that
enable us to provide competitive local telecommunications services to customers
in our target markets:

- Unbundled Access to ILEC Network Elements. ILECs must offer to any
requesting telecommunications carrier access to various unbundled
elements of the ILEC's network for the provision of
telecommunications services. This requirement allows us and other
competitors to purchase at cost-based rates elements of an ILEC's
network without which we would be impaired in our ability to provide
telecommunications service to our customers.

- Interconnection. ILECs must provide, for the facilities and
equipment of any requesting telecommunications carrier,
interconnection with the ILEC's network for the transmission and
routing of exchange service and exchange access service at any
technically feasible point within the ILEC's network, all at
cost-based rates. This requirement allows us to interconnect our
network in a particular market with that of the ILEC so that our
respective customers can place and receive calls between one another
over our respective networks.

- Dialing Parity. All local exchange carriers (both ILECs and CLECs)
must provide dialing parity, which means that local customers cannot
be required by their local carrier to dial more digits to connect
with any other carrier than is required for a comparable call
originating and terminating on the serving carrier's network.

- Telephone Number Portability. All local exchange carriers must
provide telephone number portability, which enables a customer to
keep the same telephone number when the customer switches local
exchange carriers.

- Reciprocal Compensation. The duty to provide reciprocal compensation
means that local exchange carriers must terminate calls that
originate on competing networks in exchange for a given level of
compensation, and that they are entitled to termination of calls
that originate on their network, for which they must pay a given
level of compensation.

- Resale. Local exchange carriers may not prohibit or place
unreasonable restrictions on the resale of their services to
end-user customers. In addition, ILECs must offer to sell their
retail local exchange services to competitive carriers at a
wholesale rate that is less than the retail rate charged by the ILEC
so that competitive carriers can resell such services to their own
end-user customers.

- Collocation. Subject to space, equipment use and other limitations,
ILECs must permit CLECs to install and maintain some types of their
own network equipment in ILECs' central offices and remote terminals
at cost-based rates.
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- Access to Private Rights of Way. ILECs, CLECs and certain other
utilities must allow telecommunications carriers to purchase access
to poles, ducts, conduits and rights-of-way on a reasonable,
nondiscriminatory basis.

- Good Faith Negotiations. ILECs are required to negotiate in good
faith with other carriers that request any or all of the
arrangements discussed above. If a requesting carrier is unable to
reach agreement with the ILEC within a prescribed period of time,
either carrier may request arbitration by the applicable state
commission.

- Rates. The FCC has determined that the rates charged by ILECs for
interconnection and Unbundled Network Elements must be calculated
using a forward-looking, cost-based methodology, and state
regulatory authorities have been charged with applying that
methodology in order to establish the rates that may be charged by
ILECs in a particular state. As a result, the rates charged by ILECs
may vary greatly from state-to-state and are typically established
only after a lengthy and expensive negotiation, arbitration and/or
review process. Recurring and non-recurring charges for unbundled
telephone lines and other Unbundled Network Elements may change from
time-to-time based on the rates proposed by ILECs and approved by
state regulatory commissions. This regulatory construct creates a
certain degree of uncertainty about how rates for interconnection
and Unbundled Network Element will be determined in the future,
although rate changes typically occur gradually over time after
extensive scrutiny and debate.

While the Telecommunications Act generally requires ILECs to offer
interconnection, Unbundled Network Elements and resold services to CLECs, many
of these items are sold by ILECs under interconnection agreements with the
purchasing CLECs. ILEC-to-CLEC interconnection agreements are typically of
limited duration, requiring the parties to renegotiate various terms of the
agreements on a periodic basis. Additionally, ILECs may not provide timely
installation or adequate service quality, thereby impairing a CLEC's operations,
revenue streams and reputation with customers who can often easily switch back
to the ILEC. We have experienced this kind of conduct and, as a result, have
initiated litigation against certain ILECs seeking damages for breach of
contract, violations of the antitrust laws and other bad acts. We have also
initiated litigation against certain ILECs before federal and state regulators.
Please refer to the section entitled "Outstanding Litigation" for more
information about our litigation with the ILECs.

CURRENT REGULATORY ISSUES
The following regulatory issues are currently before the FCC and various courts
and, if resolved in a manner that is not favorable to us and other competitive

carriers, could have an adverse impact on our business, financial condition
and/or results of operations.
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In March 2000, the U.S. Court of Appeals for the D.C. Circuit overturned the
FCC's previous determination that calls bound for Internet service providers
that originate on the network of one carrier and terminate on the network of
another carrier are not local, and thus not subject to the reciprocal
compensation requirements of the Telecommunications Act. In response to this
court ruling, in April 2001 the FCC once again determined that calls placed to
ISPs for access to the Internet are not subject to reciprocal compensation. The
FCC adopted a three-year graduated scheme for ISP-bound traffic in which (1) the
compensation rates for ISP-bound traffic decrease on a yearly basis; and (2) the
amount of compensable traffic is limited under certain conditions. In addition,
the FCC initiated a proceeding to comprehensively review all intercarrier
co