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1.
INTRODUCTION

Hullwood Energy, L.P., llallwood Energy Management, LIC, Hallwood
Gathering, I.P'., HG 11 Management, LI.C, Hallwood Pefreleum, LLC, and Hallwood
SWD, LLC (each a “Debior” and collectively referred to as the “Debtors™), the above-
captioncd debiors and deblors in posscssion, submit this Disclosure Statement for
Deblors’ Joint Plan of Reorganization ({the “Disclosure Statement™. The Debtors ave
collectively referred to hercin sometimes as the “Plan Proponents.” This Disclosure
Statement is to be used in conncction with the solicitation of votes on the Joint Flan of
Reorpanization (the “Plan™), filed and proposed jointly by the Debtors. A copy of the
Plan is aitached here as Exhibit A, Unless otherwise defined in this document,
capitalized terms have the meanings ascribed to them in the Plan (see Article 1 of the Plan
entificd “Definitions, Construction and Interpretation™).

For a summary of the proposed treatment of your Claim or Intercst under the
Plan, pleasc sce the chart on pages 8-10 below,

I
NOTICE TO HOLDERS OF CLAIMS AND INTERESTS

The purpose of this Disclosure Statement is to cnable creditors and sharcholders
with impaired Claims and Interests to make an informed decision in exercising their right
to votc to accept or rgject the Plan.

THIS DISCLOAURE STATEMENT CoONTAINS IRFORMATION THAY May BEar UFOR
Your DECIIION T0 ACCEPT OR RETECT TEE PLAK. PLEARE READ IT CAREFULLY.

Cn 2009, the Bankruptey Court Leld a hearing on the adegnacy of the
Disclosure Statement and subsequently entered an order under section 1125 of the Code
approving the Disclosure Statement as containing adeguate information of a kind, and in
sufficient detail, 10 enable a hypothetical, reasonable investor, typical of the solicited
holders of Claims against and Interssts in the Dcbfors, to make an informed judgment as
te acccptance or rejection of the Plan, A copy of this Order is included in the matcrials
accompanying this Disclosure Statement. Approval ofF THrs DISCLOSURE STATEHENT
By Tue BaNkrupTCcY CoURT DoE2 NoT CONBTITUTE A DETERMINATION By THE

BARERTPTCY COURT REGARDING THE FAIRWESS O MERITE OF THE PLAR.

THis DISCLOSURE STATEMERT Hag NoT BEER APEROVED OR DIBAPFROVED BY
THE BECURITIES AKD EXCRANGE CoMyigsTom MNor Hus THE CoMMISRION PASSED oON
ITE ACCURACY OR ADEQUACY OF ITd STATEMENTS.

[t is recommended that each Holder of & Clain or Intetest entitled to vote on the
Plan read this Disclosure Statcment and the Plan in their entirety beforc voting. No
solicitation of votes to accepl or reject the Plan may be made except pursuant to this
Disclosure Statement and section 1125 of the Code. Ne person has been authorized to
usc information, other than what is contained in this document, to selicit votes to accopt
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ot rcject the Plan. No Claimant should rety upon information relating to the Dcbfors,
their business, or the Plan other than the imformation contained in this Disclosure
Statcment and (he exhibits attached here. Unless otherwise indicated, the source of ail
information set forth herein is the Debtors and their profcssionals.

Affer carefully reviewing this Disclosure Statement, including the attached
exhibits, indicate your acceptance or rejection of the Plan by voting for or against the
Plan on the enclosed baltot and returning the same to the address sct forth on the ballot, in
the enclosed return envelope, in lime for it to be received by Debtots’ Clounsel, Scott M.
DeWolf, Rochelle MeCullough, LLP, 325 N. St. Paul, Suite 4500, Dallas, Texas 75201,
no Jater than 5:00 Cenirai Tine on L2009,

If you do not votc to accept the Plan, or if you are the Ilokder of an unimpaired
Claim, you may be bound by the Plan if il is aceepted by the requisite Holders of Claims,
See “Confirmation of the Plan — Solicilation of Votes; Voting Procedurcs,” “Vote
Required for Class Acceplance,” (Section X1 below).

TO BE SURE YOUR BALLOT IS COUNTED 1T MUST BE RECEIVED
NO LATER THAN 5:60 P.M. CENTRAL TIME, ON ~, 2089, For
delailed voting instructions and the name, address, and phone numbey of the person you
may contact if you have questions regarding the voting procedurcs, see “Confirmation ot
the Plan - Solicitation of Votcs; Voting Proccdures,” “Parties In Interest Entitied to
Vote,” See Scction X below.

The Bankruptey Court has scheduled a hearing to consider whether or nof to
conlirm the Plan on ,2009,at  ,m. Central Time, in the
United States Bankruptey Court for the Northern District of Texas, Dallas Division, The
Bankruptey Court has directed that objections, if any, to confirmation of the Plan
must be filed and served on or before \ 2089,

Tz DEBTORH SUPPORT (CONFIRMATION OF THE PLad AND UrcE ALL HOLDERS
oF IMPAIRED CLAaTHS To ACCERT THE FPLAN.

1L
EXPLANATION OF CIAPTER 11

A. Overview of Chapter 11

Chapter 11 is the principal rcorganization chapter of the Bankruptcy Code. Under
Chapter 11, the debtor attempts 1o reorganize its business for the benefit of itself, its
creditors and other partics in interest.

The filing of a Chapter 11 case creates an cstate made up of all of the debtor’s
legal and cguitable fnterests in property as of the datc the bankruptey petition is filed.
Seclions 1101, 1107, and 1108 of the Code provide that a debtor may continue to operate
its business and remain in possession of its propetiy as a “debtor in posscssion” unless
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the bankruptey court orders the appointment of a trustee. In the preseni case, the Deblors
have remained in possession of their properties as debtors in posscssion.

The filing of a Chapter 11 petifion triggers the avtoratic stay provisions of the
Code, Section 362, which enjoins all attempls to collect prepetition claims from the
debtor or otherwise interfere with its property or business. Except as otherwise ordered
by the bankruptey court, the aulomatic stay remains in force until the cffective date of 2
confinned plan of reorganization,

Devising a plan of reorganization accepiable to creditors is the principal pupose
of a Chapter 11 case. The plan sets forth the means for satisfying the claims against and
interests in the debtor. Only the debtor may file a plan during the first 120 days of &
Chapter 11 case {the “Bxclusive Period™} unless a trustee is appointed. If the debtor files
a plan the Exclusive Period extends an additional 60 days to aliow the debtor to solicit
acccptances of its plan. The Code also provides that the court may extend or reduce the
Bxclusive Period upon a showing of “cause.” Any creditor or party in interest may file a
plan if the Exclusive Period cxpires without a plan having been filed by the Debtor.

B. Purpase of Disclosure Statement

This Disclosure Statement is designed fo provide sufficient information about the
Debtors to enablc the holders of impaired Claims to makc an informed decision when
voting on the Plan and it should be read in its entirety prior to voting. This Disclosure
Statcment describes the various transactions that must cecur to cffectuate the Plan. No
solicitation of a vote for or against the Plan may be made unless consistent with this
Disclosure Statement. No person has been authorized to distribute information
concerning the Debtor or ils busincss other than the information contained in this
Disclosure Statcment. Each creditor or other patly in interest is urged to consider
carcfully the Plan and this Disclosure Statement in their cntirety and 1o consuit legal
and/or other sources for advice, if necessary, to understand the Plan and its effects,
including possible lax conscquences, before voting andfor subscribing fo any cquity
securities upon the exercise of the rights issued under to the Plan,

C. Plan of Reorganization

Although referred to as a “plan of reorganization,” a plan may provide anything
from a complex restruciuring of a debtor’s business and obligations to a simple
liquidation of assets. Afier a plan of recrganization has been filed, the holders of claims
against or intcrests in a debior may vote fo accept or reject the plan. Before soliciting
acceptances of the proposed plan, section 1125 of the Codc requires the debtor to preparc
a disclosure stafement containing adequate information of a kind, and in sufficient detail,
{o enablc a hypothetical, rcasonable investor to make an informed judgment shout the
plan. This Disclosure Statement is presented to holdess of Claims against and Inlerests in
the Debtors Lo satisfy the requirements of section 1125 of the Code.
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If all classes of claims and intercsts accept a plan of reorganization, the
bankruptcy court may nonetheless deny confirmation of the plan unless the couxt
jndependently has determined that the requitements of section 1129 of the Code have
been salisficd. Section 1129 requires that a plan meet the “best interests™ test and be
“fensible,” The “best interests™ lest generally requires that the value of the consideration
to be distributed to the holders of claims and interests under a plan may not be less than
those parties would reccive if the debtor were liquidated undor Chapter 7 of the Code.
Under the “feasibility” requirement, the comt generally must find that there is a
reasonable probability that the debtor will be able fo meet its obligations under its plan
without the need for fnther financial reorganization.

1t is the opinion of the Debtors that the Plan satisfies all applicable requircments
of Section 112%a) of the Code, including, in partticular, the “best inferests of creditors”™
test and the “feasibility” requirement. The Debtors support contirmation of the Plan and
nrge all holders of impaired Claims and Interests to aceept the Plan.

Chapter 11 does not require that every holder of a Claim vote in favor of a plan
for the bankruptcy court to confirm the Plan. For 2 plan to be “accepied,” however, it
must receive the votes of a majority in number and two-thirds in amount of Claims
actually voling in one impaired ¢lass. Only the holders of impaired Claims who actually
vote will be counted as either accepting or rejecting the Plan. For example, if a
Liypothetical class has ten creditors that votc, and the total doliar amount of those ten
creditors’ claims is $1,000,000, then six or more must vote to accept the Plan (a simple
majority), and the claims of the creditors voting to accept the Plan must total at lcast
$666,667 {(a two-thirds majority).

Classes of claims or interests that are not “impaired” under a plan of
reorganizalion arc conclusively presumed to have aceepted the plan and therefore are not
cntitled to vole. Accordingly, acceptances of a plan generally will be solicited only from
those persons who hold claims or interests in an impaired class. A class is “impaired” if
the legal, equitable, or contractual rights altaching to the claims or cquity interests of that
class are modified in any way under the plan, Modification for purposes of determining
jmpairment, however, does not include curing defaults and reinstating maturity or
payment in full in cash. All Classes of Clains and Intevests are impaired under the Plan.
Administrative Bxpensc Claims and Priority Tax Claims are unclassified; their {reatment
is preseribed by the Code, and the holders of such Claims are not entitled to vote on the
Plan. Each Holder of a Claim or Tnterest in Classes 1-4 are entitled to vote. Each Ielder
of an Interest in Classes 3 and 6 will be deemed to have rejected the Plan and are not
entitled to vote.

If fewer than all classcs of impaired claims and interests vote to accept a plan it
may stifl be confirmed if the proponent of the plan demonstrates, among other things, that
the plan docs not “discriminate unfairly” and is “fair and cquitable” with respect fo gach
impaired class of claims or interesls rejecting the plan.
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Under section 1120(b) of the Code, a plan is “fair and equitable” to a rejecting
class if it provides: {a) to secured claims, property that has a value, as of the effective
date of the plan, equal to the allowed amount of the claim; and (b) to unsecured claims
the assurance that no class junior 1o it will receive anything unlcss the senior class is paid
in full.

A plan does not “diseriminate unfairly” against a rejecting class of claims if (a)
(he relative value of the recovery of such class under the plan does not difter materially
from that of any class {or classes) of similarly situnfed claims, and (b) no senior class of
claims is 10 reccive more than 100% of the amount of the ¢laims in such class,

Tn the opinien of the Debtors, the Plan has been structared so that it wilt satisfy
these reyuirements as to any rejecting Class of Claims and can therefore be confirmed
over the objection of any Class. The Debtors reserve the right to request confirmation of
the Plan under the “cramdown” provisions of section {129 of the Code.

v
SUMMARY OF THE PLAN

A. General Overview

The Debtors’ proposed Plan involves the Debtors raising up to $25 mitlion fo
participate in a new limited partnership. Debtor Haltwood Energy, L.P. will serve as the
general partner, and the new investors will be the limited partners,” The limited partners
and the general partner will reccive returns on an agreed formula. The retums to the
general partner will be used $o make distributions to holders of Allowed Claims and
Interests,

The Debtors will rotain all of their assets, including their existing producing
propertics. ‘The revenue from their currently producing properties aiso will be utilized to
make distributions to holders of Allowed Claims or Interests.

In considering whether to vole in favor of the Plan, a thorough examination of this
Disclosure Statemcent is advisable, including the “Risk Factors” at ARTICLE XiV
“Material Uncertaintics and Risks.”

B. Hailwood Penn Pariners

As described nbove, the Plan contemplates the Debtors participating in a limited
partnership, 10 be known as “Hallwood Penn Partners, LP.” ("Penn Partners”). Penn
Partncrs will be funded by ncw investors invesling up fo $25 million in exchange for
limited partncrship interests in Penn Partners. The Debtors will serve as the general

! It is also possible that a different corporate form may be used, such as @ Limited Liability

Company oF a joint venture. At the time of the drafting of this Disclosure Statement, Lhis issue had not
een finglly determined.
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pariner and will contribute, among other things, cortain acreage, seismic data, and icases
to Penn Partncys.

Penn Partners will devclop leases currently held by the Debters and acquire
further acreage for exploration and development in the Arkansas Penn Sands play. The
retwmns on fhc investment are on a defined formula under the limited partnership
agreement and arc projected over five years. Subject to various risk factors thal must be
taken into account, the projected net income generated for holders of Allowed Claims
ranges between $33.8 million and $84.3 million. Again, Holders of Claims or Interests
entitted to vote should carcfully review the “Risk Factors™ sct forth in Article XIV
‘“Malerial Risks and Uncertaintics” of this Disclosure Statement in defermining whether
to vote in favor of the Plan.

C. Substantive Consolidation

To ensure fair treatment of creditors, the Bankruptey Court may cxercise its
equitable powers under Code section 105(a) and order substantive consolidation. The
Plan contcmplates substantive consolidation.

As of the Effective Date, solely for the purposcs of the Plan, the assets, claims and
affairs of the Debtors and the Estates will be substantively consolidated pursuant to
Bankruptey Code section 105(n}.

As a result of substantive consolidation, on the Effective Date all property, rights,
and claims of the Deéblors and the Estates, and all Claims against the Deblors and the
Bstates shall be deemed pooled for purposes of allowance, treatment, and distributions
under the Plan. Multiple proofs of Claim on account of any Claim upon which any of the
Deblors arc co-oblipors or guarantors or otherwise may be contingently liable, without
necessity of objcction by any patty, shall be deemed to constitute a single proof of Clam
entitled to a single satisfaction from the substantively consolidated Estates in accordunce
wilh the terms of {he Plan and the duplicative Claims will be otherwise decmed
disallowed, Further, as a result of this substantive consolidation, ail Claims between and
among the Deblors and the Estates wifl be canceled without their being entitled to any
distribution under the Plan.

. Classification and Treatment of Claims and Interests

The Plan divides into separate Classes the Claims’ and Interests asserted in these
cases and (hen describes the treatment to be provided to cach such Class nnder the Plan.
Scctions 1122 and 1123 of the Code require such classification, with each Class 1o
contain Claims or Equity Intcrests that are substantially similar to onc another. The Plan
Proponent has classified Claims and Interests into four (4) Classes for purposes of voting

2 There are two exceplions to the classification of Claims. Because Administrative Claims and

Priovity Tax Claims are subject to mandatory ireatment wnder lhe Code, they are not subicel 1o
classification.

BISC1O%51RE STATEMENT FOR TEE

BEBTORS' JOANT PLAN OF REGRGANIZATION-—Prie T




on and distributions under the Plan. The (reatment of the various Classes under the Pla
is discussed in preater detail in later scetions of this Disclosure Statement.

The following table sets out the Debtors’ estimate of the number and dollar
amount of Claims and Equity Dnterests by Class and a summary of the treatment afforded
to cach Class under the Plan. T'he information set forth within the table is subjcct to and
qualified in its enfirety by the more detailed information regarding the Plan sct forth in
this Disclosure Stalement, the exhibits attached here (inchuding the Plan itself), and the

additional disclosures that follow the table,

SUMMARY OF TREATMENT OF CLASSES UNDER THE PLAN

CLASS ESTIMATED AMOUNT OF CLAINS AWD | TREATMENT UPNDER PLAN
EgurTy INTEREETS PER CLARS
Unelassified— Est. No. of Claimants: 3 Paid in full within 15 days
Allowed Esi. Amt. of Claims: $500,060.00 of the later of the BEffective
Administrative Esl, Allowable Claims: See Date or the date on which
{Claims description of Plan treatment for Allowed
Allowed Administrative Claims Est. Recovery: 100%
Unimpaired
Linclassified— Hat. No. of Claimanis: 11 Paid in full within 15 days
Altowed Priority Est. Amt. of Claims: $45,000.60 of the lator of the Eftective
Tax Claims Est, Allowsble Claims: $45,000.00 | Date or the date on which
Allowed
Est. Recovery: 1H00%
_ Unimpaired
- Allowed Est. No. of Claimants: 35 Paid within 1S days of the
Secured M&M Hst, Aml, of Claims: $6,600,000.00 | later of the Bifective Dute
Lien Claims Est. Allowable Claims; or the date on which
$6,600,000.00 Allowed
Est. Recovery: 1#%
Impaired
2-—-Allowed Est, No, of Claimants: 20 Paid within 15 days of the
Priority Non-Tax | Est. Amt, of Claims: $219,600.00 later of the Effective Date
Claims Fst. Allowable Claims; $219,000.0¢ | or the date on which
Allowed
Est. Recovery: 100%
N Impaired
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CrLasd

EarisareEn AMODHT OF CLAIMS AND
EquITY INTERESTA PER CLASS

TREATMENT TIRDER PLAN

3—Allowed
General Unsecurced
Claims

Est W, of Claimants: 100

Est. Amt. of Claims: $8,000,000.00
Est. Allowable Claims:
$8,000,000.00

Holders will receive their
Pro Rata Sharc of 30% of
available Cash within thirty
days of the later of the
Elfective Date or the datc
on which Allowed; Hoiders
will receive three
additional distributions
occurring at 120 day
intervals thercafter with the
final distribution paying the
remaining balance of the
Allowed Claim, Holdars
will not receive interest on
their Allowced Claims.

Est. Recovery: 100%

Impaired

Bouity Interests

Est. No. of Claimants: 50
Est. Amt. of Claims: $276,000,000
Est. Allowed Claims; $276,000,000

Allowed Equity Interests
will receive their pro rata
share of New Coromon
Stock; Allowed Eaquity
Interests will reccive an
initial pro rata distribution
of 40% of available Cash
within sixty days atler the
Claims in Classes 1-3 have
been paid pursuant to the
Plan. After the initial
distribution fo Class 4,
Holders of Allowed Equity
Interests will receive
distributions on a pro raia
basis not less than semi-
annually

Est. Recovery: 16%-30%

Impaired

NESCEOSURE STATEMENT FOR T16E
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CLazd

EdTIMATED AMOUNT OF CLAIMS AND
EqouITYy INTEREATS PER CLASE

TREATMENT UHNDER PLANH

5—Class A Equity
Interests

Est. No. of Claimants: 50
Est, Amt. of Claims:
$201,000,000.00

Est. Allowed Clams: $0.00

Class A Equity Intcrests
will be cancelled and
extinguished on the
Effective Date, and such
Helders will be deemed to
have rejecled the Plan.

Impaired {Not Entltled to
Yoic)

6—Class B Equity
Interesis

Esl, No. of Claimants: 8
Esl, Amount of Claims:
$1,000,000.00

Est. Allowed Claims: $0.00

Class B Equity Interests
will be cancelled and
extingunished on the
Effective Bate, and such
Holders will be deemed to
have rejected the Plan.

Impaired (Not Entitled to
Vate)

Faciors aud Assumptions Applied in Arriving at Estimates

The estimations in the forepoing table are derived from the Debtors” Schedules
and proofs of claim filed in the Cases, the Dcbtors” books and records and Creditors’
claim reconcifiation information.

The distribution zmounts are hased on several significant assumptions: (1) the
Debtors’ equitably subordinate and/or recharacterize the Claims of HPI to Class 4 and
thus the Debtors will have sufficient unencumbered Cash at the Effective Date to make
Distributions to Holders of Claims, (2) FEI Shale pays the Dcbtors amounts due under
seversl supplemental AFEs under the Farmout Agreement, and (3} the Dcbiors® net
production proceeds remains constant at its current levels.
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ARTICLE Y
STRUCTURE AND HISTORY OF THE DEBTORS

A. Organizational Overview of the Debtors,

On December 31, 2005, four privately-hekl energy partnerships (Hailwood
Encrgy, L.P., Hallwood Energy I, L.P.,, Hallwood Energy 4, L.P, and Hallwood
Exploration, LP) consolidated, with the surviving entity being Hallwood Energy, L.P.
The boards and management of the partnerships recommended the consolidation to
simplify their structure and operations, align all investors’ interests, improve their
operations, enhance potential financing opportunities, and facilitate future exit strategies.
Following completion of the consolidalion, ail cnergy activities have been conducted by
thc Debtors from their corporate office located in Dailas, Texas, and fiom production
offices in Searcy, Arkansas.

There are currenily three classes of Hmited partnership intercsts in Hallwood
Energy, L.P. Their payinent prioritics are as follows:

(1) “Class C Equity Intercst” bear a 16% priority return which compounds
monthly, The priority return is acerued and becomes payable when, if, and as declaved
by the general partner of Hallwood Energy, L.P.

(2} “Class A Equity Interest” have certain preferential voting rights and with the
general partner receive 100% of the distributions of available cash and net proceeds from
“terminaling capital tfransactions” after:

(a) payment of all unpaid Class C priority return and

{v)  payment of all Class C capital contributions unlil the unrecovered capital
accounts of cach Class A partner inferest is reducad to zero.

Class A Interesls thercafier share in all fufure distributions of available cash and
net proceeds from terminaling capital contribufions with the holders of the Class
B interests.

(3} “Class B BEquily Intercst” Lold vested net profit interests awarded to key
individuals in Hallwood Energy, L.P, At December 31, 2007 and 2006, outstanding
Class B inlerests had rights to receive 18.6% and 18.8%, respectively, of distributions of
defined available cash and net proceeds from terminating capital transactions after the
unpaid Class C priority return and capilal contributions and the unrctumed Class A and
general partner capital contributions have been reduced to zero.

In 2008, the Debtors also issucd certain “Convertible Subordinated Notes and
Warants” (the “Convertible Notes™). The Convertible Notes were unsecured notes that
contained an interest rate of beiween 14-16%, depending on the existcnce or non-
existence of certain conditions, which was not paid curreni. Rather, interest continued to
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accumulate during the life of the Converiible Notes. The Convertible Notes were
converfible al the oplion of the notehokler into a Class C Equity Interest.

B. The Debtors® Business and Operations

The Debtors are headquartered in Dallas, Texas. Since the formation of Hallwood
LFnergy, L.P., the Dchtors have engaged in acquisition, development, exploralion,
preduction and sale ef hydrocarhons with a primary focus on natural gas assets.

As cxplaincd in greater detail below, the Debtors in the past experienced
significant losses. However, they now have discovered, defined and begun to exploit gas
reserves of subslantial value. In their opinion further development of the Arkansas Penn
Sands can be accomplished at an attractive rate of return,  All of the Debtors® properties
are in areas where there is an established inftastructure for fransporting gas to major
markets. Main natural gas pipclines traverse, or arc in close proximity to, Hallwood
Encrgy’s properties,

C. Events Lerding to Chapier 11 Filing

In the summer of 2008, the Debfors sought to raise capital in the London equity
markets o replace the funds provided by HPI. The process was far advanced and
subscriptions for additional capital had been obtained, but before the lransaction could
close, the global financial markets crashed and the infusion of new equity became
infeasiblc.

The market price for gas dropped in tandem with the financial markets from the
Fall of 2008 through the Spring of 2008, At the Petition Date, gas prices werc in the
lowest range they had been in the previons six years. As a result, the Debtors® revenue
declined and it was unablc to scrviec the HP1 obligation pursuant to its terms.

D. Management of the Debtors

Thronghont the course of the Bankruptey Case, the Debtors have been operating
as debiors in possession under the puidance and contrel of their officers and directors,
and with the oversight of the Bankruptcy Court. As of the dafe of this Disclosure
Statcment the Debtors® primary remaining officers are:

William Guzzetti, President
Ruszell Meduna, Vice President
William Marble, Chicf Technieal Officer
Tony Strehlow, Chief Financial Officer, and
James R. Latimer, 11, Chicf Restrueturing Officer.

The Debtors® Board members are Willlam Guzzetti, Russ Meduna, Bill Marble, Parker
Lee and Rob Raymond.
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As described in preater detail below, the Plan contemplates the Debtors hoelding a
general partncrship interest in Penn Pariners. The composition of the Dcbtors’ board of
directors afler the Effective Date has not yet heen determined. ‘The Debtors will file as a
Plan Supplement prior to the Confirmation Hearing with the composition of the Debtors”
Board post-confirmation and any officers who will continue, if any, post-confirmation.

ARTICLE VI
SIGNIFICANT EVENTS DURING THE BANKRUPTCY CASE

During the course of the Bankruptey Case, various pleadings have been filed with
the Bankruptey Court and several hearings have been conducted.  For a comprchensive
list of the pleadings filed in the Bankiuptcy Case, the docket for the case should be
revicwed. Relevant pleadings referenced there may he obtained from the Clerk’s Office
of the Bankruptey Coutt or via the on-line PACER system.

The following is a description of the more significant events That have oceurred
during the case.

A, Debiors® Kmployment of Professionals
1. Bankruptcy Counsel

On the Petilion Date, the Debtor filed an Application for Order Authorizing
Employment of Rochelle McCullough, LLP as Counsel jor Debtors and Debtors-In-
Possession. On Apnl 2, 2009, the Bankruptey Cowst entered its order authorizing the
Debtors to employ Rochelle McCuliough LLP as Counsel for the Debtors Nunc Pro Tunc
to the Petition Date.

2. Financial and Restructuring Advisor

On the Petition Date, the Debtors filed an Application to Employ Blackhill
Pariners as Business Consuliant and Chief Restructuring Qfficer to request authority to
cimploy Blagkhill Partners and James R. Latimer, H{ as Chief Restructuring {ficer for
the Debtors. On March 12, 2009, the Debtors filed an Amended Application to employ
Blackhill Pariners as Consuliant Pursuani to Sections 105(w) and 363(b} of the Code for
Authorization to (1) Employ and Retain Blackhill Partners, LLC to Provide the Debtors o
Chief Resiructuring Officer and Additienal Personnel and (B) Designate James R.
Latimer, I as the Chief Restructuring Officer for the Debtors Nunc Pro Tunc fo the
Petition Date. On April 22, 2009, the Bankruptey Court entered its Ordor Granting the
Rlackhiit Application, as amcnded by the order,

3. Retention of STARR

On April 28, 2009, the Debtors filed their Application to Employ State Toax
Analysis, Research & Recovery, LLC as Consuftant, or in the alternative, o Assume
Service Agreement (the “STARR Motion”) secking to retain State Tax Analysis,
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Research & Recovery, LLC (“STARR”} to pursue certain potential state tax refunds for
the Debtors on a contingent fee basis. On April 28, 2009, the Debtors filed their Motion
to Shorten Time seeking to have the STARR Application heard on May 14, 2009. On
May 1, 2009, the Court granted the Motion to Sherten Time,

Cn May 14, 2009, the Court held a hearing on the STARR Motion and granted it.
B. Comiunittee’s Employment of Professionals

On March 12, 2009, the U.S. Trustee appointed an Official Commiticc of
Unsecured Creditors (the “Commitice”) ta serve in the Bankruptey Case. The Commitiec
is comprised of the following members: (a) Union Drilling, Inc.; {(b) Premicr Pipe, L.P.;
{c} Oil Country Tubular Corporation; (d} Cimarcx Energy, Co. (e} W-B Supply
Company; and (1) Chesapeake Operating, Inc,

1. Banloupicy Connsel

On April 2, 2009, the Committee filed an Application to Employ Okin Adams &
Kilmer, LLP as Attornev for the Official Committee of Unsecured Credifors. On May 1,
2009, the Cowrt granted the Committec’s application and employed Okin Adams &
Kilmer, LLP as attorneys for the Official Committee of Unsecured Creditors Mune Pro
Tiie to March 12, 2009,

2. Financial Advisor

On April 15, 2009, the Comunittee fHed an Appfication to Employ LECG LLC as
Financial Advisor to the Gfficial Committce of Unsecured Creditors Nunc Pro Tune to
March 19, 2009 {thc “LECG Application™) seeking to employ LECG LLC as the
Commitiee’s financial advisor.

On May 14, 2009, the Courl held a hearing on the LECG Application and denied
the LECG Application without prejudice.

C. Cash Management System and Maintenance of Accounts

On the Petition Dute, the Debtors filed their Motion for Order Authorizing (1)
Maintenance of Existing Bank Accounts and Business Forms and (2) Continued Use of
Existing Cash Management Sysiem to request authority fo maintain and confinue to
utilize its existing cash management system and bank aceounts, and to continue to utilize
ils existing business forms. On March 3, 2009, the Bankruptey Court entered an Order
Authorizing Maintenance of Fxisting Bank Accounts and Business Forms and Continved
Use of Cash Management System, thereby granting the motion subject to certain
modifications agreed upon among the Debtor ard the .5, Truslee.
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n. Yinancing of Operations and Administration of the Estate
1. Authorization to Use Cash Collateral (FEI Shale)

On the Petition Date, the Debtors filed the Debiors’ Emergency Motion for
Authority to Use Cash Collateral and Grant Adeguate Prolection (the “FEI Shale Cash
Coliateral Motion™} to seck authorization to nse cash collateral in a certain “Project
Account.” On March 5, 2009, the Court entercd its Interim Order Temporarily Granting
the Debiors' Emergency Motion for Authorily to Use Cash Collateral and Grant
Adeguate Protection.

On April 1, 2009, the Court conducted a final hearing o the FEI Shale Cash
Collateral Motion. At the conclusion of the evidentiary hearing, the Court granted the
FEI Shale Cash Collateral Motion and énlered its fina! order granting the FET Shale Cash
Collateral Motion on April 7, 2009 (the “Final FEI Cash Collateral Order™). The Final
FEI Shalc Cash Collatcral Grder granted the Debtor use of the Project Account through
June 4, 2009,

2. Authorization to Use Cash Coliateral (HPL)

On April 15, 2009, the Debtors filed their Enmergency Motion fo Use Cash
Collateral {the “HP1 Cash Collateral Motion”} seeking 1o use HPI's Cash Collateral to
pay lease opcrating expenses from the Petition Date through June 4, 2009, On Apnil 16,
2009, the Court held a hearing on the HPI Cash Collateral Motion and granted the HP!
Cash Collateral Motion on an interim basis. The Court entered its interim order on the
HP1 Cash Collateral Motion on April 24, 2009.

On May 8, 2009, parsuant to an agroeement between HPT and the Debtors, the
Dehtors were granted authority to use HP's Cush Collateral to pay lease opcrating
expenses pursuant to an agreed budget through May 31, 2069. The Court entered its final
order on the BPT Cash Collateral Motion on May 12, 2609,

E. Authorization to Pay Royalty Interest Owners and Working Interest Owners

On the Pctition Date, the Debtors filed the Debtors’ Emergency Motion for
Authority to Honor Certain Pre-Petition Obligations to Woerking teres( Owrers and
Royalty Interest Owners and Continue Such Paymenis Post-Petition in the Ordinary
Cottrse of Business (the “Royalty Owner Motion™) seeking aufthotity to pay certain pre-
petition working interest and royalty intevest paymems and to pay such amounts post-
petition in the ordinary course of business. The Debtots agreed 1o pass the Royalty
Owner Motion (o a hearing on March 24, 2009,

On March 24, 2009, the Court granted the Royalty Owner Motion and the Courl
entered its order on the Royaity Owner Motion on March 25, 2009, The Debtors paid
working interest owners and royaity interest owners the requested nre-petition amounts
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pursuant to the order and have continued to pay such amounts in the ordinary course of
business post-petition.

K. Execntory Contracts and Unexpired Leases
1. Motion to Reject Certain Executory Contracts

On April 15, 2009, the Debtors filed their Motion to Refect Certain fixecutory
Contracts, sceking to reject two contracts with 3-W Power for compressor units and to
reject a contract with Crossiex for an amine umil,

On May 14, 2009, the Court held a learing on the Motion fo Refect Certain
Executory Contracts and granted the motion subject to confirmation of proper service on
J-W Power and Crosstex.

2. Motion to Reject Excentory Contract with Antheny Gumbiner

On April 15, 2009, the Debtors filed their Motion to Rejeci Consulting Agreement
with Anthony Ghenbiner sccking to reject a certain consulling agrecment between the
Debtors and Anthony Gumbiner.

On May 14, 2009, the Court held a hearing on the Motion to Refect Consulting
Agreement with Anthony Gumbiner and granted the motion pursvani to an order agreed fo
by the Debtors and HPLL

G Automatic Stay Matters
1. HPI Motion to Lift Automatic Stay

On April 8, 2009, HPI filed its Motion for Relief from the Automatic Stay secking
10 1if} the automatic stay to foreclose on HPT’s alleged security interests in fhe Deblors’

propetty.

On May 8, 2009, the Court held a preliminary heating on HP1's Metion for Relicf
from the Automatic Stay. The Court continued the automatic stay, found compelling
circumstances existed to exiend the thirly day period and set a final hearing on HPI's
Mution for Relief from Automatic Stay on June 25, 2009 at 9:30 aumn.

2. FEI Shalc Motion te Lift Antomatic Stay

On April 13, 2009, FEI Shale filed is Motion for Relief from the Automatic Siay
seeking fo lift the automatic stay to (a) terminate the Farmout Agreement, {b) to scize the
Mroject Account and (c) to remove Debtors as operators under certain opcrating
agresments,
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On May 8, 2009, the Court held a prefiminary hearing on FEL Shale’s Motion for
Relicf from the Automatic Stay. The Courl continued the awtomatic stay, found
compelling circumstances existed to cxtend the thirty day period and set a final hearing
on FEI Shale’s Motion for Relicf from Automatic Stay on June 26, 2009 at 9:30 a.m,

3. Paschal Motion to Lift Automatic Stay

On April 29, 2009, Lavelle T, Paschal filed his Motion for Relief from Automatic
Stay secking to modily the antomatic stay to permit him to pursue certain personal injury
claims and scck recovery only from the Debtors” applicable insurance policies, if any.

A preliminary hearing on Mr. Paschal’s Motion for Relicf from Automatic Stay 18
sct for May 28, 2009. The Debtors do not oppose the relicf sought so long as it is clear
Mr. Paschal will only seek to recover from the Debtors® applicable insurance policies, if
any, and will not leok to the Debtors” Estates for recovery.

H. Adversary Proceedings
1. HGI Adversary

On March 30, 2009, the Debtors filed an adversary proceeding against The
Haltwood Group, Incorporated (“HGT®). The Debtors assert claims for breach of the
“Hquity Support Agreement” (the “ESA™) dated june 9, 2008, in which HGI committed
to provide up to $12,500,000,00 to the debt or equity capital of the Dcbtors. Prior to the
Petition Datc, the Debtors requested the remaining balance of $3,200,000.00 and HGI
refused o fund. The funds had been set aside in a scparate account and the Debtors,
therefore, also asscrt a claim for tarnover of those funds pursuant to 11 U.S.C. § 542,

On March 30, 2009, the Debtors moved for summary judgiment on their claims
against fIGL The Debtors also filed a Motion for Relief from Twenty Day Waiting
Period and for Briefing Schedule. On April 16, 2009, the Courl denicd the Motion and
set the Motion for Summary Judgment for hearing on June 22, 2009,

2. HPI Adversary

On May 7, 2009, the Debtors (iled an adversary proceeding against Hall
Phoenix/Inwooed, Lid., (“HPE), Craig Hall, and Don Braun {the “HPI Adversary™). The
Debiors assert claims for {a} equitable subordination, (b) recharactetization, {c} breach of
fiduciary duty, {d) declaratory relief, and (c) claims objections regarding the HP{’s claims
in the bankruptey. As described in more detail below, the Debtors allege that the 11PI
transactions are in facl equity contributions and thercfore should either be equitably
subordinated or recharacterized as equity. The Debtors (rther assert claims for breach of
fiduciary duty against Craig Hall and Don Braun, former directors of the Debtors’ general
partier.
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ARTICLE ¥YII
EQUITABLE SUBORDINATION AND/OR
RECUHARACTERIZATION OF HPP’S CLAIMS AND CONVERTIBLE DEBT

A, Introduction

If the Plan is confirmed, Hall Phoenix’s claims will be equitably subordinated
andfor recharacterized as Bquily and be treated in Class 4. An understanding of the
doctrines of couitable subordination and recharacterization is essential in order to
undersiand the structure of the Plan,

B. Standards for Equitable Subordination
Section 510{c¢) of the Code provides as Tolows:

Notwithstanding subsections (a) [relating to inter-creditor subordination agreements] and
(b) [relating to cortain securities based claims] of this section, after notice and a hearing,
the coutt may —

(1) uwnder principles of equitable subordination, subordinate for
purposes of distribution alt or part of an allowed claim to alt or part of
another allowed claim ... o

(2) order that any licn sccuring such a subordinated claim be
transferred to the estate.

11 U.8.C. § 510{c). Ordinarily, s reyuest for equitabie subordination is adjudicated in the
context of an adversary proceeding. However, an cxception exists “when chapter 11 ...
plan provides for subordination.” Fed. R, Bankr, P. 7001(8); see afso Fed. R. Bankr. P.
3020(b)(1} (previding fhat an objection to confirmation is governed by Bankruptey Rule
9014).

Substantively, the Code docs not specify the “principles of cquitabie
subordination” applicable under Section 510{c), but it “clearly indicates congressional
intent at least fo start with existing [judicial] doctrinc.”” Based upon such direction, the
most widely-recogmized® summary of applicable “principles of equitable subordination”
was provided by the Fifth Circuil in the Mobile Steel case:”

1 United States v. Noland, 517 UK. 537, 338 (1996); see alfvo Fabricators, 926 F.2d at 1464 {“The
fepislalive history indicates that cuwitable subordination is fo be invoked sccording to case law at 1he tine
of eodification [af the Code), with developraent of the concept being left to the courts™); Summit Coffee Co.
v. Herky's Foods, Inc. (fn re Herby's Foods, Ine.j, 2F.3d 128, 131 [5“" Cir, 1993} (samc).

4 See e, Noland, 517 118, at 538 {describing, the Maobife Steef opinion as an “infhiential opinion”
on the principles of equitable subordination);, Merrimac Paper Co., Inc. v. Harrison (In ve Mervimuc Paper
Ca., Inc.), 420 ¥.3d 53, 59 (1™ Cir. 2005} (ciling Mobile Steel test with approvat); Sender v. Bronze Group,
Lid. {In re Hedied-Investments Assocs., Ine.), 380 F.3 1292, 1300 (10" Cir. 2004) (recognizing adoplion
of Mabile Steel tost).
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“{B]ankrupicy courts have traditionally been regarded as courts of equity,
and it is seltled that they possess the power ‘to prevent the consummialion
of a course of conduct by [a] claimant which ... would be fraudulent or
otherwise inequitable’ by subordinating his claim to the ethically superior
claims asscrted by other creditors.
*EE

‘Three conditions must be satisfied before the exercise of the power of
cquitable subordination is appropriate.

(i) The claimant must have engaged in some type of inequitable conduct.

{if) The misconduct must have rcsulted in injury to the creditors of the
bankrupt or conferred an untfair advantage on the claimant.

(iiiy Equitable subordination of the claim must not be inconsistent with
the provisions of the Bankruptcy Act [now Code].”

Focusing o the first condition, incquitable conduct includes (a) fraud, illegality or breach
of fiduciary dutics; and (b) a claimant’s use of the debtor as & mere instrumentality or
alter ego.”™ As for the third condition, the Filth Circuit merely intended 10 cnsure that
subordination decisions are not made on the basis of generalized or categorical equitable
considerations. Instead, subordination must be considered and justified on the particular
facts of the case.”

As reflected by the above principles, a areditor’s use of the debtor as a merc
instrumentality to achieve an unfair advantage is one form of inequitable conduct that
warrants equitable subordination of the creditor’s claim. In the context of a lender-
borrower relationship, the Fifth Circuit has explained:®

“Through its loan agreement, cvery lender cffectively excreises
‘control’ over its borrower to some degree....The purposc of
eguitable subordination is to distinguish between unilateral
rcmedies that a creditor may properly enforce pursuant fo its
agrecments with the debtor and other incguitable conduct such as
fraud, misrcpresentation, or the exercise of such total control over
the debtor as fo have essentially replaced its decision-making

3 Mobile Steel, 563 F.24 at 698-701 {citations omitted).

¢ Clark Pipe & Supply Co, 893 F.2d at 699; see also Wilson v. Huffinas (In ve Misxionary Baptist
Fownd. Of America, Inc.), 818 ¥.2d 1135, 1142 (5 Cir. 1987).

! See Noland, 517 U8, at 152T; Merrimac Paper Ca., 420 F 3d at 60-62.
s Clark Pipe & Supply Co., 893 F.2d at 701 (yuoting Comstock v. Group of Instifutionad frvestars,
335118, 211, 229 (£948)).
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capacify with that of the lender. The crucial distinction between
what is incquitable and what a lender can rcasonably and
legitimatcly do to protect its interests is the distinction between
the exercise of ‘control’ and the exercise of that ‘contrel’ to
direct the activities of the debtor. “It is not the mere existence of
the opportunity 1o do wrong thaf brings that rule into play; it is
the vnconscionable use of the opportunity afforded by the
domination of advantage itself at the injury of the subsidiary that
deprives the wrongdoer of the fruits of his wrong.™

C. Application of Standards to HPI’s Clairis
1. Factual Background of HPI's Clairus

In Februmy 2006, the Debtors entered into a $65 million loan facilify with J. Aron
and Company {the “J. Aron Facility™) and immediately drew down $40 million from the
J. Aron Facility. The I. Aron Facility was secured by the Debtors’ oil and gas lcases,
maturcd on January 31, 2009, and bore an interest rate of London Interbank Offer Rate
{“LIBOR”) plus 8.75% per annum. As of December 31, 2006, the interest rale was

14,12%,,

The J. Aren Facilily contained a prepaymcnt provision requiring the Debtors to
“makc whole” the lender by paying the present valuc of interest fiom the date of
prepayment through the end of the loan term.

As of December 31, 2006, the Debfors were not in compliance with the proved
collaleral coverage ratio. In March 2007, the Debtors were still out of compliance with
various J. Aron loan covenants and nceded addifienal funding to conlinue their ongeing
cperations. To that end the Debtors had to access the remaining $25 million under the J.
Aron Facility. The Debtors, however, were reguired fo obtain from the exisling equity
holders their commitment to contribute an additional $25 million before J. Aron would
agree to provide the balance of its credit. Put simply, it the Debtors committed to & $25
million capital contribation, J, Aren would release the remaining $25 million under the J.
Aromn Facility,

In March 2007, Craig Hall, one of the directors of Hallwood Energy
Management, LLC, the general partner of Hallwood Encrgy, L.P., met with Anthony
Gumbiner and advised him that he, Hall, would not parlicipate in any future capital calls
as an cquity holder if the Debtors continued under the I. Aron Facility, At the time, Mr.
Hal, through a separately wholly-controlled Himited partnership, was one of the Debtors’
largest equity holders. As a practical matter, the Debtors would be unable to commit to
raising the equity needed to continue operations it Mr, Hall refused to respond to a capital
call,

Rather than committing to a portion of the requested capital call, Mr. Hall insisted
that the Debtors enter into a “loan” facility with his affiliated company, IHPL. Some
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dircctors of the Debiors were not in favor of the HPI transaction because it required the
Debiors, among other things, to pay the “make whole™ fee to ). Aron, which in March
2007, was approximately $9.8 million,

However, the reality was that the dircctors were lefl with no choice. Mr, Hall’s
refusal to fund his portion of the $25 million capital call left the Dcbtors unuble Lo raisc
the additional $25 miltion of equity required by the J. Aron Facility. Because Mr. Hall
persisted in his refusal to contribute capital the Debtors could not continue to vperate and
were forced to capitulate and accede to Hall’s demands. On or about April 19, 2007, the
Dehtors cntered inte a $100 Million Advancing Term Loan (the “HP1 $100MM
Facility™).

At the time of closing of the HPI $100MM Facility, the Debtors were
undcreapitalized. Tis records and the “Transaclion Documents” executed in connection
with the HPI $100MM Facility cvidence that the Debtors needed an additional $30
million in capital to continue in existence and acquire new proparties.

Further, the BPT $100MM Facility was not immediately made available in the full
amount but only in proportion to new cguity confributions by cxisting equity holders. At
the closing of the HPI $100MM Facility, $63IMM was drawn immediatcly.
Approximately $9.8 million of the amount drawn was used to pay the “make whole™ fec
for which the Deblors reccived 1o bepefif, Further, the Debtors paid HP1 and its Counsel
approximately $425,000.00 in corumitment and legal fees.

Two additional agreemenls were cxcenied in connection with the HPT $100MM
Facility and designated as “Transaction Docnments.” The first Transaction Docurent
was an agrecment by the Debtors to raise an additiona] $60 million of equity capital in
2007, As a result, [IPI reguired the Debtors to raise $35 million beyond the $23 million
in capital that J. Aron requested in early 2007, 1f the Debtors failed 1o raise the additional
$60 million, the remaining monies (approximately $33 million) under the HPT $100MM
Facility would not be avaifable for borrowing.

The second Transaction Document acknowledged that the Dcbtors needed an
additional $20 million, separatc and apart from the $60MM described above, in order fo
fund drilling on its Arkansas leascs during 2007.

Mr. Hall’s refusal 1o participatc in the $25 million capital call requested by J.
Aron aliowed him to improve his position rclative to other equity holders and alt of the
Debtors’ unsccured creditors, Rather than raising an additional $50 million (fhe
remaining $25 millien . Aron loan proceeds pius a $25 million equity contribution), Hall
forced the Debtors to pay J. Aron’s $9.8 million “make whele fee” and then would only
advance funds equal to the amount put up by other equity holders. Hall thus put himscif
in a hedged position:  if the Debfors succecded e would be paid a high rate of interest
and an additional “make whole fee,” and if they failed, Hall would have & purported lien
on all their assets and he could foreclose, while all other cquity holders would losc their
entire investment,
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The proportionate ratio between the advances by HPI and other equity holders are
evidence of an equity contribution rather than an actual “loan.” Further, the additional
equily required was funded pursuant to a newly created preferred “Class C Partnership
Interest” that carried a 16% coupon to mimic or mirror the interest rate under the 11PI
transaction,

Paying the “make whole fee” gave the Debtors no benefit, but only served to
further weaken their financial position and improve Hall’s position, through the HPI
$100MM Facility, as an ostcnsible secured creditor rather than as an cquity holder. At
the time of the HPT $100MM Facility the Debtors had no other way fo obfain outside
financing—further avidence of the Debters® inadequate capitalization and true character
ol the HPI $100MM Facility as an equity confribution.

The Debtors® financial condilion deteriorated forther in 2007. By December 31,
2007, the Debiors were out of covenant compliance under the HPT $100MM Facility.
The Debtors attempted to raisc additional cagital through the summer of 2008 to fund
operations, and needed at least $30 million of new capilal.

In Jammary 2008, in exchange for an agreement of fhe cxisting equity holders to
provide $15 million, HPI agreed to advance another $15 million under & second facility
{the “HPI $15MM Facility”). HPI's advances continued in direct proportion to existing
cquity, consistent with a capital contribution rather than a loan.

Again, the Debtors had no other outside lending source, and no reasonably
prudent lender would advance an additional $15 million to a borrower who owed $100
million, whosc assets were worth substantialty Icss than $100 miilion and whose auditor
had recently given it a going-concern qualification.

In addition, upon information and belief, HPI is owned and controlicd by Craig
[1all, who at the timc of the 1121 $100MM Facility, was a director of Hallwood Energy
Management, L1C, the gencral pariner of Hallwood Energy, L.P.—the board that
controls the Debtors, Further, HPI acknowledged in a lefter agreement dated October 17,
2007, that it was a “pariner” of Hallwood Encrgy, L.P.

Because the HP transactions were dealinps with inviders, they are subject to
rigorous scrutiny.

In the October 17, 2007 leiter agreement, HPI agreed to contribute $4,500,000.00
in exchange for Class C Equity Interests. On January 3, 2008, HP1 defaulted on thosc
obligations and refused to contribute the $4,500,000.00 it had committed to less than
threc months before, Instead of puiting up the money, HPI insisted that this claim be
released in exchange for making the HPI $15MM Facility, Thus, instead of contributing
the agreed $4,500,000.00 of equity capital, HPI forced the Debtors to incur $15 million of
purported “secured debt” and waive a $4,500,000,00 contractual claim,
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Upon information and belief, Craig Hall and Don Braun, in connection with the
HPIL $100MM Facility and during the same time period when they were negotiating the
HPI $100MM Facility with the Debtors, were negotiating a separate loan from a group of
banks so that they could fund the HPI $100MM Facility.

Undisclosed to the Debtors and the HEM Board of Directors, Craig Hall mmd Don
Braun were negotiating a separate facility in which they would pledge fhe security they
obtained under the HPI $100MM Facility in cxchange for 4 loan of $65 million (1.e., the
amount of the initial funding under the HPT $100MM Facility}.

According to Mr, Hall's sworn testimony, the loan they negotiated was on much
more lavorable terms and at » much more favorablie intercst rate. Thus, while the
Debtors were paying HPI LIBOR pius 10.75%, HPT's effcctive intevest ratc was
considerably lower. According to Half, HP], Hail and Braun, were making as much as §1
million profit each month on the “spread” between HPT's cost of funds and the anount
paid by the Debtors.

In the Debtors’ opinion, these and other related facts establish a good faith basis
for the Court either to equilably subordinate or to recharacterize the HP1 $100MM
Facility and the 1P $15MM Facility as cquity.

As shown above, HPI engaged in incguitable conduct, The unfair advantage
obtained from this conduct and the damage caused to credifors and the Debtors justifics
subordination of HPI’s Claims to sl} General Unsecured Creditors for the purpeses of
distribution under the Plan and further justifies a transfer of HPI's Licos to the Estate in
connection with such subordination. Accordingly, the Debtors pray that the Bankruptey
Court order the subordination, lien transfers recharactcrization as equity, and other
necessary relief to compensate injured creditors as part of the Court’s order confirming
the Plan,

D. Application of Standards to Convertible Notes

In 2008, the Debtors entered into two convertible debt offerings {the “Convertible
Noles™). The Convertible Notes were entered into in January, 2008 and May, 2008, The
Converlihle Notes were unsecoted notes that contained an inlercst rate of between 14-
16%, depending on the existence or non-cxistence of certain conditions, which was not
paid currenl, Rather, interest continued to accumulate during the lifc of the notes.
Further, the Convertiblc Notes holders had the option to convert their holdings to Class C
Limited Parnership Interests,

The Debtors helieve these Converlible Notes should be recharacterized as equity,
rather than debt. Af the time of the issunnce of the Convertible Notes, the Debtors
financial condition was poor. The Debtors were undercapitalized, out of compliance with
covenants in its Hall Phoenix arrangements and had received a going concern opinion
from its auditors. Further, the Convertible Notes were raised at a time when the Debiors
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needed additional capital contributions. The reality of the situation makes it appear the
Converlible Notes are more properly treated as an “equity contribution” than a “loan.”

Under the Plan, the Convertible Notes are recharacterized as equity and
subordinated to true unsecured creditors. The Debiors believe that the recharacterization
issues retated to the Convertible Notes can be {ried in connection with the Confirmation
Iiearing and confinmation of the Plan.” As such, the Debtors do not intend, at this time,
to file an adversary proceeding to recharacterize the Convertible Notes. Confirmalion of
the Plan shall be decmed a recharaclerization of the Convertible Notes to cquity in Class
4,

ARTICLE VIII
SUMMARY OF THE PLAN OF REORGANIZATION

THIS SECTION PROVIDES A SUMMARY OF THE PLAN AND IS
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO THE FLAN.

THE REPRESENTATIONS CONTAINED IN THIS DISCLOSURE
STATEMENT INCLUDE SUMMARIES OF THE PROVISIONS CONTAINED IN
THE PLAN AND IN DOCUMENTS REFERRED TO THERE. THE
REPRESENTATIONS CONTAINED IN THIS DISCLOSURE STATEMENT DO
NOT PURPORT TO BE PRECISE OR COMPLETE REPRESENTATIONS OF
ALL THE TERMS AND PROVISIONS OF THE PLAN OR DOCUMENTS
REFERRRED TO THERE, AND REFERENCE 1S MADE TO THE PLAN AND
SUCH DOCUMENTS FOR THE FULL AND COMPLETE STATEMENTS OF
SUCH TERMS AND PROVISIONS.

THE PLAN AND THE DOCUMENTS REFERRED TO THERE WILL
CONTROI, THE TREATMENT OF A HOLDER OF A CLAIM OR LEQUITY
INTEREST UNDER THE PLAN AND SHALL, UPON THE EFFECTIVE DATE,
BE BINDING UPON A HOLDER OF A CLAIM AGAINST, OR AN EQUITY
INTEREST IN, THE DEBTOR AND OTHER PARTIES IN INTEREST.

A, General Concept of the Plan.

The Plan proposes to (i) pay, with Cash on hand on the Effective Datc, all Holders
of Allowed Adminisirative Claims and Priority Tax Claims, and (ii) to pay, with Cash,
the Holders of Allowed Claims in Classes 1-4 distributions over time as set forth for each
Class of Claim or Inferest.

The Plan provides for equitable subordination and/or recharacterization of the
Claims of HPI to cquity in Class 4 and for eguitable subordination and/or
recharacterization of the Claims of Convertible Debt Holders to equity in Class 4.

? See Fup, B, BANKR. P. 7001{8); see afve FED. R. Bamkg. P. 3020(b}{(1} {(providing Lhat s
ohiection to confimmation is governed by Bankrupicy Rule 9014).
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The Debtors believe the Plan provides the best and most prompt possible recovery
to Holders of Claims and Interests. For purposes of this Disclosure Statement, the term
Holder refers to the holder of a Claim or Interest in a particular Class under the Plan, i
the Plan is confirmed by the Bankruptcy Court and consununated, then on the Effective
Date ot as soon as practicable thercafter, the Reorganized Debtor will make distributions
as provided in the Plan as more fully described below.

B. Classification of Claims smd Equity Interests

Codc § 1122 requircs that a plan classify the claims of 2 debtor’s creditors and The
interests of its cquity holders. The Code provides that except for certain claims classified
for administrative convenience, a plan may place a claim or an cquity infercst in a
particular ciass only if such claim or equity intcrest is substantially similar to the other
claims or equity inlercsts of such class. The Code firther provides that a plan ofler the
samne (reatment for each claim of equity interest of a particular class uniess the holder of a
particular claim or equity interest agrees fo less favorable treatment of its ¢laim or equity
interest,

Cerlain Classes of Creditors have not been classificd in the Plan bevause they will
be paid in full and are not impaired. Such Claimants include those holding Allowed
Administrative Claims, Aliowed Professional Fee Claims, and Claims relating to U.S.
Trustee Fees,

C. Treatment of Claims and Equity Intcrests

The following is an overview of the treatment to be afforded to each Class of
Creditors or holders of Eauily Interests as provided under the Plan. 1t is provided for
convenicnce only and is specifically gualified by the Plan jtself.

Notwithstanding anything to the contrary herein, no distributions will be
made and ne rights will be retained on account of any Claim {(or Interest) that is not
an Alfowed Clain: {or Allowed Interest).

The trcatment in the Plan is in full and completc satisfaction of the legal,
contractual and equitable rights that cach entity holding a Claim or an Interest may have
in or against any Debtor, any Hstate, or their respective property. This freatment
supersedes and replaces any agreements or rights those cntities have in or against any
Debtor, any Estate, the Reorganized Debfors, or their respective property. Except as
otherwise specifically provided in the Plan, all distributions under the Plan will be
tendered to the entity holding the Allowed Claim or Allowed Interest.
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D. Allowauce and Treatment of Unclassified Claims (Administrative
Clairas, Priority Tax Claims)

i. Administrative Claims

'The Holder of any Administrative Claim that is incurred, accrued, or in existence
prior to the Effective Date, other than (i) a Fee Claim, (i1) and Allowed Administrative
Claim, or (iii) a liability in the Ondinary Course of Business mus! file and serve on all
parties required to receive such notice a request for the allowance of such Administrative
Claim on or before thirty {30) days after the Effcctive Date. Such request must include at
a minimurs (i) the name of the Holder of the Claim ({ii) the amount of the Claim and (iii)
the basis of the Claim. Failure to timely and property file and scrve the requcst under this
Scetion shall result in the Administrative Claim being forever bared and discharged.
Ohjeetions to such requests must be filed and served pursuant to the Bankruptcy Rules on
the requesting parly and the Debtors within twenty (20) days after the filing of the
applicable request for payment of an Administrative Claim.

2. Priority Tax Claims

Except to the extent that a Holder of an Allowed Priority Tax Claim has been paid
prior to the Effective Date, or agrees to a different treatment, each Holder of an Allowed
Priority Tax Claim, in full satisfaction, rclease and discharge of and cxchange for such
(laim, shail receive Cash from the Reorganized Debtor equal to (he Allowed amount of
such Priority Tax Claim within 15 days of the later of the Effective Date or date on which
Allowed. Notwithstanding the foregoing, the Holder of an Allowed Priority Tax Claim
shall not be cntitled to receive any payment on account of any penally arising with
respect to ot in connection with the Allowed Priority Tax Claim,

3 T.8. Trustee Fees

The Debtors shall be responsible for timely payment of United States Trustee
quarterly fees incunred pursuant to 28 U.S.C. § 1930(a}(6). Any fees due as of the most
recent quarterly inveice prior to the Confitmation Date will be paid in {ull within thirly
(30) days after the Effective Date. After the Effective Date, the Reorganized Diebtor shall
pay the United States Trustee quarterly fees as they aceruc until the Bankruptey Case is
closed. The Reorganized Debior shall serve on the United States Trustec a quarterly
financial report for each quarter (or portion thercof) that the Bankruptey Casc remains
opei.

E. Class I: Aliowed M&M Licen Claims (Impaired)
Class 1 consisls of alf Claims held by entities that have valid Claims for which the

Holder is catitled to, as of the Petition Date, a mechanics and materialman’s ten ("Mé&M
Lien™) under applicable non-bankruptcy law,
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Unless the holder of a Class 1 Claim agrees fo other freatment, such holder shail
receive cash in the allowed amount of such holder’s Class 1 Allowed Claim on the latest
of (i} 15 days after the Effective Date; (if) 15 days after the date on which the M&M Lien
Claim becomes an Allowed M&M Lien Claim.

| 8 Class 2: AHowed Priority Non-Tax Claimns (Impaived)

Class 2 consists of all Claims held by entities that are properly deemed fo be
priority non-tax claims (the “Priority Non-Tax Claims™).

Unicss the holder of a Class 2 Claim agrees to other treatment, such holder shall
receive Cash within 15 days of the later of the Effective Date or the date on which their
Claim is Allowed.

G. Class 3: Alowed General Unsecured Claims (Impaired)

Class 3 consists of all Claims held by entities that are properly deemed to be
general unsecured creditors (the “General Unsecured Claims™).

Unless the holder of a Class 3 Claim agrees {o other treatinent, such holder will be
paid in full, without interest, as follows: (i} the Reorganized Debtor will make an initial
distribution consisting of 30% of availablc cash within 30 days of the later of the
Effective Dale, or the date on which Allowed, and Holders of Allowed Class 3 Claims
will receive a Pro Rata Sharc (the “Initial Distribution™); (ii) 120 days after the Initial
Distribution, the Reorganized Debtor will make a second distribution consisting of 30%
of available cash and Holders of Class 3 Claims will reecive a Pro Rala Sharc (the
“Sceond Disiribution™); (if} 120 days after the Second Distribution, the Reorganized
Debtor wilt make 2 third distribution consisting of 30% of available cash and Holders of
Allowed Class 3 Claims will receive a Pro Rata Share (the “Third Distribution™); and (iv)
120 days after the Third Distribution, the Reorganized Debtor will make a distribution
consisting of the rcmaining balance due on Allowed Class 3 Claims (the “Final
Distribution”). Holders of Allowed Class 3 Claims will not receive interest on the
armount of their Allowed Claims.

H. Class 4: Allowed Equity Interests (Impaired)

Class 4 consists of all (i} Imerests beld by Class C Equity Tntercst Holders; (ii}
Claims of Convertible Debt Holders; and (i) HPI {collectively the “Allowed Equity
Innterests™).

Holders of Allowed Equity Interests will have all of their intercsts cancelled and
extinguished on the Effective Date and in exchange will receive an equity intercst in the
Reorganized Debtor {the “New Common Stock™) on a Pro Rata Basis of the total amount
of Allowed Liguity Interests; provided, howoever, no helder will receive New Common
Stock unless and until such holder agrees in writing to be bound by the Equity Agreement
of the Reorganized Debtor. The New Common Stock will have the athibutes described
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in the Equity Agreemeni of the Reorganized Dcbtor which will be filed as & Plan
supplement.

Hoiders of Allowed Class 4 Claims will receive distributions affer all amounts
due under the Plan to Unclazsifiecd Claims and Classes 1-3 have been satisfied.

L Class 3: Class A Equity Interests (Empaired)

Class § consisls ol interest holders of Class A Limited Partnership Inferests of the
Debtors. Holders of Class A Equity Interests arc not cntitied to receive or relain any
interest under the Plan. Class A Hyuity Interests will be cancelicd and extinguished upon
the Lffcetive Date.  Class A Equity Interests are deened to reject the Plan and are not
entitled to vote,

J. Class 6: Class B Equity Interesis {Intpaired)

Class 6 consists of interest holders of Class B Limited Partnership Intercsts of the
Dcbtors. Holders of Class B Equity Interests are not entitled to receive or retain any
intcrest under the Plan. Class B Equity Interests will be cancelled and extinguished upon
the Effcctive Datc. Class B Lquity Interests are deemed to reject the Plan and arc not
cnfitled to vote.

ARTICLE IX
LEGAL PROCELEDINGS AFEECTING THE DEBTOR AND THE ESTATE

A, Litigailon Pending as of the Petition Date

As of the Petition Date, certain of the Debtors were parties to the following
aclions. The stalns of each of the actions is noted below:

Cause No. Plaintifis) Defendant(s) Court Nature of Sult
(8-3546 Gil Country ¢ Hallwood U.8.D.C. E.D. | Coliection/
Tubular Petroleum, Louisiana Breach of
Corporation LiC Warranty
0B-13582 Cimarcx Hallwood 208" Dist. Ct | Breach of
Energy Co. Energy, L.P. (Dallas County, | Contract
Texas)
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Cause No. Plaiutiff{s) Drefendani(s) Conrt Nature of Suit
2008-57060 Premier  Pipe, | J.D. Fields & | 189" Dist, Ct. | Coltection/
1L1.C Co., Hallwood | (Hawis County, | Breach of
Energy, L.P. Texas} warranty
07-01209 Bagle Dhilling, | [fallwood 1J.S. Banky, Ct. | Breach of
LLC Energy, L.P.,|W.D.Okla. Contract
Hailwood
Petroleum,
LLC
07-30424-H4- { Bagle Dirilling ; Hallwood U.8. Bankr. Ct. | Breach of
11 Domestic Energy, [L.P., | 8.D. Texas Contract
Dritling Hallwood
Operations, Pefrolenm,
LLC LLC
09-11143 James R. Uscry ¢ Anadarko U.S. Court of | Dispute over oil
and Rhonda S.§ Petroleum Appcals for the | and gas
Uscry as | Corp., Eighth Circuit | interests
Trustees for the | Hallwoeod
Jim and | Encrgy, LI,
Rhonda  Usery
Revocable
Trust !

B. Post-Petition Litigation

During the course of the Bankrupley Case, certain litigation has been initiated by
the Debtors. The Debtors have initiated an adversary procecding against The Haltwood
Group Incorporaled, Adv. Case No. 09-03082-8GJ (the "HGI Adversary™). The HGI
Adversary is discussed in more detail at Article VI, H(1) infra. The Debtors have also
initiated an adversary proceeding against HPI, Craig Hall and Don Braun, Adv. No. 09-
03120-SG7 (the “HPI Adversary”). 'The HPI Adversary is deseribed in more delail at
Articles Y1, H(2) and V1L, C, infra.

C. Potential Litigation

‘The Plan preserves all Causes of Action, unless expressly provided otherwise, and
provides for them to be transferred to the Reorganized Debtor on the Effective Date of
the Plan. The Reorganized Debtor shall have the full authority to prosecate any and ail
Causes of Action. In addition to the Causcs of Action which have alrcady been asserted
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by the Debtors (discussed in prior sections of the Disclosure Statement}, the Estates do or
may hold, other possible Causes of Acticn.

1. Avoidance Causes of Action

Pursuant 1o Sections 547 and 550 of the Code, a trustee (or debtor in possession
pursuant to Section 1107 of the Codc) may aveid and recover any transfer of an interest
of the debtor in property to or for the benefit of a creditor if such fransfer (i) was for or on
the account of an antecedent debt owed by the debtor before the transfer was made, (i)
was maede while the debtor was insolvent, (iil) was made within ninety {90} days of the
bankruptcy filing, and {iv) rcsulted in the creditor receiving more on account of the debt
than if the transfer had not been made, the debtor were liquidated under Chapter 7 of the
Code, and (he creditor were limited to recovery on the debt through the Chapter 7
process. Causes of Action pursuant to Sections 547 and 350 of the Coede ave referred to
as “Preference Causes of Action.”

The Estate does or may hold Preference Causes of Action against each of the
recipients of payments reflected on Exhibil 3(b) to thc Debtors™ Statement of Financial
Affairs filed in the Bankruptcy Case on March 30, 2009 (the “00-Day Payment Listing”).
The 90-Day Payment Listing is incorporated here by reforence, for all intents and
PUNpOses,

Under Section 548 and 550 of the Code, a trustee or debtor in possession may also
seek to avoid and reccover what are generally tenmed “fraudulent transfers.” There arc
two sets of staiutes dealing with frandulent transfers, one state and the other federal. The
largest difference between the two is that the statute of limitations in most statcs on this
cause of action is four vears, while the federal statlute on fraudulent transfers reaches hack
only fwo years, These transfers are of two types: those made with actual fraudulent
intent, and those which are “constructive frandulent transfers,” and do not involve intent
to defraud. I'o recover a transter made with actnal intent, one must demonstrate that the
transfer from the debtor to another parly was made with actual intent to hinder, delay, or
defraud the debtor’s other creditors. Typically, this sort of conveyance is encountered
when a debtor is trying to put its assets beyond the rcach of creditors, The second type,
the “constructively fraudulent transfer,” requires that (1) the debtor transferred property
for less than reasonably cquivalent value to another, and was cither {2a) insolvent or {(2b)
becaune insolvent because of the fransfer.  This second sort of fraudulent transfer is mote
commeon in the business setting because distressed debtors sometimes [ind it expedient to
convey away property for far less than its fair valre, It is at least possible that such
causes of action ¢xist for the Debtors here, and they do nel waive them.

2, Subordination Causcs of Action

Pursvant to Section 510(¢c) of the Codc, after notice and hearing, a bankruptey
court may, under principles of equitable subordination, subordinate for purposes of
distribution all or part of an allowed claim to all or part of another allowed claim. Causes
of Action under Section 510{c) of the Code are referred to as “Subordination Causes of
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Action,” The Estatc does or may hold Subordination Causes of Action against (a) HPL,
and (b) Holders of Convertible Debt.

A Collcetion Causes of Action
a. Collection Causes of Actlon Generally

As of the date hereof, partics owe amounls to the Debtors. To the extent that
amounnts owing to the Debtors are currently past due or may hereafier become dug, the
Estales may hold various claims against such parties for collection of amounts owing.
Any dlaims arising from such obligations shall constitute part of the Causes of Action
preserved under the Plan.

b. Amounts Due from FEI Shale

On or about June 9, 2008, the Debtors entered into a cortain agreement entitied
“Acquisition and Farmout Agresment” (the “Fanmout Agreement”) with FEI Shale, L.P.
(“FEI Shale™), In connection with the Farmout Agrecement, FEI Shale agreed to fund up
to $125 million in exchange for earning up to a onc~third interest in the Debtors’ cil and
£as properties.

Prior fo the Petition Date, FE1 Shale agreed to tund certain projects pursnant to
“Tnvestment {nvoices” under the Farmont Agreement. Under those Investment Intvoices,
FEI Shale is rosponsible for and still owes the Dcbtors approximately $6.6 million. The
Debiors have submitted the amounts due pursuant to cerfain Supplemental AFE’s and
invoices, To date, FE1 Shale has approved approximately $2.0 million of the
Supplemental AFE’s.

FEI Shale has sought te intervene i the HGI Advarsary. The Deblors have
consented to this intervention, In the cvent that FEI Shale dees not pay the amounts duc
of approximately $6.6 milHon, the Debtors will seek to cotlect those amounts in the HGI
Adversary in the event FEI Shale is permilled to intcrvene.

PLEASE TAKE NOTICE: WITH THE EXCEPTION OF THOSE CAUSES OF
ACTION THAT ARE EXPRESSLY RELEASED OR WAIVED UNDER THE
TERMS OF THE PLAN, ALL CAUSES OF ACTION OF THE DEBTORS AND
THEIR ESTATES, WHETHER OR NOT SPECIFIED HERE, WiLL BE
PRESERVED PURSUANT TO THE PLAN. THE LACK OF DISCLOSURE OF
ANY PARTICULAR CAUSE OF ACTHON SHALL NOT CONSTITUTE, NOR BE
BEEMED TO CONSTITUTE, A RELEASE OR WAIVER OF SUCH CAUSE OF
ACTION, IT BEING THE INTENTION OF THE PLAN PROPONENTS FOR
THE PLAN TO PRESERVE ANY AND ALL CAUSES OF ACTION HELD BY
THE DEBTORS AND THEIR ESTATES AS OF THE EFFECTIVE DATE OF
THE PLAN.
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ARTICLE X
OTHER SIGNIFICANT PLAN PROVISIONS

A, Treatment of Executory Contracts and Unexpired Leascs

Section 365 of the Code sets out various provisions regarding executory contracis
and unexpired leases. Pursuant to the Plan, all confracts and lcases constituting executory
contracls or unexpired leascs under the provisions of Section 365 of the Code as of the
Effective Date of the Plan which {a) have not heen assumed or rejected by Lhe Effcetive
Date, or () have not been madc the subject of a motion fo assume which is pending as of
the first date sef for the hearing on confirmation of the Plan, will be deemed rejected as of
the Effective Date in accordance with the provisions of Section 365 of the Code.

The Plan finther provides that any Claim arising from the rejection of an
executory contract or unexpired lease under the terms of the Plan must be evidenced by a
proof of claim filed with the Bankruptey Court and served on the Debtors by nio fater than
20 days following the Effcctive Date of the Plan,  Any holder of such & rejection
damages Claim that fails to file and serve such proof of claim on or before said
deadline shall be deemed fo have waived sueh Claim in fuil, and such Claim shalt be
deemed Disallowed and discharged.

Noeiwithstanding the foregoing, the Debtors anticipate tiling prior te the Effective
Date a cerfain ommibus motion 10 assume certain cxecutory coniracts and uncxpired
leases (the “Omnibus Assumption Motion™). The Omnibus Assemption Motion will seek
to assume certain agrecnents neccssary for the operations of the Reorganized Debtor,
including, but noi limited fo, (a) farmout agrcements, (b) operaling agrcoments, {c)
equipment leases for cil and gas propetties, and (d) leases (to the extent such leascs arc
not or may not be fee simpls determinable under applicable law).

B. Distributions Under the Plan

Pursvant to the Plan, distributions wili be made to the holders of Allewed Claims
under the following parameters.

1. Distributions Made to Holders as of Distribution Record Date

Pursuant to the Plan, all distributions under the Plan on account of Allowed
Claims will bc made to (or in the case of Disputed Claims, reserved on behalf of) the
holders of such Claims as determined as of the Distribution Date. The “Distribution
Dale” iz defined under the Plan as the “the later of the Effective Datc or (b) the
Allopwance Date.”

’
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2. Conditions to Distributions, Warranty of Entitlement and
Withholding

No holder of an Allowed Claim will be entitled to s distribution under the Plan
unlil it has provided the Reorganized Debtor with ifs taxpayer idenlification number.
Additionally, every Creditor accepling distribution under the Plan on account of an
Allowed Claim will be deemed to have warranted that such Creditor is the lawfil holder
of the Allowed Claim, is authorized lo reccive the distribution, and there are no
outstanding commitments, agreements or understandings, express or implied, that may or
can, in any way, defeal or modify the right of the Creditor to receive the distribution.

Pursuant to the Plan, any federal, state or local withholding taxes or other
amounls required to be withheld undor applicable Jaw in relation fo 4 distribution under
the Mlan will be deducted fiom the distribution and remiited to the applicable taxing
authority(ies): To the cxtent that such provision of the Plan affects the holder of &
particular Allowed Claim, such holder will be required to provide all such information
required to comply with such law(s), and no distribution will be made to such holder
unless and until such information is provided.

3. Setoffs

Pursuant to the Plan, except as otherwise provided thercin pursuant to Scction
502(d) or 553 of the Code or any applicable non-bankruptey law, upen application and
approval by the Bankruptey Court, setofl against any distribution to be made pursuant to
the Plan on account of an Allowed Claim any claims, rights or Causes of Action held by
the Debtors or their Bstates against the holder of the Allowed Claim or in relation to the
Allowed Claim: provided, however, that neither the failure to cffect such setoff nor the
allowance of any Claim will constifute a waiver or release of any such claims, rights or
Causes of Action.

4, Establishment of Reserves Under the Plan

Pursuant to the Plan, on or after the Effective Date the Reorganized Debtor will
create onc or more separate Distribution Reserve Accounts as is appropriate from the
assels to he distributed to or for the benefit of the Holders of Disputed Claims pending
the allowance thereof, the amount of which will be adjusted from time to time as
appropriate. Each Distribution Reserve Account will be scgregated by Class or, as
applicable, by Administrative Claims and Priority Tax Claims, A Claimant will not be
entifled to receive or recover any amount in excess of the amount provided in the
Distribution Rescrve Account to pay such Claim, unless permitled by Order of the
Bankruptey Court.

5. Undecliverable and Unclaimed Distribations

Pursuant to the Plan, any Distributions that become Unclaimed Property shall be
retained by the Reorganized Debtor, free and clear of any claims or restrictions thereon,
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and any entitlement of any Holder of any Claim to such Distribution shall be
extimyguished md forever barred. Unclaimed Property shall be deposited into a pool for
redistribution to other Holders of Allowed Claims in the same Class as the intended
recipient of Unclaimed Property.

. Disputed Distributions

Pursuant fo the Plan, no Distributions shall be made with respect to ali or any
porlion of a Disputed Claim unless and yntil afl ohjcctions to such Disputed Clait have
been seltled or withdrawn or have been determined by a Final Order, and the Disputed
Claim has become an Allowed Claiim, The Reorganized Debtor in its sclc discretion may
withhold Distributions otherwise due to the Holder of a Claim until the Objection
Deadline, te enable the Reorganized Debtor to file a timely objection thereto. When a
Disputed Claim becomes an Allowed Claim, the Reorganized Debior shall make
Distributions with respect to such Allowed Clsim, without interest, net ol any sctoff
and/or any required withholding of applicable taxes.

7. De Minimis Distribations

Pursuant to the Plan, notwithstanding any provision of the Plan to the contrary, no
distribution of less than enc hundred ($100.00) shail be made on acecount of an Allowed
Claim. MNotwithstanding any other provision of the Plan, payments of fractions of shares
ol New Comimon Stock shall not be made and any such distributions shall be deemed to
be vero, Notwithstanding any other provision of the Plan, no distributions or payments of
fractions of dollars shall be made. Whenever any payment of cash of a fraction of a
dollar would ofherwise be called for pursuant to the Plan, the actval payment may refiect
a rounding of such fraction to the nearest whole dollar (up or down) with half dollar or
less being rounded down.

C. Means for Resolving Disputed Clalms

Pursuant o the Mlan, all cbjections to Claims must be filed on or before the Claim
Objection Deadline. “Claim Objection Deadling” is defined under the Plan as 120 days
after the Effective Date of the Plan, unless extended by the Bankruptey Court, for cavuse
shown, upon motion filed with the Bankruptcy Court on or prior to such date. Any
Disputed Claim as to which an objcction is not filed on or before the Claim Objection
Deadlinc will be decemed to constitute an Allowed Claim under the Plan following the
Claim Ohjection Deadline,

To tacilitate the timely and effective administration of Claims, the Plan further
provides that, except as otherwise expressly contemplated by the Plan, following the latet
of the Effective Date of the Plan or the applicable Bar Date, no original or amended proof
of claim may be filed in the Bankmuptey Court to asseit a Claim against the Debtors
withowt prior authorization of the Bankniptcy Court, and any such proof of claim which
is filed withoul such authorization will be deemed null, void and of no force or effect;
provided, however, that the holder of o Claim that has been evideaced in the Banloupicy

DISCLOSURE STATEMENT FOR THE
DEBTORS' FOINT FLAN OF REORGANIZATION—DPnpe 34




Case by the filing of a proof of ¢laim on or before the Bar Date shali be permitted to file
an amended proof of claim in relation to such Claim at any time if the sole purposc of the
amendment is to reduce the amount of the Claim asscrted.

ARTICLE X1
CONFIRMATION OF THE PLAN, SOLICITATION OF VOTES, VOTES

REQUIRED FOR CLASS ACCEPTANCE AND CRAMDOWN

A. Conditions to Confirmation and Effectiveness of the Plan

At the hearing on plan confirmation, the Bankwupicy Court must determine
whether the Code's requiremcnts for confirmation of the Plan have been satisfied, in
which cvent the Bankruptey Court will enter an order confirming the Plan.  As sei torth
in section 1129 of the Code, these requirements ave as follows:

(1)  The pian complies with the applicable provisions of the Code;

(2}  The proponent of the plan complied with the applicablc provisions of the
Cods;

(3)  The plan has been proposed in good faith and not by any means forbidden
by law;

(4  Any payment madc or promised by the debfors, by the plan proponcnts, of
by a pcrson issuing securities or acquiring property under the plan, for
serviecs or for costs and expenses in, or in connection witly, the ¢asc, or in
connection with the plan and incident o the case, has been approved by,
or is subjcet to the approval of, the Bankruptey Cowrt as reasonable,

(5)  (a}(i) The proponent of the plan has disclosed the identity and affiliations
of any individual proposed to serve, after confirmation of the pian, as a
director, officer, or voting trustee of the debtor, an afliliate of the debtor
participating in a joint plan with (he debior, or a successor to the debtor
under the plan; and

Gi}  the appoiniment to, or confinuance in, such office of such
individual, is consistent with the interests of the creditors and
cquity security holders and with public pelicy; and

(b)  the proponent of the plan has disclosed the identity of any insider
that will be employed or tetained by the Reorganized Debtor, and
the nature of any compensation for such insider.

(6) Any povernmental rcgulatory commission with jurisdiction, after
confitmation of the plan, over rates of the debtor has approved any rate
change provided in the plan, or such rate change is expressly conditioned
on such approval,
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{(7)  With respect to each impaired ¢lass of claims or interests:

{a}  each holder of a claim or interest of such class has (i) accepted the
plan or (ii) will receive or retain under the plan on account of such
claim or inferest property of a value, as of the effective date of the
plan, that is not less than the amount that such helder would so
receive or retain it the Debtor was liguidated on such daie under
Chapter 7 of the Bankiuptey Code on such date; or

(b  if section 111 1(b)}{2} of the Bankmptey Code applies to the claims
of such class, the holder of a claim of such class will receive or
retain under the plan on account of such claim property of a vaiue,
as of the effective date of the plan, that is not less than the value of
such helder’s interest in the estate’s interest in the properly that
scoeures such claims.

(8)  With respect lo each class of ¢laims or inferesis:
{a) such class has accepted the plan; or
() such class is ot impaired under the plan.

{9 Except te the exient that the helder of a particular claim has agreed to a
differeat treatinent of such claim, the plan provides that:

(@) with respect to a claim of a kind specified in section 307(a)(2) or
50%ai(3) of the Bankruptcy Cixle, on the elfective dste of the
plan, the holder of such claim will receive on account of such
claim cash equal to the allowed amount of such claim;

(b)Y  with respect to a class of claims of a kind specified in section
S50Ma)1), S0%a)4), 507(a)5), 507(a){6), or 507{a)}7) of the
Bankruptey Code, each hoider of 2 claim of such class will receive:

{i} if such class has accepted the plm, deferred cash
paymenis of a value, as of the cffective date of the
plan, equal i the sllowed amount of such claim; or

(i)  if such class has not zccepted the plan, cash on the
effective date of the plan equal to the allowed
amount of such claim: and

{c) with respect fo a claim of the kind specified in Section
5G7(a)(8) of the Bankruptcy Code, the holder of a claim will
receive on account of such claim regular installment payments
in cash —
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(10)

(1)

(12)

(13)

(1) of a total value, as of the effective date of the plan,
equal to the allowed amount of such claim;

(iiy  over a period ending not later than five years afler
the date of the order for rclief under section 301,
302, or 303; and

{ifi)  in a manner not icss favorable than the most favored
nonpriotity unsccured claim provided for by the
plan (other than cash payments made to a class of
creditors under scetion 1122(b}; and

{d} wilh respect ta a secured claim which would otherwise meet
the description of an unsecured claim of a governmnental unil
under section 307(a){8), but for the secured status of that claim,
the holder of that claim will receive on account of that claim,
cash payments, in the samc manner and over the same period,
a8 described in subparagraph (¢} above.

If a class of claims is impaired under the plan, at least one class of claims
that is impaived has acccpted the plan, determined withoul including any
acceptance of the plan by any insider holding a claim of such class.

Confirmation of the plan is not likely to be followed by the liquidation, or
the need for further financial reorganization, of the deblor or any successor
to the debtor under the plan, unless such liquidation or reorganization is
proposed in the plan,

All foes payable under 28 11.8.C. § 1930, as determined by the Bankmuptey
Code at the hearing on confirmation of the plan, have been paid or the
plan provides for the payments of all such fees on the effective date of the
plan.

‘The plan provides for the continuation after its effective date of payment
of all retiree benefits, as that temm is defined in section 1114 of the
Bankraptcy Code, at the level established pursuant to subscction {e)(1){B)
or {g) of section 1114, at any time pricr to confirmation of the plan, for the
duration of the period the debtor has obligated itself to provide such
benefits.

The Dcbtors believe that the Plan safisfied all the statutory requirements of
Chapter 11 of the Bankruptcy Code, that they have complied or will have complied with
all the requirements of Chapter 11, and that the Plan is proposed in good faith.

The Debtors believe that Holders of all Allowed Claims or Interests impaired
under the Plan will reecive payments under the Plan having a preseni valuc as of the
Gffective Date not less than the amounts likely to be received if the Debtors were
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liquidated in a case under chapter 7 of the Bankruptcy Code. At the Confirmation
Llearing, the Bankrupicy Court will determine whether Holders of Allowed Claims would
reccive preater distributions under the Plan than they weuld receive in a liguidation under
chapter 7.

B, Voting Procedure

Acceptance or rejection of the Plan will be determined pursuant to the Bankruptcy
Code, based upon the Ballots of the Holders of Allowed Claims or Tnterests in Classes 1-
4 that actually vote on the Plan. Therefore, it is important thal Holders of Allowed
Claims or lterests in Classes 1-4 cxercise their right fo vote to accept or reject the Plan,

1. Classes Entitled to Vole on the Plan,

Each Impaired Class of Claims and Interests thal will receive or retain proparty or
any interest in property under the PMlan shall be entitied to vote 10 accept or reject the
Plan. By operation of law, each Unimpaired Class of Claims is conclusively presumed fo
have accepted the Plan and is not entitled to vote to accept or reject the Plan.
Accordingly, in these Cases, any holder of Allowed Claims in Classes 1-4 of the Plan
may have a voting claim and should have received a Ballot for voting since these Classes
consist of Impaired Claims that are receiving property under the Plan. Holders of Classcs
5 and 6 are deemed o have rejected the Plan and are not entitled fo vote,

2. General Provistons

Any Clgimant holding a Claim who does not vote will not be counted in {he
percentage o1 number requirements for voting. A Claim to which an objection has been
filed is not an Allowed Claim nnless and untif the Bankmuptey Court rules on the
abjection. IFor purposcs of voting on the Plan, the Bankmptcy Court may temporarily sct
an amount for such an objected Claim. The allowance or disatlowance of any Claim for
voting purposes does not necessarily mean that all or a portion of the Claim or Interest
will be Allowed or DisaHowed for purposes of distribution under the Plan.

3 Accepiance by Impaired Classes of Claims

An Tmpaired Class of Claims shali have accepted the Plan it {a} holders (other
than any holder designated under Bankruptcy Code § 1126(e)) of at least two-thirds in
amount of the Allowed Claims actually voting in such Class have voted fo aceept the
Plan; and {b) the holders {other than any holder designated wnder Bandoriptey Code §
1126{e)} of more than onc-half in number of the Allowed Claims acually voting in such
Class have voted to sccept the Plan.

4. Ballols.

(8}  Ballots and Voting. Holders of Allowed Claims and
Interests in Classcs {-4 entitled 1o vole on the Plan have been sent & Baliat, together with
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instructions for voting, with this Disclosure Statement. Claimants should rcad the Ballot
carcfuily and foliow the instructions contained therein. In voting to accept or reject the
Plan, you must use only the Ballot or Ballots sent to you with this Disclosure Statement.
The Plan Proponent is authorized fo receive and tabulate the Ballots, Claimants entitled
to vote will be instructed to return their Ballots to the Debtors. The Debtors will present
the results of the voting to the Bankruptcy Court at the Confirmation Hearing.

If you are a member of a Class entitled to vote on the Plan and did not receive a
Ballot for such Class, or if your Ballot is damaged or lost, or if you have any guestions
conecrning veting procedures, you should contact:

Scott M. DeWolf
Rochelie McCullough LLP
325 N. 8t. Paud, Suite 4500
Daliag, Texas 73201

Tel: (214) $53-0182

Fax: (214) $53-0185

(b}  Returning Bailots by Voilng Deadline. You should
complete and sign the Ballot that your receive and return it to counsel for the Debtors on
or before the Voting Deadline in the enclosed, pre-addressed envelope. Ballots will not
be accepted by telecopy. Creditors’ must vote all of their Claims either for acceptance or
rejection of the Plan.

(¢}  Objections. All objcctions to Confirmation of the Plan
must be made in wiiting, filed with the Clerk of the Bankmptey Court and served upon
the Porsons designated in Article 1 of this Disclosure Statement by the Objection
Deadlinc. 1t is important o note that whether a holder of a Claim or Interest votes on the
Plan, such Person will be hound by the terms and freatment set forth in the Plan if it is
accepted by the various Classes and number of holders of Claims in the required
majorities and/for it is contismed by the Bankruptcy Court,

BALLOTS OF HOLDERS OF CLAIMS THAY ARE SIGNED AND
RETURNED BUT DO NOT INDICATE A VOTE EITHER FOR ACCEPTANCE
OR REJECTION OF THE PLAN WILL BE COUNTED AS BALLOTS TO
ACCEPT THE PLAN.

()  Changing Votes, Federal Rule of Bankruptey Precedurc
3018(a) pennits a claimant, for cause, to move the Bankruptcy Court to penmit such
claimant to change or withdraw its acceptance or rejection of a plan of reorganization,
Any request to change or withdraw a vote must occur at least fourteen days before the
Confirmation Hearing, unless otherwise allowed by the Bankruptey Court.

(e} Rescrvation of Rights. By enclosing a Balot, the Plan
Proponent is not representing that you are entitled to vote on the Plan, By including
a Claim Amount on the Ballot, the Plan Proponent is not ackaowledging that you
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have an Allowed Claim in that amount or waiving any righis they may have to
ohicct to your voife or clain.

5. Disputed and Undisputed Claims.

Disputed Claims are not entitled to vole lo aceept or reject the Plan, 1f you are a
Claimant holding a Disputed Claim, you may ask the Bankruptcy Court to have your
Claim tempormily Allowed for the purpose of voting pursuant to Federal Rule of
Bankrptcy Procedure 3G18,

0. Possible Reclassification of Claimants,

The Debtors arc required pursuant to Bankruptcy Code § 1122 to place Claims
inte Classes thal conlain substantially similar Claims. Although the Debtors believes
they have classified all Claims in compliance with Bankruptey Code § 1122, it is possible
that a Claimant may challenge the classification of its Claim. If the Debtors are required
to reclassify the Claim of any Claimants under the Plan, the Debtors, to the cxtent
permilted by the Bankruptey Count, intends to continuc to use the acceptances rcecived
from such Claimants pursuant to the solicitation of acceptances using this Disclosure
Statement for the purposcs of obtaining the approval of the Class or Classes of which
such Claimants are ultimatcly deemed to be a member, Any reclassification of Claimants
should affect the Class in which such Claimants were initially a member, or any other
Class under the Plan, by changing the composition of the Class and the required vote
thereof for approval of the Plan,

ARTICLE X1
EFFECTS OF CONFIRMATION OF THE PLAN;
INJUNCTION AND EXCULPATION

A. Binding Effcet of the Plan

Upon the Effective Date of the Plan, the Plan and each of ils provisions will be
binding on the Plan Proponent, the Reorganized Debtor, all Equity Interest Holders and
all Persons acguiring property under the Plan, whether or not they voted to accept the
Plan, whether or not they had a right to vote on the Plan, whether or not any Claim or
Equity Interest held by any of them is impaired under the Plan, whether or not any Claim
or Equity Intcrest held by any of them is Allowed in full, only in part, or Disallowed in
(ull, and whethcr or not a distribution is made to any of them under the Plan,

B. Vesting of Asscts

Except as expressly otherwise provided in the Plan, from and after the Effective
Datc the Reorganized Debtor shall exist and manage the Debtors’ Assets to consummate
the Plan. All professionals of the Debtors and the Creditors Commiitee shall be
discharged upen the Effective Date except to the extent nccessary to file and prosecutc
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their final fee applications. The Bankruptcy Casc shall be closed as soon as practicable
after the Effective Date upon a motion filed by the Reorganized Dcbtor.

C. Injunction Against Interference with Plan

Upon the Effective Date of the Plan, all holders of Claims, ali holders of Hquity
Intcrests, and all other parties in intercst in the Bankruptey Case, along with their
respective current and former officers, directors, principals, employees and agents, will
be enjoined from taking any action to interfere with the implementation or consummaiion
of the Plan.

D. Exculpation

Putsuant to the Tlan, the Exculpated Parlies will neither have nor incur any
liability to any Person for any action taken or omilted in soliciting acceptances of the
Plan, except to the cxtent expressly provided otherwise by Scetion 1125(g) of the Code.
“Exculpated Parlies™ is defincd under the Plan as “[cloliectively, the Plas Proponents and
their respective officers, directors, cmployees, attomeys, accountants, financial advisors
and other agents, professionals and representatives.”

F. Modification of the Plan

Subject 1o the provisions of Section 1127 of the Code, the Plan Proponents
reserve the right o amend or modify the Plan (8) at any time prior to the Confirmation
Datc without Bankruptcy Court approval, or (b} at aiy time after the Confinnation Date,
but prior to the Effective Datc of the Plan, with Bankruptcy Court approval. In the event
that the Plan Proponents are required to provide the holders of Claims {or certain of
them) the opportunity to re-vote on the Plan, as amended or modified, fhen cach such
holder that previously voted to accept or reject the Plan will be deemed to have cast the
samc vote for acceptance or rejection, as the casc may be, of the Plan, as amended or
modificd, unless, within the time fixed by the Bankruptcy Court, such holder changes its
previously cast vote for acceptance or rejection of the Plan.

F, Retention of Jurisdiction

Pursuant to the Plan, from and after the Effective Date of the Plan, the Bankruptcy
Court will retain jurisdiction, to the fullest extent logally permitted, over the Bankruptcy
Case, all proceedings atising under, arising in or related fo the Bankrupicy Case, the
Confirmation Order, and the Plan. The specific types of disputes and proceedings that
the Bankruptey Conrt will retain jurisdiction over arc identified in Articic XI of the Plan.
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ARTICLE XiII
COMPARISION OF PLAN TO ALTERNATIVES

A. Alternatives to the Plan

Any discussions teferring to alternatives are limited by both practical
consideration of space and the opinion of the Plan Proponeni regarding same. In
addition, applicable law docs not require that information regarding alfernatives be
included in a disclosure slatement, so any information is provided at the discretion of the
Pian Proponent.

The Debtors believe that the Plan affords Holders of Claims or Interests the
greatest realization from the Debtors’ assets, and is in the best interest of all Holders of
Allowed Claims or Intcrests. The Plan Proponent has considered alternalives to the Plan,
such as dismissal of the Debtors® Case, a liguidation in the context of Chapter 7 and the
formulation of other possible Chapter 11 plans, In the opinion of the Plan Proponent,
such alternatives would not afford the Holders of Claims or Interests a return as great as
may be achieved under the Plan.

If the Debtors’ Cases were dismissed, the Debtors would no longer have the
protection of the Bankruptey Code. In the event of a dismissal of the Cascs, even the
mosl diligent of Creditors likely would experience difficulty realizing a significant
recovery on their Claims.

If the aulomatic stay is lifted, as requested by Hall Phoenix, the Debtors® Cascs
would likely be converted to Chapter 7. In such circumstance, a trustee would be elected
or appointed to liquidate fhe remaining asscts of the Debtors for distribution to Creditors
in accerdance with the prierities established under the Bankrupicy Code. If the Debtors’
Cascs were converted to Chapter 7, the present Administrative and Priority Claims would
have a lower priority than claims penerated in the Chapter 7 case.

If an atternalive plan were pursucd by another party in interest, it would only
result in the incurrence of a substanfial amount of Professional Fees, which would cause
the reduction of fonds available to distribuie 10 hotders of Allowed Claimns,

B. Liquidation Analysis

1. The Plan Meets the “Best Interest of Creditors™ Test, The
“best interest of creditors™ test sct out in Bankruptey Code § 1129(a}(7) requires that the
Bankmptcy Court find that the Plan provides to cach non-accepiing holder of a Claim or
Interest treated under the Plan a recovery that has a prescnt value at least equal to the
present value of the distribution that such Person would receive from the debtor if the
debtor were liguidated under Chapter 7 of the Bankruptcy Code. The Plan Proponent has
considered the impact of a conversion to Chapter 7 and compared the amounts Claimants
with Allowed Claims would receive upon liquidation to the amounts they will reccive
under the Plan. The Plan Proponent’s analysis leads them to conclude that each Creditor,
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and (he Creditors as a whole, would receive substantially less under Chapter 7 than each
will receive porsuant to the Plan.

2. Costs of Chapter 7 Liguidation. Conversion to Chapler 7 wonld
imposc significant additional monetary and time costs on the Debtors’ Estates. Under
Chapter 7, onc or more frustees would be cleeted or appeinted to administer the Estates,
{o resolve pending controversies, including Disputed Claims against the Debtors and
Claims of the various Estates againsi other parties, and to make distributions io
Claimants. A Chapter 7 trustee would be entitied to compensation in accordance with the
scale set forth in Bankiuptey Code § 326 and the trustee would 2lso incur significant
adminisiralive expenscs.

Additionally, the Chapter 7 trustce will be entitled to rctain his or her own
professionals to assist in the liquidation and administration of the estate. The fees and
expenses of such professionals, to the extent allowed, arc also entitled to priority in
pavinent as administrative claims. Chapter 7 administralive costs are entitled to priority
in payment over Chapter 1l administrative costs.  Nevertheless, Chapter 1l
administrative costs continue 1o have priority over all other non-administrative priorily
claims and non-priotity unsecured claims in the bankiuptey case,

Conversion to Chapter 7 could resuit in the appoiniment of a trustee having no
experience or knowledge of the prior proceedings in the bankruptcy case or of the
deblor’s husiness, its books and records and its assets. In the Debtors’ cases, a substantial
amount of time would most definitely be requived in order for the new Chapter 7 trustee
to become familiar with the Dehtors, their prior business operations, their assets, and
pending litigation in order lo wind the casc up cffectively.

Lurther, distobutions under (he Plan probably would be made earlier than would
distributions in a Chapter 7 case. In contrast fo the Plan, which contemplates
distributions to holders of Allowed Claims as soon as practicable after the Effective Date,
distributions of the proceeds of a Chapter 7 lquidation mipht not occur until one or years
after the complction of the liguidation in order to afford the trustec the opportunily 10
resolve claims and prepare for distributions.

. Conclusion

TIIE DEBTORS BELIEVE THAT CONFIRMATION  AND
IMPLEMENTATION OF THE PLAN IS PREFERABLE TO ANY OF THE
ALTERNATIVES DESCRIBED UHERFEIN BECAUSE THE PLAN SHOULD
PROVIDE GREATER CERTAINTY AND RECOVERIES THAN THOSE THAT
WOULD BE AVAILABLE UNDER CHAPTER 7. IN ADDITION, OTHER
ALTERNATIVES WOULD INVOLVE DELAY, UNCERTAINTY AND
SUBSTANTIAL ADMINISTRATIVE COSTS,
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ARTICLE X1V
MATERIAL UNCERTAINTIES AND RISKS

I considering whether to vote to accept or reject the Plan, Holders of Claims or
Interests should consider certain matetial uncertainties and risks inherent in any plan of
reorganivalion.

THE DEBTORS® PROJECTED FINANCIAL INFORMATION AND OTHER
FORWARD LOOKING STATEMENTS CONTAINED IN THIS MSCLOSURE
STATEMENT ARE BASED ON VARIOUS ASSUMPTIONS AND ESTIMATES
THAT WILL NOT BE UPDATED 10O REFLECT EVENTS OCCURING AFTER
THE DATE HEREOE. SUCH INFORMATION AND STATEMENTS ARE
SURJECT TO INHERENT UNCERTAINTIES AND TO A WIDE VARIETY OF
SIGNIFICANT RISKS, INCLUDING, AMONG OTHER THINGS, THOSE
DESCRIBED HEREIN, CONSEQUENTLY, ACTUAL EVENTS,
CIRCUMSTANCES, EFFECTS AND RESULTS MAY VARY SIGNIFICANTLY
FROM THOSE INCLUDED IN OR CONTEMPLATED BY SUCH PROJECTED
FINANCIAL INFORMATION AND SUCH OTHER FORWARD LOOKING
STATEMENTS.

The Dchiors cautien all parties not to place undue reliance on the forward-looking
statements, which speak only as of the date of this Disclosure Statcment, and the Ixebtors
underlake no obligation to update this information. The Debtors urge Holders of Claims
or Tnterests fo carefally review and consider the disclosures made hercin and consider
them in voting on the Plan,

A. Risk IFactors

Therc arc cortain risks involved in the carrying out of any plan of reerganization.
This Plan is no exception. There is risk inhcrent in the stafing, or re-starting, of any
business. Because a subslantial portion of the payments under the plan are to he derived
fiom funds generated in future by the Dobtors™ operations, certain of those risk factors
bear directly on the Debtors' performance under the plan.

The following is intended as a summary of cetfain risks associated with the Plan,
but it is not exhaustive and must be supplemented by the analysis and cvaluation made by
cach holder of a Claim or interest of the Plan and this Disclosure Statement as a whole
with such holder’s own advisors,

1. Insufficient Acceptances.

For the Plan to be confirmed, cach impaired Class of Claims is given the
opportunity to vote to accept or reject the Plan. With regard to such impaired voling
Classes, lhe Plan will be deemed accepted by a Class of impaired Claims if the Plan is
accepted by claimants of such Class actually voting on the Plan who hold at least two-
thirds {2/3) in amount and more than one-half (1/2) in number of the total Allowed
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Claims of the Class voted. Only those members of a Class whoe vele to aceept or reject
the Plan will be counted for voting purposes, The Dobtors reserve the right to request
confirmation pursuant to the cramdown provisions in seetion 1129{b} of the Bankruptcy
Code, which will allow confirmation of the Plan regardless of the fact that a particular
Class of Claims or Intercsis has not accepted the Plan. However, there can bc no
assurance that any impaired Class of Claims or Tnterests under the Plan will accept the
Pian or that the Deblors would be ablc to use the cramdown provisions of the Bankrupicy
Code for confinmation of the Plan,

2. Confirmation Risks

The foliowing specific risks exist with respect to confirmation of the Plan:

a. Any ohjeclion to confirmation of the Plan filed by a member of a
Class of Claims or Interssts can either prevent confimation of the Plan or delay
confirmation for a significant peried of time.

b. Since the Debtors may be sccking to obtain approval of the Plan
over the rejection of onc or more impaired Classes of Claims or Interests, the cramdown
process could delay confirmation.

R Conditions Precedent
Confirmation of the Plan and occurrence of the Effective Date arc subject to
certain conditions precedent that may never occur. The Debtors, however, arc working

dilipently with all parties in interest to ensure that all conditions precedent are satisficd.

4. The Debfors Have No Duty fo Update

The slatements contained in this Disclosure Statement are made by the Debtors as
of the date hereof, unless otherwise specificd herein, and the delivery of this Disclosure
Statcment after that date does tiot imply that there has been no change in the information
set forth herein sincc that date. ‘The Debtors have no duty te update this Disclosure
Statement unless otherwise ordered to do se by the Court.

5. MNo_Representations OQutside The Disclosure Siatement Are
Aunthorized

No representations concerning or related to the Debtors, the Chapter 11 Cases or
the Plan are authorized by the Bankruptcy Court or the Bankmptey Code, other than as
set forth in this Disclosure Statement. Any representations ot inducements made to
sccure your acceptance, of rejection, of the Plan that arc other than as contained in, or
inctuded with, this Disclosure Statement should not be relied upon by you in amiving at
your decision, You should promptly report unauthorized representations or inducements
to Debtors” counsel and the Office of the United States Trustee.
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B Information Presented is Based on the Debtors’ Books and
Records

While the Deblors have cndeavored to present information fairly in this
Disclosure Statement, because of Debtors® financial difficulties, as well as the complexity
of Dehtors’ financial matiers, the Debtors’ books and records upon which this Disclosure
Statement is based might be incomplete or inaccurate. The financial information
contained herein, unless otherwise expressly indicated, is unaudited.

7. All Information Was Provided by Debtors and Was Relied
Upon by Professionals

Rochelle MeCullough LLP has been approved by the Court as counsel for the
Debtors.  All counsel and other professionals for the Debtors have relied wpon
information provided by the Debtors in connection with preparation of this Disclosure
Statcmeat. Although counsel for the Debtors has performed certain Hmited due diligence
in connection with the preparation of this Disclosurc Statement, counsel has not verified
independently the information contained herein,

8. Projections and Other Furward Looking Statements Are not
Assured, and Actual Resnlts Will Vary

Certain of the information contained in this Disclosure Statement is, by nature,
forward looking, and contains estimates and assumptions which might ultimately prove to
be incorrect, and contains projections which may be materially different from actual
future experiences. There are uncertainties associated with any projections and estimates,
and they shonld not be considered assurances or guarantees of the amount of funds or the
amount of Claims in the various classes that might be allowed.

a. Clzims Coukd he More Than Projected

The allowed amount of Claims in each Class could be signilicantly meore than
projected, which in turn, could csuse the value of distributions fo be roduced
substantinily. 1f Administrative Claims and/or Qther Priority Tax Claims exceed
projoctions, it may impair the value of distributions to IHolders of Classes i-4.

b Projections

While the Debtors belicve that their projections are reasonable, there can be no
assurance that they will be realized, resulting in recoveties that conld be significantly lcss
than projccted.

9. This Disclosure Statement Was Not Approved by the Sccuyities
and Fxchange Commission

Neither this Disclosure Statement, nor the issuance of the New Common Stock,
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was registered under the Sccurities Act or applicable state securilies laws. Neither the
SEC nor any state regulatory authority has passed upon the aceuracy or adequacy of this
Disclosure Statemenl or the cxhibits or the statemcnis contained hercin, and any
represcitation to the contrary is untawful.

0. No Legal or Tax Advice is Provided to You by This Disclosure
Statement

‘I'ie comstents of this Disclosure Statement should net be conslrued as legal,
husiness or tax advice. Each creditor or Holder of Inferest should consull his, her or its
own legal connscl and accountant as to legal, tax and other matters concerning his, her or
its Claim or couity interest. This Disclesure Statement is not legal advice to you. This
Disclosure Slatement may not be refied wpon for any purpose other than to determine
how te vote on the Plan or object to confirmation of the Plan.

11.  No Admission Made

Nothing contained herein shall constitute an admission of fact or lisbility by any
party (including, without limitation, the Debtors) or to be deemed evidence of the lax or
other legal effects of the Plan on the Debtors or on Holders of Claims or Equity Interests.

12. No Waiver of Right to Object Or Right to Recover Transfers
And Estate Assels

A creditor’s vote for or against the Plan does not constitute a waiver ot release of
any Claims or rights of the Debtors (or any party in interest, as the case may be) to objcet
to that creditor’s Claim, or recover any prefercatial, fraudulent or other voidable fransfer
or eslate asseis, rcpardless of whether any Claims of the Debtors or their respective
estates are specifically or gencrally identified herein,

B. Business Risk Factors and Competitive Conditions

1. Risks Inherent in the il and Gas Explorafion Buziness

Foilowing Plan Confirmation, the Debtors will be subject to all of the risks
associated with the oil and gas production and development business, including the
nnavailability of necessaty equipment, challenges to title of propertics, risks of drilling
dry holes, blowouts resulting in the loss of property and/or injury 10 personnel, access to
pipelines, costs of maintenance and workovers, inability to alfract and refain
management, unavailability of financing at acceptable interest rates, and numerous other
factors which contribuie to the failurc of oil and gas exploration and production
COmpAanics.
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2. Competition

The oil and gas industry is highly competitive; many companics and individuais
cagage in the drilling for and production of oil and gas, and the market for natural gas
scems to be shifling (as 0il did many decades ago} from a regional and national market to
an intcrnational one, Further, as is the casc historically, the current market for ofl and
natural gas is highly unstable. Prices for ofl and natural gas products have declined over
the past year, and gas prices may be further impacted if the current market oversupply
continues.

1 Pricing

The current range of gas prices have been for some months at their lowest point in
the past six years. Such conditions may continue in the fiture; if they do, they could
result in a negative impact on the Reorganized Debior’s revenucs, equity valuc, ability to
generate investment capital, and payments made under the Plan,

Oil and gas prices are determined by market and goverment forces on a national
and international scale. The Debtors have no real influence on the market and can give
no assurance that prices will risc, or even remain stable.

Debfors' business plan reflcets an expected gencral upward direction of the major
determinants of profitability. The outlook for gas prices is the most critical assamption
undetlying Debtors' forecasts, and while the general dircction is likely to be up, periodic
fluclzations are more probable than a steady increasc. The U8, gas market currenily
suffers {rom substantial oversupply, and most market analysts bclieve that this
overcapacity and overproduction, which drive down prices, is not likely to abate until at
icast the end of 2009.

4. Operating Hazards and Uninsured Risks

The Dcbtors maintain snd the Reorganized Debtor will maintain, such insurance
covernge as is customary for concerns of a similar size engaged in similar operations, bul
losses con occur from uninsured risks or in amounts that cxceed exisling insurance
COVETRgE.

5. Exploration Suecess

Although it has in the past developed significant reserves through exploration and
thinks highly of seme of its present prospects, parts of which aiready have established
and profitable production, the Debtors can give no assurance that subsequent cxploration
will substantially add to reserves and cash flow.

6. Reserves
Production from the Debtors’ present wells is forecast Lo continue for a number of
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years to come. Flucluations of price mentioned above, however, can influence total
recoverabic rescrves by making thom cither more or less economic to extract. Present
projections as to the size of reserves will therefore vary with change in markot price.

7. Regulation

All states in which the Debtors conduct activifies have statufory provisions
regulating the production and sale of oil and gas. Such statutes and the regulations
promulgated thereunder are generaily intended fo prevent waste of oil and gas, and to
protect correlative rights and opporlonitics to produce oil and gas as befween owners of
intcrests in 4 common reservoir. Certain state regulatory authorities also reguiate the
amount of oil and gas produced by ussigning atlowable rates of production to each well
or proration unit. The Reorganized Debtor’s operations will also be to local, state and
federal cnvironmental laws and regulations, While not prediciable at this date, future
compliance with these regulations could require sipnificant expenditurcs or otherwisc
atfect opcrations.

8. Variances from Projections

The fundamental premises of the Plan are the implementation of the Debtors'
business plan, as reflected in the projections, and the reasonabiencss of the assumptions
underlying them. These projections reflect numerous assumptions concerning the
anticipated future performanee of the Reorganized Debtor, many of which are beyond
their control and some of which may not materialize. The Projections include, among
other items, assumptions concerning gencral cconomic conditions; the abilily to make
necessary capital expenditures and control fisture expenses. The Debtors believe that the
assumptions underlying the projected financial statements are rcascmable. However,
vnanticipated events and circumstances oceurring subsequent to the preparation of the
projections may affect the actual financial results of Reorganized Debtor. Therefore, the
acival results achieved throughout the periods covered by the projections will vary from
the projected results, which varfations may be material and adverse.

9. Prajections Baged on Alternative Assumptions

Decbtors' business plan is hased on the above assumptions relating to cil and gas
prices, Debtors consider these assumptions to be those with the highest probability of
oceurring.  Other assumptions, atso within the range of possible occurrences, could be
formulated. Specifically, Debtors' assumpfions could prove to be cither too oplimistic or
too pessimislic, Accordingly, Debtors have formulated iwo additional sets of
assmnptions, one less favorable and one more favorable than Debtors' base case
assumptions, and have prepared projceted financial statements under each set.

Debtors' asscssment of the most likely probabilities and the ones en which they
base their projected business plan ("Basc Case”) assumes a gradual increase in oil and gas
prices beginning in 2019. Debtors believe that an assumpiion of gradual increases is the
only ressonable onc on which io predicate a plan of reorganization. While Debtors
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believe that their assumplion of when the gradual increase will begin is the most
probable, it is also within the range of possibilities for such increases to bhe delayed or
accelerated.  Accordingly, additional scts of assumptions and projected financial
statcments based on the Low Case and on the High Case are presented below.

10. Funding

Debtors anficipaic that they will be fargely dependent on outside sources of
capital to finance their exploration activilies for the foreseeable future. Accordingly,
global economic trends, federat tax issues, and the peneral state of the financial markets
are likely 1o have a significant impact on the Reorganized Debtors’ activities.

1.  Market for Equity in the Reorganized Deblor

The lntcrests in the Reorganized Debtor will be held by a refatively smail number
of individuals. No plans exist to create a public matket for the stock of the Reorganized
Debtor; consequently, any realization of value in these Interests will have to come either
through privatc sales or through such cxit strategies as the Reorganized Debtor may in
future devise.

12. Value of the Debtors’ Causes of Action

Although the Debtors believe that the causcs of action refained under the Plan
have significant vatue, their ultimatc value and collectibility is not determinable al this
date,

Additionally, there can be no assurance that the Plan will not be modificd up to an
through (he Confirmation Date, and the Plan Proponents rescrve the right to modify the
Plan, subject to compliance with the Code, in the event thc modification becomes
warranted or necessary in furtherance of confirmation.

ARTICLE XV

CERTAIN FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN

A Introduction

Implementation of the Plan may have federal, state and local tax conscquences to
the Deblors and their Estates, as well as to Creditors and Equity Interest holders of the
Debtors. No tax opinion has been sought or will be oblained with respect to any tax
consequences of the Plan, and the following disclosure does not constitufe and is not
intended to constitute either a tax opinion or lax advice to any Person. This disclosure is
provided for informational purposcs only. This disclosurc does not address state, local or
foreign fax conscquences ar the consequences of any federal tax other than the federal
income tax. Finally, the tax consequences of cerfain aspects of the Plau are uncertain due
to a lack of applicable legal authority and may be subject to judicial or administrative
inlerpretations that differ fiom the discussion below.
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B. Creditors and Interesi Holders Shoutd Seek Independent Advice

CREDITORS AND EQUITY INTEREST HOLDERS, THEREFORE, ARE
ADVISED TO CONSULT WITH THEIR OWN TAX ADVISORS REGARDING
THE TAX CONSEQUENCES TO THEM AND TO THE DEBTORS OF THE
TRANSACTIONS CONTEMPLATED BY FIE PLAN, INCLUDING FEDERAL,
STATE, LOCAL AND FOREIGN TAX CONSEQUENCES.

ARTICLE XV1
CERTAIN SECURITIES LAWS CONSIDERATIONS UNDER THE PLAN

Currently, the Debtors do not anticipate the Reorganized Debtor registering undet
(he Bxchange Act or having the New Common Stock listed for trading on any exchange
or over-the-counter market. If the Debtors or the Reorganized Debtor subsequently
deterine fhat registration under the Exchange Aol or the listing of the New Common
Stock on an cxchange or over-the-counter market is desirable, the Debtors or the
Reorganized Debtor will take steps 1o comply with thesc requirements. I the
Reorpanized Debtor is required to register under the Exchange Act, the Reorganized
Debtor would be reguired to file certain reports with the Securities and Exchange
Commission, including guarterly and annual financial reports,

The Reorganized Debtor’s amended and restated governing documents will
restrict the transfer of the New Common Stock in certain circumstances, As such, the
tevel of liguidity, the ability of crediters to sell the shares of New Commen Stock, or the
pricc at which the shares of New Common Stock may be sold in a trading markei may be
negatively impacted.

A, Applicability of Ceriain Federal and State Scearities Laws

No registration statemeni will be filed under the Sccurities Acl or any state
securities laws with respect to the offer and distribution under the Plan of the New
Common Stock. The Debtors believe that the provisions of scetion 1145{a)(1} of the
Code exempt the offer and distribution of such securities under the Plan from federal and
statc sccurities registration reguircments.

B. Code Exemption from Registration Requirements
1. Initial Offer and Sale of Secarities

Section 1145(n}{(1) of the Code cxcmpts the offer and sale of securities under a
plan of reorganization from registration under the Securities Act and state laws if the
following three principal requirements are satisfied: (a) the securitics must be offercd
and sold under a plan of reorganization and must be sccurities of the debtor, an affiliate
participating in a joint plan with the debtor, or a successor to the debtor under the plan;
(b) the recipicnts of the securities must hold a prepetifion or adminisirative expense claim
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against the debtor or an intersst in the debtor; and {c) the securities must be issued in
exchange for the recipient’s claim against or interest in the debtor or principally in such
exchange and parlly for cash or propexty. The Debtors believe that the offer and sale of
the New Commen Stock under the Plan satisfies the requirements of section 1145(a)(1)
of The Code and, thereforc, are exempt from registralion under the Securities Act and
state sccurilics laws.

2 Subsequent Transfers of Securities

The Reorganized Debtor’s amended and restated corporate documents will restrict
the transfer of the New Common Stock. In particular, the amended and restated
corporate documents of the Reorganized Debtor will not permit any iransfer of New
Common Stock, and will treat any purported transfer of New Common Stock as void ab
initio and the purported transferce will acquire no rights in such shares of New Common
Stock, il such transfer would cause the Reorganized Debtor to have z class of equity
securities to be held of record by 300 or more persons. These restrictions shall be
conspicuously noted on the certificates cvidencing the shares of New Common Stock
issued pursuant te the Plan.

To the cxtent that the shares of New Common Stock are {ransfershle, in general,
all resales andl subsequent transactions in the New Common Stock distributed under the
Plan will be exempt from registration under the Securitics Act pursuant to scction 41) of
(he Securities Act, unless the holder thereof is deemed to be an “underwriter™ with
respect to such sccurities, an “affiliate™ of the issuer of such securitics or & “dealer.”
Section 1145(b) of the Code defines four types of “underwriters™

(a) persons who purchase a claim agninst, an jnicrest in, or a claim for
administrative expense against the debtor with a view to distributing any security
involved in exchange for such a clait or interest (“accumulators™);

(b} persons who offcr to sell securitics offered under a plan for the helders
of such securities {(Mdistributors™);

(¢}  persons who offer to buy securitics from holders of such securities,
if the offer to buy is (i} with a view to distributing such securities and (ii) made under a
distribulion agrecment; and

{d) a person who is an “issuer” with respeet to the Sccuritics, as the
term “issuer™ is defined in section 2(11) of the Securities Act.

Under section 2(11} of the Securitics Act, an “issner” includes any “affiliate” of
the issuer, which means any person dircetly or indircctly through one or more
intermediaries controlling, controlled by, or under comumon control with the issuer.
Under section 2{12) of the Securities Act, a “dealer” is any person who engages in part or
in whole, directty or indirectly, as agent, broker, or principal in the business of offcring,
buying, selling or otherwise deating or trading in securities issued by another person.
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Whether or not any patlicular person would be deemed to be an “underwriier™ or an
“affiliate™ with respect to any security to be isswed pursuant to the Plan or to be a
“dealer” would depend upon the various facts and circumstances applicable to that
person, Accordingly, the Debtors express no view as to whether any person would be
deemed to be an “underwriter” or an “affiliate™ wilh respect to any securily to be issued
pursuant to the Plan or to be a “dealer.”

In connection with prior bankruptcy cases, the staff of the SEC has faken the
position that resales by accumulators and distributers of securitics distributed undcr a
plan of rcorganization are exempt from registration under the Securitics Act if effected in
“ordinary trading transactions.” The staff of the SEC has indicated in this context that a
transaciion may be considered an “ordinary (rading transaction” if it is madc on an
exchange or in the over-the-counter market and does not involve the following factors:

() eilher (i} concerted action by the recipicnts of securities issued
under a plan in connection with the salc of such secwurities or (i) concerted action by
distributors on behalf of one or more such recipients in conneclion with such sales;

(b) the use of informational documents concerning the offering of the
securifies prepared or used to assist in the resale of such secwrities, other than a
Bankruptcy Courl-approved disclosure statement and supplements thereto and documents
filed with the SEC pursuant Lo the Exchange Act; or

{(c) the payment of special compcusaiion to brokers and dealers in
conneclion with the sale of such securities designed as a special incentive 1o the rcsale of
such securities {other than the compensation that would be paid pursuant to atms” length
negotiations belween a scller and & brokex or dealer, each acting unilaterally, not greater
than the compensation that would be paid for a routine similar-sized sale or similar
securities of a similar issuer).

‘The Debtots have not sought the views of the SEC on this matter, and, therefore,
no assurance can be given regmding the proper application of the “ordinary trading
tfransaction™ exemption described above. Any persons intending to rely on such
exemptions are urged 1o consult their own counsel as to the applicability thereof to any
particular circumstances.

In addition, Rule 144 provides an exemption from registrations under the
Securities Act for coriain limited public resales of unrestricted sceurities by “affiliates™ of
the issuer of such securities. Rulc 144 allows a holder of unrestricted securities that is an
affiliate of the issuer of such securitics o scll, without registration, within any three-
month period a nmnber of shares of such unrestricted sceurities that does nof exceed the
greater of 1% of the number of outstanding securities in question or the average weekly
trading volumie in the securities in question during the four calendar wecks preceding the
datc on which notice of such sale was filed pwrsuant to Rule 144, subject to the
satisfaction of certain other requirements of Rule 144 regarding the manner of sale, notice
requirements, and the availability of current public information regarding the issuer. The
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Debtors belicve that, pursuant to scetion 1145(c) of the Code, the New Common Stock fo
be issued pursuant to the Plan will he uarcstricted sceurities for the purposes of Rule 144,

GIVEN TRE COMPLEX NATURE OF THE QUESTION OF WHETHER
A PARTICULAR PERSON MAY BY AN UNDERWRITER, THE DEBTORS
MAKE NO REPRESENTATIONS CONCERNING THE RIGHT OF ANY
PERSON TO TRADE IN THE NEW COMMON STOCK TO BE DISTRIBUTED
PURSUANT TO THE PLAN. THE DEBTORS RECOMMEND THAT HOLDERS
OF CLAIMS CONSULT THEIR OWN COUNSLEL CONCERNING WHETRER
THEY MAY FREELY TRADE SUCH SECURITILES.,

C. Subsequent Tramsfers Under State Law

Statc sccuritics laws gencrally provide registration exemptions for subsequent
transfcrs by 2 bona fide owner of the owner’s own account and subsequent transfers to
institutional or accredifed investors. [If the prohibition on the transfer eof the New
Common Stock is subsequently tenminated and the shares of New Commeon Stock may
fhen be transferred such exemptions generally are expected to be available for such
subsequent transfers of New Cormumnon Stack.

ARTICLE XV1l
DISCEAINMERS

PERSONS CONCERNED WITH THE TAX CONSEQUENCES OF THE PLAN
SHOULD CONSULT THEIR OWN ACCOUNTANTS, ATTORNEYS ANIVOR
ADVISORS. THE PLAN PROPONENTS MAKE THE ABOVE-NOTICED
DISCLOSURE OF POSSIBLE TAX CONSEQUENCES TOR THE SOLE
PURPOSE OF ALERTING READERS TO TAX ISSUES TBEY MAY WISH TO
CONSIDER, THE PLAN TFROPONENTS CANNOT, AND DO NOT,
REPRESENT FTHAT THE TAX CONSEQUENCES MENTIONED ABOVE ARE
COMFLETELY ACCURATE BECAUSE, AMONG OTHER THINGS, THE TAX
LAW EMBODIES MANY COMPLICATED RULES THAT MAKE IT
DIFFICUALY TO STATE ACCURATELY WIIAT THE TAX IMTLICATIONS
OF ANY ACTION MIGHT BE.

IRS CIRCULAR 230 NOTICE: TO ENSURE COMPLIANCE WITH
REQUIREMENTS IMPOSED BY THI INTERNAL REVENUE SERVICE, THE
PLAN PROPONENTS INFORM ALL RECIPIENTS OF THIS DISCLOSURE
STATEMENT THAT ANY 0.8, TAX INFORMATION CONTAINED IN THIS
DISCLOSURE STATEMENT (INCLUDING THE EXHIBITS HERE) 18 NOT
INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USED, FOR THE
PURFOSE OF (A) AVOIDING PENALTIES UNDER THE INTERNAL
REVENUE CODE, OR (B) PROMOTING, MARKETING OR RECOMMENDING
TO ANOTHER PARTY ANY TRANSACTION OR MATTER ADDRESSED IN
THIS DISCLOSURE STATEMENT.
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ARTICEE XVII
CONCLUSION

The Plan Proponents believe that the Plan complies with Section 1129 of the

Code and is fair and equitable and in the best interests of the Debtors, the Estates and the

Creditors. Accordingly, the Plan Proponents urge Creditors receiving Ballots to vote o
acecpt the Plan.

Respectfully submitted,

By:

James R, Latimer, Tl
Title: Chief Restrucloring Officer of the Debtors

-AND-
Rochelle MeCuilongh LLP

By:

Michael R. Rochellc

State Bar Wo. 171260700
Scoll M, DeWolf

State Bar No. 24009900
325 M. St. Paul, Suite 4500
Dallas, Texas 752011

P: (214)953-0182

F;: (214} 953-G185

COUNSEL FOR THE DEBTORS
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